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SECOND PROGRESS REPORT
ON THE NATIONAL REFORM PROGRAMME OF CYPRUSQCT. 2007)

I. EXECUTIVE SUMMARY

Following the evaluation of the first progress nepaf its National Reform Programme (NRP), by the
European Commission, Cyprus has tried to concentnaimaking progress in the implementation of
its NRP, (taking due account of suggestions madtéyCommission and the Council), in view also
of the high costs of inaction or delay.

The continuation by the European Commission of Yasir's initiative to visit all member states and
have an extensive exchange of views on the progdssved in the implementation of the NRPs as
well as to discuss issues concerning the evaluatiaghe first progress report and the preparatibn o
the second one, has been helpful, and reflectsetth@nced partnership between the European
Commission and the member states.

With a view to linking the implementation of thesbion strategy, to the overall development effort of
the country, the Government proceeded to the getifinas from 19 February 2007 of a dedicated unit
at the Planning Bureau, (originally the responiibfbr the co-ordination of the Lisbon Strategwadh
been assigned to the Ministry of Finance), respmasifor monitoring and promoting the
implementation of the NRP and co-ordinating theknafrthe technical committees, which were set up
for each challenge identified in the NR this framework, an ad hoc technical committess also
set up, to develop indicators, with a view to asisgsthe progress achieved in the implementation of
the NRP. It is noted, however, that many measuredsratheir initial phases and there will be a
time lag in measuring and assessing their ovemafiaict. Consequently, the results from their
implementation will be evident over a longer terrargpective. Moreover, according to the
arrangements set up, progress reports are preparedbi-annual basis, and submitted to the Council
of Ministers.

In brief, over the period since the submission &MNin October 2005, satisfactory progress has been
achieved in the implementation of the NRP. Indiedy, 84 measures have been fully completed, for

129 measures there was satisfactory progress (sougline with the timetables set) for 38 measures

there was some progress, whereas only for 3 measueee was no progress at all. All the above

measures add up to 254, out of which 203 measuees wwcluded in the annexed tables to the NRP

(submitted in October 2005) 20 measures were inted in 2006 and 31 measures were introduced
in 2007.

The progress made in relation to the country sfgecdcommendations and points to watch is
highlighted (in black) under the various challengéthis Executive Summary. A delay was observed
with respect to the reform of the Social Insurafgstem, the introduction of a new performance
appraisal system in the civil service, the congtomcof marinas as well as of certain infrastruatur
projects in the ports subsector.

The process in the implementation of the NRP idlifaed by the favourable macroeconomic
environment. It is noted in this respect, that @ygpriot economy is growing at rates close to its
production potential, under conditions of macroexoit stability, despite the sharp rise in oil psice
whereas the fiscal targets set for 2006 were aeliand the targets for 2007 are within easy reach.

! The overall structure set up to promote the imgletation of the NRP is presented in detail in Anh&of the
progress report.



It is also noted, that following the evaluationtbé first progress report of Cyprus by the European
Commission and in the light of the 2006 Spring Peaen Council’s Conclusions, all relevant

Ministries / Services were informed and requestethke additional actions in the areas identifigd b

the European Commission as requiring more attentienthe Commission’s recommendations/points
to watch, and the four priority areas agreed by Hheopean Council in 2006 as requiring further
action. (It should be mentioned in this contexttttize four priority areas, agreed by the 2006
European Council as requiring additional actionb& implemented before the end of 2007, were
already included as priorities in the Cypriot NRRd they constitute a key part of the implementatio

efforts.) Concerning the 2007 Spring EuropeanrEibuit focused its conclusions on the necessity o

promoting measures that fall under areas that farecognized importance by Cyprus, such as fiscal
and economic policy geared towards growth and lgigbénhancement of the internal market, and
Europe’s competitiveness, enhancement of innovatesearch and education, promotion of
employment, as well as modernization and strengtiyenf the European social model, betterment of
regulation and the promotion of an integrated patitclimate change and energy.

In brief, the progress achieved over the periodeuntbnsideration can be considered as being
satisfactory. More specifically:

Macroeconomic Challenges

Overall, there has been satisfactory progressyidereced by:

* A continuation of the fiscal consolidation with arther reduction of the fiscal deficit and the
achievement of the fiscal targets set in the Cayerere Programme. Fiscal consolidation has
been the cornerstone of the Convergence Progranameésits effective implementation
contributed to a positive decision by the Europ€anncil for the accession of Cyprus in the
eurozone, as from January 1 2008.

* The introduction of a medium-term fiscal framewods from 2007. The medium-term
framework is expected to contribute positively todgathe achievement of the medium-term
fiscal targets, as well as to the redirection oblmuexpenditure towards growth enhancing
categories.

¢ An intensification of the dialogue with the social partners, aiming at promoting
parametric reforms of the Social Insurance Systemin view of the urgent need for
reforms. The social dialogue is expected to be comeped by the end of 2007 and the
measures under consideration to be implemented aofn 1/1/2008.

e The implementation strategy of the National Healthinsurance System in Cyprus was
submitted to the Health Insurance Organisation (HIQ, by its consultants, McKinsey &
Co, in November 2006. The strategy contains all éhactivities that should be undertaken
within a specific timetable to transit from the curent system to the proposed new health
care system. Measures have been taken, that withable the National Health Insurance
System to begin operations towards the end of 2008.

Microeconomic Challenges

Promotion of the further Diversification of the Economy towards the Production of High Value
Added Goods and Services — Strengthening the Comjiiate Advantages of its Production Base

The progress achieved in this area can also beidswad as satisfactory, as evident from the
following:

* A further expansion of the share of the servicadose to GDP (55.1% of GDP in 1980,
65.7% in 1990, 77.6% in 2006) and employment (45i8%980, 57.2% in 1990, 71.0% in
20086).



Indications for a further expansion of the actestiof the international business sector, in a
wide range of sectors, such as shipping, busiresgss, trade, software development etc.

A considerable increase of activity by the privagetor, reflected in the implementation of
relatively large projects in sectors, with a vegvdurable growth outlook, including the
private education and the health sector. To thi, érave contributed, the town planning
incentives given by the Government, aiming at eraging the creation of large, unified
developments, of multi-purpose uses.

The establishment and operation of the One Stop Shavell as the setting up of the Cyprus
Investment Promotion Agency (CIPA), at the MinisbfyfCommerce, Industry and Tourism.
The efforts undertaken to study SME’s Access to Fance (venture capital — loan
gurantee facility).

The implementation of the various actions aimingupgrading and enriching the tourist
product, included in the Strategic Development RtanTourism, the main exception being
the delay in the construction of marinas.

The implementation of the actions co-financed fritra Structural Funds, and the EAGGF,
targeting at enhancing the production base of gmatdged areas, during 2004-2006. The
preparation and the beginning of the implementatiérthe new Programmes to be co-
financed by EU funds, during the period 2007-2013.

Promotion of R&D, Innovation and Facilitation of IC T Diffusion

There was satisfactory progress in this area, wikielvident from the following:

Increase of R&D expenditure as a percentage of @P41% in 2005 from 0.37% in 2004,
which is a positive sign towards the target setifiereasing R&D expenditures to 1% of
GDP in 2010.

Structural Funds will finance the largest part be tRPF Framework Programme for
Research, Technological Development and Innovat@2@®7-2010, whose budget is
estimated at £60 min.

Both the Cyprus University of Technology and thes&mch Centre for Energy,
Environment and Water commenced operations in Sde 2007 as planned, and three
private colleges were upgraded into universitighatsame time.

The elaboration of a comprehensive Regional Innonatrategy for Cyprus (RISC).
Improvement in the usage of Information and Commation Technologies by both
households and enterprises, in terms of interne¢ss; broadband connection, and use of
online public services.

Completion of important eGovernment projects, sush the Government Portal, the
upgrading of the social insurance system, and itise ghase of the roll-out of the Office
Automation System.

Satisfactory implementation of the measures pramgotieLearning, including the
improvement of ICT infrastructures in schools, ttening of teachers in basic IT skills and
the use of multimedia in class, as well as the ldgweent of electronic content for the
subjects taught.

Improvement in the measures promoting eHealth, sgctihe introduction of the Integrated
Health Care System in the general hospitals of $i&cand Famagusta, and the development
of the National Health Monitoring System.

Promotion of Reforms targeting at Enhancing Competion and Improving the Overall Business
Climate

The following developments were observed:

Over the recent past, the conditions of competiti@ve changed in the utilities sectors
(telecommunications and energy), by which there wdg recently only one provider. In the



telecommunications sector there has been a signifiacrease of the share of other providers
beyond the Cyprus Telecommunications Authority (@YTin the provision of
communication services, whereas Cyprus enjoys sofmhe lowest prices for local and
international fixed calls and mobile telephony agpelhhe EU25. Furthermore, a draft policy
paper on promoting broadband competition and irsingabroadband services penetration, is
under preparation.
In the energy sector, 35% of the electricity mankas opened to competition, after Cyprus's
accession to the EU. Despite the fact that unti,rtbe Electricity Authority of Cyprus (EAC)
is practically the only supplier, there is consal#e interest by (private) suppliers, which are
expected to enter the market by 2008. Additionalig Framework for a Natural Gas Market
has been regulated in line with the relevant E.ldedive.
The air transport sector was fully liberalised rasrf 1/5/2004, differentiating significantly the
conditions of competition in the sector. The libisaion has mainly affected the most
popular routes, i.e. the routes to Greece and Lionda an increase in the number of flights
and a fall in fares.
Furthermore there is a continuous enhancemeneddiministrative capacity of:

— the Commission for the Protection of CompetitioP (T},

— the Office of the Commissioner for Electronic Conmuations and Postal

Regulations (OCECPR) and
— the Cyprus Energy Regulatory Authority (CERA).

Three Citizen Service Centres (CSCs)/One Stop Sheps established.

The procedures for filling posts in the public seey were simplified and accelerated.

A specialized Unit for Better Regulation (BR) Heeen set up as from April 2007 within the
Ministry of Finance, and it refers to a steeringm@aittee. On July 25, 2007 the National
Action Plan for BR was approved by the Council ofnidters and is currently under
implementation.

A survey was carried out by the Commission for theProtection of Competition,
concerning the state of competition in the variougprofessional services. On the basis of
this result and its own findings on the subject (Anex 7), the Planning Bureau (although

it is of the opinion that the situation is actuallybetter, compared to that depicted by the
European Commission) it is preparing terms of refeence for the recruitment of a
consultant who will make suggestions for improvindhe existing situation.

Expansion and Upgrading of Basic Infrastructures

Considerable progress has been achieved with régaiis challenge, as evidenced by:

Completion of a number of important projects in #éinea of road transport.

Implementation of a number of actions includedhie Strategic Action Plan for Road Safety,
which have been reflected in a considerable reduéti the number of road deaths by almost
15.7% in 2006 vis a vis 2005.

The Council of Ministers approved a programme dfoacfor the enhancement of public
transport in Cyprus. The decision, set up a Stgetiommittee, appointed a project manager
and called for the creation of a project managemant. The Cypriot authorities have
prepared a pilot project (amounting to €45 min) ckhihas been included in the list of those
that will be funded from the structural funds iretiperiod 2007-2013. For the timely
implementation of the project, the above mentiopegject management unit, is gradually
being established.

Signing of the final Concession Agreement betwdes government and the HERMES
AIRPORTS LTD, launching the redevelopment of the @wports in Cyprus, using the BOT
method. The selected consortium took over the dperaf the two existing airports as from
May 2006, whereas the construction works for tlidevelopment of the two airports started in
June 2006.



Security of Energy Supply - Promotion of the Utilition of Renewable Energy Sources and
Energy Conservation

In the area of energy, taking into consideratioa 2906 and the 2007 Spring European Council
conclusions and the increased importance attachedergy issues, the following actions were taken:
« A more explicit and comprehensive energy strategy alaborated.
* It was decided that “The security of energy supghy the promotion of energy saving and
renewable energy sources” will constitute one efrtiain challenges of the NRP.
« Within the increased emphasis attached to enespess either existing measures have been
or are in the process of being modified and entdiocedditional ones have been introduced
so as to effectively tackle the challenges in thergy field.

Inter alia, due to the enhanced emphasis attacbethe energy issues, the following positive
developments did take place:

* There was a further increase in the level of secstocks to about 67 days of consumption.

e Launching of the process for the creation of anrggneentre. The energy centre will be
constructed via the PPP method and is expecteshbonence its operation by 2012. Until the
completion of the onshore LNG terminal, the Goveentrof Cyprus decided to investigate, as
a bridging solution the possibility of the floatihgNG unit/technology for a period of up to
five years.

* Anincreasing interest in the utilisation of theivas measures targeting at the promotion of
RES and energy conservation. Noteworthy, is thieenio approval of 7 applications for the
generation of electricity using wind power (duri@@07), which will be sufficient for
covering 9% of the total electricity consumption2i®10.

 The setting up, in May 2006, of a “One-Stop Shopt Renewable Energy Sources
investments, with a view to facilitating investamshe area of renewables, via accelerating the
whole procedure for the submission and evaluatfahe applications and the securing of the
necessary licenses and permits.

e A support scheme was introduced which aims to suppith operating state aid the
generation of electricity production from biomassl &iogas from landfills.

e The preparation of a National Biomass Action Plan €yprus (to be completed until the
beginning of 2008).

« New provision of incentives for the purchase of 6@, emissions vehicles.

* Increase of the subsidized capacity of PhotovoBgistems from 5KW to 20KW.

Environmental Sustainability
Concerning this challenge, the following positivsdlopments took place:

¢ Continuation of the expansion of the sewerage nétsvim all major municipalities according
to the schedules set.

¢« Completion of the first phase of the landfill inetfPaphos district and its operation as from
June 2006, continuation of the process for impldingrihe 4 regional centers for solid waste,
and restoration of the existing landfills accordingchedule

e Successful operation of the system for the cobectitransport, segregation, recovery and
recycling of the packaging waste in the major mipailities, which started at October 2006.

* Implementation of the Environmental TechnologiesRMap.

* Implementation of the Action Plan to promote Gré&arblic Procurement, approved by the
Council of Ministers in May 2006.



Progress according to schedule regarding the imgleastion of the Coastal Area
Management Programme.

Implementation of the Strategic Plan for the Reiducof Greenhouse Gases Emissions which
defines the national policies and measures which it or reduce greenhouse gas
emissions with special emphasis on measures aedtiges aiming at promoting investment
in renewable energy technologies.

The preparation of the 12 management plans folNgitera 2000 sites is underway, and the
approval for the preparation of another 13 manageérmlkans is expected to be given by the
end of the year.

Furthermore, the efforts have to be intensifiecthim areas of wastewater treatment (particulart wi
regard to the sewerage networks in rural commumnitigh a population exceeding 2000 inhabitants)
and solid waste, so as to comply with the commitsi¢gken vis a vis the EU. Compliance with the
above commitments is associated with a significantigetary cost. Use of the co-financing
possibilities offered via the Cohesion Fund, wéke the pressure on the public finances.

Employment Challenges

Satisfactory progress has been achieved, as tloavioly developments indicate:

Schemes to increase employability have developedindluding one for inactive
women, one for young people and one for the unempled), while a scheme was being
implemented offering consultancy and training to mcro-enterprises.

A detailed paper for a comprehensive national lifeing learning strategy has been
drafted in consultation with the social partners am the European Life Long Learning
Programmes Management Foundation, was established.

There have been significant developments in the tiésry education sector, concerning
the University of Cyprus and the Open University, vhile the Technological University
and three private universities have begun operatiorduring this academic year, thus
increasing both study opportunities and human capdl development.

The final draft of a study focusing on the organizéion of Secondary Technical and
Vocational Education (STVE) was completed last Augst. External evaluations of
both technical/vocational education programmes in gneral, and of the existing
apprenticeship scheme in particular are in progress with a view to improving
curricula and other aspects of the systems.

A detailed proposal on a “new modern apprenticeship has been developed, in
consultation with the social partners.

Upgrading and evaluation of existing human resourcalevelopment programmes have
progressed, including policy decisions for their mdification and enrichment.

Improvements in ICT use in education, with speciakystems and special software, took
place.

Measures on care services, on balancing family witbccupation, and on activation of
older and younger persons progressed further, whila national action plan on gender
equality was adopted, and a gender pay gap study waompleted.

The public employment services were enhanced and thernised, while the flexible jobs
projects proceeded further.

The strategy on foreign workers was agreed with Sloeial Partners while a series of
acquis harmonisation laws were enacted.

Various measures progressed in connection with eralble groups (including better
targeted subsidies) and with access to housinggatun and health, contributing to
improved conditions for social inclusion.

A strategic plan on educational reform issues, suclas the quality of education,
teacher training and assessment, and the curriculunup to the lyceum, has been



prepared, and on the basis of a Council of Ministes decision, has been submitted in
late September by the Minister of Education and Culre, within the context of the
educational reform, to teacher organizations and dier stakeholders, with a view to
arrive in policy decisions, within the next few moths.

Further, with a view to increase the effectivenekshe contribution of the Structural Funds to the
achievement of the Lisbon objectives, besides gtheming the mechanism and procedures for the
effective co-ordination between the NRP and theiddat Strategic Reference Framework, the
Government of Cyprus, has taken a series of meagum@rder to enhance the administrative capacity
of the bodies involved through additional placemainpersonnel and training. The efficiency of the
implementation has also been enhanced throughstreag/simplification of procedures which have
been reflected in the substantial increase of paysne

Lastly, the necessary budgetary provisions for #ladons included in the microeconomic and

employment section have been made in the budgeR@07 and the submitted, to the House of

Representatives, budgetary proposal for 2008, seasiring the consistency with the overall fiscal

consolidation programme as envisaged in the CoenersProgramme of Cyprus. The net budgetary
expenditure of the microeconomic and employmeribastaccounts for around 2% of GDP in 2007;

this amount rises to around 2.7% of GDP in 200820GB.



Il. STATE OF PLAY OF GOVERNANCE AND OWNERSHIP

Cyprus supports the new governance cycle basedmnepship and national ownership. Consultation
and engagement of the national parliament, soeidhprs, local authorities, and other stakeholders
being actively pursued for a real partnership ame@hanced national ownership of the reforms for
growth and jobs.

In the case of Cyprus, the preparation and theemphtation of the NRP has provided a much-needed
platform for a constructive dialogue, with all sthblders, on the broad reform agenda. (It should be
noted in this context, that as from the"is February 2007, the Planning Bureau has undemtéke
co-ordination of the Lisbon National Reform Prograe).

Within this framework, the implementation mechanigmich has been created, has ensured active
participation and involvement of all stakeholdd/ere specifically:

The National Advisory Committee which has beenugefor the NRP with the participation
of the social partners, political parties, locathauities, NGOs and organised groups of the
private sector, is convened on a regular basiarioexchange of views on the NRP. The last
meeting of this Committee has informed the socitners in detail on the progress achieved
in the implementation of the NRP during the petiodler review and the contents of the new
progress report to be submitted to the EU.

There is a participation of the social partners,¢Gand organised groups of the private
sector in the technical committees, set up for ehelienge.

Special sessions of the Parliamentary CommitteEammomic and Budgetary Affairs on the
NRP are being held on the Lisbon strategy, by whigre is a broad exchange of views
between the members of the Committee and the Natiosbon Co-ordinator, or the co-
ordinator at the technocratic level and the chasges of the various technical committees of
the NRP. The last briefing of this Committee h&srmed MPs about the progress achieved
during the period under review and the contenth®fnew progress report to be submitted to
the E.U.

Moreover, realising the importance of a broad comication of the need for reforms to all
stakeholders and to the citizens, the Minister ioffice, in his capacity as the National Lisbon
Co-ordinator, attaches due emphasis to the Liskaitegy. The NRP constitutes, as reflected in
many statements of the Minister, one of the twonmgaillars of the economic policy of the
Government (the other being the Convergence Pragem

Furthermore, to increase the awareness of the érqadlic on the Lisbon issues, several actions
have been taken such as:

Delivery of speeches on the Lisbon strategy andNR® by the Minister and the co-
ordinator of the Lisbon strategy, at the technacrgvel, at various fora (trade unions,
employers’organisations etche main message given is the need for an earlyqifom
of reforms for effective tackling of the challendesed, otherwise the cost of inaction or
delay will be very high;

Special programmes on the Lisbon Strategy in theiame

Articles in the media on the Lisbon strategy arelNiRP;

Organisation of various seminars on specific issugl the participation of the social
partners and the wider public, such as Flexiculiffe Long Learning, Energy, Better
Regulation. Moreover, a series of seminars orctiral and other European Funds for
the period 2007-2013 were organized by the PlanBumgau and the Cyprus Chamber of
Commerce and Industry (CCCI) in all towns of thiansl. Finally many seminars took
place and a lot of publications were issued abbatduro (by the Central Bank, the
Ministry of Finance, the CCCI and others).



It should be noted in this context, that Cyprus btlized the experience gained from the
governance cycle, based on partnership and naievragrship also during the preparation
of its New Strategic Development Plan 2007-2013which Lisbon is an integral part),
by organizing an extensive public dialogue in alies of the island, and by inviting

citizens to participate, as well.



. MACROECONOMIC CHALLENGES
A. Macroeconomic Situation

The good performance of the economy of Cyprus dutive last years, in spite of a challenging
external environment, has resulted to the integmadf Cyprus into the euro area from 1.1.2008. &hes
achievements validate Cyprus Government economnlicig® during recent years, enabling Cyprus to
meet all necessary preconditions for a successédssion to the eurozone.

Cyprus per capita income, in purchasing parityddats (PPS), is equivalent to 90.6% of the EU (25)
average in 2007, rising from 85.6% in 2002. RealPGgpowth reached 3.9% in 2005 and 3.8% in
2006 and is forecasted to remain at the same lav2D07, despite the escalating tendency of oil
prices, with private consumption and the exporsefvices being the main driving forces. However,
the susceptibility of the economy to external slobks been evident in the volatility of exports,
which, in large part, are due to the impact fronmrigm.

Table 1. Key Macroeconomic Indicators

% annual change 1995-2004 2005 2006 2007 (proj.)

GDP 3.7 3.9 3.8 3.9

HCPF 2.8 2.6 2.3 2.0

Unemployment Rate 3.8 5.3 4.5 4.3

Employment Growth 1.8 3.0 2.7 15
(1996-2004)

Nominal Earnings 5.7 5.4 5.5 4.1

Productivity growth 1.6 1.7 15 2.4

Current Account Balance -3.7 -5.6 -5.9 -6.1

(as % of GDP) (1996-2004)

Inflation, as measured by the Harmonised Consumee Ihdex (HCPI), has remained relatively low,
with HCPI expected to decline further, to 2% in 200om 2.6% in 2005 and 2.3% in 2006. HCPI
core inflation (excluding volatile items) in 200¥eéxpected to remain subdued, at 2.2%.

Employment creation was robust, exhibiting a growdte of above 2% per annum in most recent

years. Labour market conditions remained tighthwie unemployment rate, based on the labour
force survey, declining to 4.5% of the labour forite2006. The unemployment rate is expected to

decline further to 4.3% in 2007. Labour shortageg.(in the sectors of hotels and restaurantse trad

and construction and at the occupational levelerhnical and low skilled occupations) have been

addressed, to a large extent, by an increasedysapfibreign workers and Turkish Cypriots. It shadul

be noted that the substantial increase of foreigpl@yment in recent years does not appear to have,
significantly, affected the unemployment rate amtiregunskilled domestic labour force.

Increases in nominal earnings are expected to adeert® 4.1% in 2007 compared to an averaged 5.7%
over the decadel995-2004 period, and falling to¥b. 2006 reflecting tight labour market
conditions. With labour productivity growth beingodest, unit labour costs expanded at an annual
rate of 4% over the same period, adversely affgatompetitiveness, in particular in labour intepsiv
activities and inducing a reallocation of produetiresources to less labour intensive activities i.e
services. However significant sectoral differenbhase been observed. The rapidly rising number of
foreign and Turkish-Cypriot workers, has exertedhmpening effect on wages, which is reflected in
the moderation of earning increases of 4.1% congp&we5.5% so far. The moderation trend is
expected to become more pronounced in the comiaggye

2 Harmonised Consumer Price Index 1997-2004. Foyelae 1995 and 1996 data is not available.
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The fiscal consolidation programme has been cetdréthe successful efforts of the Government to
bring about economic stabilisation. Indeed, fiscahsolidation has been the cornerstone of the
Convergence Programmes and its effective implertientaontributed to the positive decision of the
European Council for the accession of Cyprus inBheozone, as from January 1 2008. The general
government balance improved considerably over ttiéog 2003-2006 which brought the deficit
below the reference value in a sustainable andildeednanner. The improvement of the general
government balance is also reflected in the strattwalance whereby, the structural deficit of 586 o
GDP in 2003 was contained to approximately 1% i0620The improved outcome for the public
finances is also reflected in the general goverrirdeht where its upward trend was reversed and put
on a distinct downward path. The consolidationhef public finances is mainly due to the accelenatio
of GDP growth, particularly of the banking, intetioaal and property sectors impacting favourably
on revenue performance and to the lower growthoeegiment expenditure (Table 2).

Table 2. Selected Fiscal and Government Debt Inditors

2007 2008 2009 2010
In percent of GDP 2003 | 2004 2003 2006 (est.) | (proj.) | (proj.) | (proj.)

Government revenue 38.8 388 41.2 42.4 43.0 48.1 .7 43 43.6
Government current | 41.1 38.7| 40.0| 40.Q 40.3 40.( 40.2 40.1
expenditure

Interest payments 3.4 3.3 3.4 3.3 3.2 3.1 2.9 2.8
Government capital 4.0 4.2 3.6 3.9 3.7 3.6 3.6 3.6
expenditure

Overall budget -6.3 41| -23| -15 -1.0 -0.5 -0.1 -0.1
balance

Primary balance -2.9 -0.8 1.1 1.7 2.2 2.6 2.8 2.7
Government debt 69.1 704 69]2 65.3 61/0 52.9 49.447.0

Furthermore, structural reforms in the goods andricial sector in the wake of the harmonisation
process with the acquis as well as the radicalreétorm, which led to lower tax rates, also supmbrte
the growth performance.

While the fiscal deficit has been reduced signiftba the current account deficit increased to 5i8%
2006. Transitory as well as more structural reasresbehind the moderately high current account
deficit. Rising oil prices have caused imports dfrelated products to be significantly higher. In
addition, higher investment and related importscapital goods and materials have raised the
underlying current account deficit. While the triémy factors will dissipate in the medium termeth
process of real convergence will tend to mainthie ¢urrent account deficit at somewhat modest
levels, which can however be financed by non-degating flows (net foreign direct investments in
2006 accounted for 4.7% of GDP), in particulahiére is success in the efforts to boost produgtivit
and enhance competitiveness. The current accofinitde expected to remain at around 6% of GDP
in 2007.

Growth is expected to remain close to potentiagroind 4%, in the next years amid buoyant private
consumption and continued strong appetite for nemds among non-residents, the high investment
of capital goods and materials, and the rapid teegiansion. The growth outlook remains subjeét to
number of risks however. Most important are theeptiél effects of higher oil prices, with Cyprus
dependent on oil imports for its energy needs,rétte of growth in the rest of the EU, the primary
market for Cypriot exports of goods and services @re deterioration of competitiveness due to the
continued appreciation of euro against the mosbmajrrencies. Cyprus’ economy is also relatively
small and undiversified, which increases the rigkextor specific shocks. Tourism, which accounts
for around 20% of GDP, is vulnerable to regionagmitical events and increasing competition from
cheaper Mediterranean destinations. Although tounisceipts recovered marginally in 2006, they
remain considerably below their level prior to #wents of September 11th 2001.
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Over the longer term and following the adoptioriref euro, the primary challenge will be to maintain
economic competitiveness. The absence of natiorialdst and exchange rate policies after euro
adoption underscores the need for the strengthefitige role of sound macroeconomic policies for
providing conditions of price stability. Key to a#@dsing the competitiveness issue will be the
implementation of structural reforms associatedhwiU's Lisbon Agenda.

B. State of Play / Overall Progress

The main macroeconomic challenges identified inNB&onal Reform Programme of the Republic of
Cyprus are the following:

* Fiscal consolidation and debt reduction;

* Improvement of fiscal management;

* Improve the quality of public finances via a redtren of public expenditure; Securing long-
term sustainability of public finances;

* Ensuring that wage developments contribute to nemcnmomic stability and growth (non-
inflationary growth).

Overall, satisfactory progress in the key areasieas observed, as evidenced by the following.
1. Fiscal Consolidation and Debt Reduction

As already pointed out, via the implementation €ieal consolidation strategy, described in detail
the Convergence Programmes submitted to the Eumo@@enmission, supported by satisfactory
economic growth, the Government has managed taeetthe fiscal deficit from 6.3% of GDP in 2003
to 1.5% in 2006, in a sustainable and credible rearfPublic debt as a percentage of GDP was put on
a distinct downward path and fell from 69.1% of GP2003 to 65.3% of GDP in 2006 and is
anticipated to be reduced further to 61% by theadr2D07.

Cyprus is on track to exceed the fiscal targetsf@et2007 and 2008. The favourable economic
conditions have contributed to the acceleratiotheffiscal consolidation process which is projedted
be completed with the achievement of the natioefitd medium-term objective, estimated at -0,5%
of GDP, and the containment of the public debt Wwelloe reference value of 60% of GDP as from
2008.

The main pillars of the fiscal consolidation stgatare the following:

* Control of government expenditure growth belowrbeninal growth of GDP, mainly through
the introduction of ceilings on certain public erdéure categories, within a context of a
medium term fiscal framework;

* Adoption of a restrictive policy on employment amdge increases in the broad public sector;

* Extension of the retirement age of civil servantsif 60 to 63 years;

* Enhancement of public revenue performance, brobghtroadening of the tax base via an
improvement in tax efficiency and tax compliance;

« Improvement of the quality of public financesdigh the reallocation of expenditures in
favour of growth-enhancing activities.

2. Fiscal Management
The envisaged improvement in fiscal managemenuisyed via the introduction of a medium-term
budgetary framework (MTBF) for the central govermméd he introduction of a MTBF was approved

by the Council of Ministers in May 2006.The firstli&F initially covered the period 2007-2009 and
introduced, gradually, the implementation of a brbased budgetary reform programme. The update
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and extension for the period 2008-2010 will incluggpecific expenditure ceilings for each Ministry,

thus helping to safeguard the achievement of thdiumeterm targets including the national medium
term budgetary objective in line with the provisiohthe revised Stability and Growth Part (SGP).
This new framework will enable the direct link affedium term targets and government priorities to
the annual budgetary process.

3. Improve the Quality of Public Finances via a Reekction of Public Expenditure

The introduction of the MTBF does not aim only la tintroduction of expenditure ceilings to each
ministry, but it will also enable the authorities teallocate expenditures in favour of growth-
enhancing activities, in line with the prioritiest $n the National Reform Programme.

The budgetary process for 2008 required line rrieis to provide forecasts on their expenditure
needs for 2009 and 2010 as well. These forecasts astinguished between current obligations and
future needs. The additional available resources vaflocated to the areas with high priority. The
main areas that exhibit a marginal or no growth ageculture, security and defence, transportation
and public administration. In contrast to the a@s it can be seen by the breakdown of experditur
by function of the Budget for 2008, the sectorsalihare provided with high rates of growth in their
allocations are education, research and technaagyhealth, in line with the objective of rediregti
public expenditure to growth-enhancing categories.

4. Securing Long-term Sustainability of Public Fimees

The main pillars of the strategy, with a view téeefively secure the long-term sustainability obfati
finances are the following:

« Reduction of public debt as a percentage to GDPawiontinuation of the fiscal consolidation
programme,

« Increasing labour supply, in particular among feemahd old aged persons, so as to raise
potential output, through a number of measuresepted in the employment challenges
section of the progress report.

¢ Reforms in the pension and health care systems.

Policies to ensure long-term sustainability of phublic finances take into consideration the pradct
sharp increase of pensions and healthcare expesslitdue to population ageing. As shown in an
actuarial report, specifically undertaken by thenigliry of Labour and Social Insurance in July
2005,(analysed in last year’'s report) the debtPGatio on a no policy change scenario, will
exhibit an accelerated based trend peaking at gjppately 280% (no reform scenario), whereas with
the introduction of a set of reform measures ingbeial insurance system in two stageSwave of
reforms scenario and"2wave of reforms scenario), in conjunction with themary surpluses
achieved through the consolidation of public fires)cthe debt-to-GDP ratio will record a further
marked decline

4.1. Country Specific Recommendation - Reform of # Pension System:

Taking into serious consideration the EU recommgodacoupled with the results of the actuarial
report above, the Government has intensified theodue with the social partners, aiming at
introducing reforms in the social insurance systetnich will secure its financial sustainability aat

the same time, the adequacy of pensions. In APAI72a written proposal of reform alternatives was
submitted by the Ministry of Labour and Social Ireswce to the social partners. The employers replied
in June, whereas, the trade unions requested anséah until October 2007, to submit their views.
The social dialogue is expected to be completedih®y end of 2007 and the measures under
consideration to be implemented as from 1/1/200& Measures under consideration are presented in
the section on the inventory of progress (Annex 1).
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4.2. Country Specific Recommendation - Reform dhe Health Care System:

Another significant challenge is the improvementtloé quality of the health care system and the
effective tackling of the anticipated increasepimlic health expenditure. This will be accomplidhe
via the restructuring of the public hospitals imtgtonomous establishments under the wider public
sector and the implementation of the National Heblsurance System (NHIS). The main goal of the
reform of the health care system is to improveatifeness via regulated competition and to contain
costs.

On the 12/07/2007, the Council of Ministers follogia decision in June 2006, on the approvement of
the principle of transforming government hospitate autonomous bodies (legal person governed by
public law), approved a set of guidelines to beoiporated in a draft bill currently under prepavati
These guidelines concern issues such as the stagint of a legal entity to manage the government
hospitals, other issues of a managerial natureeisas human resource issues.

An implementation date whereby the transformatioh public hospitals into autonomous
establishments will be completed is difficult to lbetermined, as timing depends on political
consensus.

As regards the implementation of the NHIS, a Sgiatd’lan has been prepared by the leading
consultants, McKinsey & Company which was delivetedthe Cyprus authorities on the 8th of
November 2006. Based on this plan, which includes master plan and a detailed map of the
activities needed to implement the system, teame haen formed to work in the following areas:

e Family doctor concept

e Specialist doctors

* Pharmaceuticals

« Accident and Emergency Department

* Information Technology

¢ Finance & Global Budget

e Inpatient care

e Laboratory and Diagnostic Services

The National Health Insurance System is plannedegin operations towards the end of 2008. The
first phase will include the provision of outpatigrservices and the second phase will include the
provision of inpatients services. More detailsgiken in the Inventory of Progress section. (Angx

5. Ensuring that Wage Developments Contribute to ddaeconomic Stability and Growth

The role of the Government is key, both for its tedmtion to the development of institutions and
labour market regulations, but also because dhftsence as a large employer. In this respecs it i
worth noting, that the Government continued itsiqyofor moderate salary increases in the public
sector, with the increases agreed with the CiviV&ets” Trade Union, being at 2% for 2006 and 1%
in 2007, following a freeze in 2004 and 2005. Ithe intention of the Government to continue the
restrictive wage policy in the public sector in tteaning years.

The absence of national interest and exchangepdditgies after euro adoption underscores the need
for the strengthening of the role of sound macroeauc policies for providing conditions conducive
to employment creation and growth.

The authorities in Cyprus through the promotiontleé structural reforms in labour and product
markets within the context of the Lisbon Strategim to enhance the functioning of the market
mechanism, improving incentives and raising emditg and upgrading the quality of human
capital. In this framework, the wage bargainingtsys while fully respective the role of the social
partners, is anticipated to lead to wage and cestldpments that will be consistent with price
stability.
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IV. MICROECONOMIC CHALLENGES

1. Promotion of the further Diversification of th&conomy towards the Production of High Value
Added Goods and Services — Strengthening the CoitipetAdvantages of its Production Base

1.1. State of Play

A main characteristic of the Cyprus economy is tpgvard trend in the contribution of the tertiary
sectors of services to GDP and employment, at #perese of both the primary sectors and the
secondary sectors.

In the period from the Turkish invasion in 1974 iutihe early 1990s increasing resources were
channeled to the tourism sector. The hotels anduemnts sector’s share to GDP rose throughout the
1980s (3.6% in 1980, 10.6% in 1990). During the98@nd over the first five years of the new
century, however, the sector exhibited fluctuatiaml its share to production was contained to 7.1%
of GDP in 2006, confirming its vulnerability to ey@nous and imponderable factors. It is noted, that
there is a dependency, to a certain extent of tdomamy on the broader sector of tourism, whose
medium- and long-term prospects will depend, toeaigive extent, on the further success of the
efforts for upgrading and enriching the touristdarct.

The remaining tertiary sectors of services, exhstribng dynamism, reflected in high rates of growth
an increase in their share to GDP and an exparfidheir shares in international markets. This
development is attributed to the comparative acdges that Cyprus possesses in these sectors, which
can be further utilized during the coming yearsthiis context, the accession of Cyprus to the EtJ an
particularly the safeguarding of the right of efidiment and the freedom to provide services create
additional opportunities through the unhinderedeasaf Cypriot services to the large internal miarke
of the EU.

The prospects in the sectors of business servmdsgte tertiary education and health, financial
services, shipping, trade and telecommunicatioamgegarticularly favorable, especially if production
focuses on high quality services. Indeed, withdjngamism of these segments of the services’ sectors
the share of private services value added, exduistaurants and hotels, in GDP rose to nearly 50%
in 2006 compared with under 48% in 2002.

In contrast to the increasing share of the servéeesors, the agricultural sector’s share to GD$® ha
been declining (10% in 1980, 7.1% in 1990 and 3.it%2006). Particular restraining factors,
constituted, the Turkish invasion and occupatioraddignificant percentage of its fertile land, the
chronic scarcity of water for irrigation, as wedl tne small size of the agricultural units, hindgrihe
utilisation of modern methods of production andéploitation of economies of scale.

Another sector that exhibits a fall in its share&@DP since the early 1980s is that of manufacturing
(18.2% in 1980, 14.7% in 1990, 8.5% in 2006), whgharked by problems of competitiveness, with
the concentration of production on low value addetivities, where quality, design, innovation and
the level of specialization is low. A positive déamment in the sector, constitutes, the dynamism
exhibited by certain sub-sectors such as pharmiaaésjtbut also by manufacturing units in tradiibn
sub-sectors, giving emphasis to the production ddfanaced technology and knowledge intensive
products.

Despite Cyprus’ small size and the high rate ofneodic growth observed over the past decades,
regional disparities do exist. Rural areas haveertgwhe demographic weakening, while population

and business activities have concentrated in thjernagban centers and the coastal areas, the latter
experiencing rapid tourist development. Furthermdme inner parts of urban areas are in decline,

especially in the capital city of Nicosia, whichdiwided by the cease-fire line.
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1.2. Overall Progress

There has been a continuous expansion of the shdne services sectors to GDP (55.1% of GDP in
1980, 65.7% in 1990, 77.6% in 2006) and to employm@5.8% in 1980, 57.2% in 1990, 71.0% in
2006). Further positive developments are the inidina for an expansion of the activities of the
international business sector, in a wide rangeegafass, such as shipping, business services, trade,
software development etc. and the increased impitatien of sizable projects in sectors with a
growth potential, including the private educatiow dhe health sector. Indicative of the expansibn o
non-tourist private services, is the increase efrthxport share, from under 24% of GDP in 2000 to
over 26% in 2005 and 2006.

In addition, the progress achieved in the creatibmn agency for the promotion of Cyprus as an
entrepreneurial base and the attraction of foreigect investments is encouraging, as well as é th
creation of a one stop shop. Furthermore, there avaextension of the network of treaties for the
avoidance of double taxation, which facilitate tthevelopment of the activities of international
businesses.

Lastly, a further positive development constitutése satisfactory progress achieved in the
implementation of the various actions includedhe Strategic Development Plan for Tourism, the
delay in the construction of marinas being an etiorpas well as the implementation of the measures
targeting at enhancing the competitiveness of tla@ufacturing sector and the production base of
disadvantaged areas, according to the timetabies ge NRP.

1.3. Inventory of Progress

In the section that follows, the progress achieustl September 2007 will be presented, for each
separate measure, as classified under each ofithiigs identified in the NRP.

1.3.1. Further Promotion of the Restructuring andthe Diversification of the Economy towards
the Production of High Value Added Goods and Servies

1.3.1.1. Expansion of the network of double tax éaties: During the period in question,
negotiations with seven countries have started, r@sult of which, 6 agreements were concluded, one
agreement was signed and one has entered into force

1.3.1.2. New Measure - Preparation of a study torgmote high quality medical services in
Cyprus: A study on how to make Cyprus a centre of providangh quality medical services, was
conducted by a Committee chaired by the Planning&y with the participation of various ministries
and the social partners. Its recommendations wedersed by the relevant Ministerial Committee.
An Organogram of assigning responsibilities to ¥aeous Ministries, was also prepared. Actions
included in the study, may be co-financed by theicBtral Funds, in the Programming Period 2007-
2013.

1.3.1.3. New Measure - Quality Assurance and Accridtion of Tertiary Education: In
compliance with the Bergen standards and guidelsggecified in the context of Bologna Process for
quality assurance in the European Higher Educaticea, a proposal for the establishment of the
Cyprus Quality Assurance and Accreditation Agen@swapproved by the Council of Ministers on
5.9.2007. The Agency is going to replace the exgsseparate evaluation and accreditation bodies by
integrating their responsibilities into one soledpo The aim is to correct the weaknesses of the
existing system (like duplication and contradictdecisions) while, at the same time, to extend the
area of responsibility of the system so as to caneaddition to private tertiary education instiuns,

the state ones, as well as to cover institutiomal also internal evaluation and accreditation, in
addition to programme quality assurance conduciedhb present system. The Agency will also
incorporate the functions that are currently perfed by KYSATS — the Cyprus Council for the
recognition of Higher Education Qualifications.
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1.3.1.4. New Measure - Promoting Unified Developmts for big and multipurpose uses: Town
planning incentives are given by the Governmenthiwithe framework of a new town planning
policy, aiming at encouraging the creation of langédied developments, of multi-purpose uses.

One company has already utilized these incentimdshas proceeded with the development of an over
one million square meters area in Yeroskipou, iegghos, which includes two major strategic uses,
one private University, and one private Hospitairdgérnational standards, as well as other cultural
and environmental projects, sports facilities, paafid housing.

The cost of the project is estimated to be overO£5ibn (€ 940.5 min). It is estimated to present
exchange rate profits of over £1 bln (€ 1.71 bin)ten years, coming from various sources such as
foreign students and patients. Furthermore, tbgeprris estimated to contribute to an increasthef
number of jobs by 8000, to an income increase MpAIn (€ 299.2 min) per year and to an increase
of state and local authorities’ income by £300 @513 min), during the construction period and £25
min (€ 42.7 min) per year after the completiontaf project.

The project will provide permanent alternative wtgs and services, attracting alternative forrhs o
tourism. It will also establish Cyprus as a Meddeean Center of Services by attracting major
companies.

1.3.1.5. Operation of the One Stop Shop (OSS)On the basis of a decision by the Council of
Ministers, which was taken in May 2006, followinget Spring European Council of that year, the
Ministry of Commerce, Industry and Tourism procekdgth the establishment of the One-Stop Shop
(OSS) for the setting up of a business. The O&Sest to operate on th&*df April 2007, offering a
wide range of services to the investors, includigfollowing:

« Provision of information/guidance to potential ist@s and aftercare service to existing
investors.

« Registration of a company.

* VAT registration.

¢ Income Tax registration.

« Registration with the Social Insurance Fund and leygss” Registry

* Application for the issue of residence and worknes.

Up to 10 October, 2904 companies have been regisiarthe One Stop Shop and 5383 names were
approved. Also, the recruitment of the first enygle takes place within the One Stop Shop and is an
easy, quick and simple process. In addition, &s%ie is provided to the interested employers, for
finding personnel through the system for recruittrerunemployed people.

1.3.1.6. Setting up of the Cyprus Investment Prontion Agency (CIPA): The Council of
Ministers has decided for the establishment of @yprus Investment Promotion Agency (CIPA),
adopting a more effective institutional framewordr finvestment promotion. CIPA is already
registered to the Registrar of Companies as adormibmpany by guarantee, with only shareholder the
State. The Minister of Commerce, Industry and ®wrhas already appointed the Board of Directors
which has met a number of times. The Board hasiafgebthe Secretary of the Agency and it has
proceeded with the procedure for the appointmenhefGeneral Manager, the Operations Manager
and the Office Administrator of the CIPA.

The main objectives of CIPA are:
* To play a vital role in attracting foreign directvestment in Cyprus, from the currently low
level.

* To constitute itself as a central agency for thevision of information and support to
interested investors.
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* To develop and implement an investment promoticatesgy.

* To liaise with any governmental, semi-governmentalnicipal, local or other departments,
services, agencies and authorities with a view adlifate the process for granting any
necessary permits, approvals, consents or othbpm@zation, as may be required under any
applicable law.

CIPA will fulfill a policy advocacy role by placingpecial focus on the Government’s strategic
priorities and in such other fields which may bemed essential for the upgrading and enrichment of
the productive fabric’s competitiveness. Its mgibnal framework and operational structure will
enable the Government to adopt flexible procedanesmethodologies in order to effectively respond
to the rapidly changing demands and challenges.

1.3.1.7. The Productivity and the CompetitivenesCouncils, are in operation, with the
participation of social partners.

1.3.2. Upgrading and Enriching the Tourist Product

The new Strategic Development Plan for Tourism ®802010) aims at promoting the sustainable
development of tourism and increasing significatttly receipts from tourism, via enriching the tetri
product and addressing the problem of seasonalitle Plan focuses on marketing product
development and quality-value added, with comprsiveractions in each area. It should be noted in
this context, that beyond its qualitative goalg Eian has also set quantitative targets as ttotak
receipts from tourism (which in 2006 have shownramease of 2.3% (from £1.014 min (€ 1.733 min)
in 2005 to £1.037 min (€ 1.773 min) in 2006)), thember of tourist arrivals and their yearly
distribution, and the average spending per touymdtich has also exhibited in the year 2006, an
increase of 5.1% in nominal terms and 2.5% in teaihs as compared to 2005). The Tourism
Development Strategy is at present being revisedpriorities are being reexamined and the reviewe
plan is expected to be finalized before the en2i08f7.

The inventory of progress of the actions aimingupgrading and enriching the tourist product is
presented in Annex 2. Actions for the enrichmentthad tourist product and the enhancement of
competitiveness of the tourist sector, may be narfced by the Structural Funds, in the Programming
Period 2007-2013.

1.3.3. Enhancement of the Competitiveness of theaviufacturing Sector

1.3.3.1. Point to Watch New Measure — SME’s Acceso Finance (venture capital — loan

guarantee facility): The use of venture capital in Cyprus, is still ethimited, whilst the Loan

Guarantee Scheme, (operating since 2002), hadtatraery limited interest, due to strict condigon
to obtain a loan and was terminated on 31.01.08 Gyguncil of Ministers decision.

At present, a study is conducted by JEREMIE maldniinancing gap analysis and proposing the
proper financiang instruments for SMEs in Cyprésdraft version has recently been submitted and
the final study is expected to be completed byetid of December.

Based on the conclusions of this study, the govermmwill proceed accordingly. It seems from the

draft conclusions of the study, that the governnwaiitbe encouraged to proceed with the setting up
of a Loan Guarantee Facility, and to also examimthér other financing instruments, such as venture
capital. Such schemes may be financed from thectiral Funds, in the New Programming Period

2007-2013.

1.3.3.2. Provision of grants for the technologicalpgrading of SMEs (ongoing measure): The

total grant allocated in 2005 amounted to £3 mIrb(£3 min), whereas in 2006, the amount was
increased to £4 min (€ 6.14 min). The scheme em@sihated at the end of 2006.
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1.3.3.3. New Measure - Introduction of a New Schenfer improving SMEs competitiveness of
the manufacturing sector: The new Scheme for the enhancement of SMEs corivpetitss in the
manufacturing sector has been launched on thef@ugust 2007 and the first announcement will
close on the 30 of November 2007. The purpose of the schemeedsstipport, reinforcement and
promotion of the SMEs in the manufacturing sector.

More specifically the purposes of the scheme are:

¢ the improvement of the productivity of the existimgnufacturing units

» the creation of new manufacturing units for thedoiion of high value products
e the creation of new work positions

« the promotion of a balanced geographical developmen

The budget is €11 min for the 2007 announcemert,tl@ total budget for the period 2007-2013 is
€22 min. The New Scheme, will cover the Prograngrieriod 2007-2013 and will be co-financed
by the Structural Funds.

1.3.3.4. Grants for relocation of Small Enterprise to authorized areas:This ongoing scheme
(implemented as from 2002) aiming to motivate éxgstsmall enterprises to move from residential
areas to authorized areas, has achieved the abueetize and has ended in December 2006.
Approved companies were allowed to submit all theassary certificates, up to June 2007.

1.3.3.5. The Council of Industrial Developmenstarted its operations as from December 200% It
responsible for providing consultation to the Miarsof Commerce, Industry and Tourism on all
subjects concerning the elaboration of strategyadning for rational industrial development.

1.3.4. Enhancement of the Production Base of Disaahtaged Areas

1.3.4.1. Implementation of the measures co-financedy the Structural Funds in the
Programming period 2004-2006

The Objective 2 Programme, that is co-financed ey European Regional Development Fund in
Cyprus for the period 2004-2006, includes a numdfeactions aiming at the enhancement of the
production base of rural areas. More specifically:

(i) Strengthening of the Economy of Rural Areas:The aim of this measure is the diversification of
the economy in rural areas through support of tteglyctive sector. The measure consists of two
grant schemes to small and medium sized enterpgrigbe areas of rural tourism and manufacturing.
The total budget for the two grant schemes is Sl4f (€ 25.39 mIn) out of which £6.65 min
(€ 11.37 miIn) is the co-financing from the EuropeamiBeal Development Fund. Overall, with the
implementation of the two schemes, the gross effecemployment will be 384 positions and the
private financing to be used is estimated at £32 (@154.72 min).

The scheme for promoting agrotourism is presentedrnnex 2. The scheme in the Manufacturing
Sector is presented below:

Grants for the expansion modernization/creation ofviable business units in rural areas
(Objective 2 areas of the Structural Funds) in themanufacturing sector: The scheme was
announced in June 2005. 143 enterprises were \&xhravith a total grant amount of £9.0 min
(€ 15.39 min) (50% of the budget is co financedthy Structural Funds). Up to August 2007, an
amount of £4.198 min (€ 7.178 min) have been p&iayments of grants will take place until 2008.

The scheme aims to support, develop and promotendraifacturing sector through grants for the

expansion and modernization of existing or creatbmew viable enterprises, which are located in
specific rural areas.
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(i) Business Support Infrastructure: The aim of this measure is the promotion of thsifess
support infrastructure, which will facilitate thevdrsification of the economic base in the ruraee:
More specifically, the grant scheme for the prowmwtdf rural tourism needs to be supported by
related and complementary activities such as ayalinutes, thematic routes, etc. The total budfet o
this measure is £4.1 min (€ 7.011 min), out of WHi2.05 mIn (€ 3.505 min) is the co-financing by
the European Regional Development Fund.

Five projects were approved, with a total budgeE®8 min (€ 6.498 min). The projects that were
approved and are now under implementation are:

* acycling network for the rural areas,

+ thematic wine routes,

* two local museums one of wine and one for koumaadegine (they are currently in the phase
of construction and are expected to finish in 2008)

e amarketing plan, supporting private and publiesiments in the objective 2 areas.

All projects are currently under implementation (maletails on three of them can be found in
Annex 2) and are expected to be completed betwebrugry and September 2008.

1.3.4.2. Measures that may be co-financed from th8tructural Funds of the Programming
Period 2007-2013 (Operational Programme on Sustaib&e Development and Competitiveness)

In the Programming Period 2007-2013, the enhancerokrthe production base, is one of the
objectives of the Operational Programme «SustagnBlelvelopment and Competitiveness», to be co-
financed by the Structural Funds, (Details in Caapft).

1.3.4.3. Implementation of measures included in th&kural Development Plan (RDP), Co-
Financed by EAGGF

The overall aim of the RDP 2004-2006 is to pronmhbgesustainable development of rural areas. More
specifically, the following strategic goals haveebeset:
» Improvement of the competitiveness of the agrigaltgector, via also an encouragement of
the processing and marketing of agricultural préstuc
» Strengthening the socio-economic conditions oflrareas;
¢ Protection of the rural environment and sustainatd@agement of natural resources;
¢ Restructuring of rural development policy and ermaanent of implementation capacity

The Rural Development Plan includes, inter alige thllowing measures, which will contribute
positively towards enhancing the production baseirl areas.

Measure 1: Encouragement of small processing unitsf agricultural products by farmers: The
measure aims at maintaining the traditional charaof rural communities, through the creation of
alternative and additional income for the rural ilaes, the promotion of diversification of actiés,
and the provision of grants to small scale processinits of agricultural products by farmers. The
scheme was introduced in June 2004. The totaldiunfgthis measure is £1.113 min (€ 1.903 min),
out of which 50% will be co-financed from the EAGGAkccording to the latest monitoring data 79
applications are expected to be approved whichespand to £ 1.818 min (€ 3.108 min). For that
reason EU accepted the request for granting additgtate aid (£700.000) (€ 1.117 min). Payments of
grants will take place until 2008.

Measure 2: Encouragement of the processing and maeking of agricultural products: Support is

given to activities aiming at improving or ratiozalg the processing procedures of marketing
channels of agricultural products. The schemeiniagsduced in June 2004. The total budget of this
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measure is £9.2 min (€ 15.732 min), out of whicBe5@ill be co-financed from the EAGGF. It is
estimated that 170 applications for support will d@roved and financed under this measure. EU
approved the request for granting additional stédein order to support more applications. Payments
of grants will take place until 2008.

The scheme was also introduced in July 2005 witbtal budget of£3.0 min (€ 5.13 min). 22
enterprises were approved with a total grant amot#8.0 min (€ 5.13 miIn). Payments of grants will
take place until 2008.

Measure 3. Encouragement and support of small scalgaditional handicraft activities: The
measure aims at promoting small-scale handicraft @aftsmanship activities, in order to create
alternative and additional employment opportunit@sthe members of the rural family and to revive
the tradition of the countryside. The scheme wé&®duced in June 2004. The total budget of this
measure is £2.065 min (€ 3.531 min), out of whi€865will be co-financed from EAGGF. It is
expected that 39 applications for support will beficed under this scheme. Payments of grants will
take place until 2008.

1.3.4.4. Preparation and Implementation of the Rurk Development Programme 2007-2013,
cofinanced by EAFRD

Cypriot authorities have prepared a new Rural Dgyeent Programme for the new programming
period 2007-2013. The following three strategiclgdmve been set:
« Improvement of the competitiveness of the agriceltand forestry sector
« Improvement of the environment and the countryside
« Improvement of the quality of life in rural areasdaencouraging diversification of the rural
economy.

It is important to note that the third priority a»af the programme is focusing on the improvemént o
the quality of life in rural areas and the divecsifion of rural economy. According to the indivati
distribution of the budget, the Axis 3 funds co¥6fs of the total budget.

The Rural Development Programme includes, intex, &tie following measures, which will contribute
positively towards diversification of rural economy

New Measure - Encouragement of the processing andamketing of agricultural products: The
new Rural Development Programme 2007-2013 includeseasure for the encouragement of the
processing and marketing of agricultural produStgpport is given to activities aiming at improving
or rationalizing the processing procedures of mamgechannels of agricultural products. This
measure also covers grants to small scale progessits of agricultural products in order to mainta
the traditional character of rural communities. Th&al budget of the measure is around £24 min
(€ 41.04 mIn), out of which 50% will be co-financiedm EAFRD.

New Measure - Encouragement of tourist activitiesThe measure covers the creation of supporting
infrastructures for rural tourism (e.g. thematiates, information centres for tourism and culture,
thematic museums) and supporting infrastructut®urfist interventions in the communities. The total
budget of the measure is around £5.3 min (€ 9.083, mut of which 50% will be co-financed from
EAFRD.

New Measure - Conservation and upgrading of the Rl Heritage: This measure covers the
regeneration and upgrading of infrastructures emdbmmunities (e.g. squares, pedestrian zones), the
development of local/social services centres (eldldren and elderly centres, libraries) and the
protection and promotion of traditional elementgted rural heritage (e.g. bridges, mills, fountgins
The total budget of the measure is around £23.3(81189.843 min), out of which 50% will be co-
financed from EAFRD.
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2. Promotion of R&D, Innovation and Facilitation ofCT Diffusion
2.1. Increase and Improve Investment in R&D, in paticular by Private Business
2.1.1. State of Play / Progress

The increasing trend observed in the period 200420 the sector of Research was also the case in
the year 2005. R&D expenditure as a percentageD® (hcreased to 0.41% in 2005 from 0.37% in
2004 and 0.35% in 2003, which is a positive sigmatals the target set by the Government of Cyprus
in the March 2006 European Council for increasiggoRo 1% of GDP in 2010.

Although this figure is among the lowest in the BY- Cyprus has on average one of the highest
annual growth rates of R&D expenditure in the Seyeriod 2001-2005, which reaches 18%. Hence,
it is evident that the low percentage of R&D expame to GDP is due to the high growth rate of
Cyprus’ GDP, which fluctuates around 4% in reafrier

Progress was also observed in the number of fuk-tiesearchers, which was increased to 1.157 in
2005 from 1.017 in 2004, that is an annual increzs&l1%. On the other hand, the contribution of
industry to R&D expenditure was only 17% in 2005npared to 19% in 2004, which is well below
the target set in Barcelona 2002 (two-thirds of R&Rpenditure should be privately funded).
Nevertheless, due to various measure taken (odtlbedow), the percentage contribution of the
industry to R&D expenditure, is expected to incegds the coming years.

Concerning the implementation of the actions inetldh the NRP with a view to promoting R&D,
over the period October 2006-September 2007, thexs satisfactory progress in all priorities and
targets set. Specifically, it is noted that:

» Cyprus is on track of the ambitious target setrioreasing R&D expenditure to 1% of GDP by
2010, as shown from the 18% average annual grofvB&® expenditure. It is expected that
this growth rate will be higher in the forthcomiggars, as the Government of the Republic of
Cyprus approved a substantial increase in the falidsated via the Framework Programme of
the Research Promotion Foundation (RPF) for the 3@@6 (£10 min) (€ 17.1 min) as well as
for the new Framework Programme 2007-2010 (£60 #€@M02.6 min). An indication giving
support to our expectations is given in the talglew.

2004 2005 2006
Number of Proposals 354 464 661
Number of Projects Financed 146 194 206
Total Amount of Financing (£ min) 3.6 3.9 6.6
Total Amount of Financing (€ min) 6.1 6.6 11.2

» |t is foreseen that Structural Funds will finande tlargest part of the RPF Framework
Programme for Research, Technological Developmedtlanovation 2007-2010, which it is
expected to be launched in the last quarter of 2007

* An important contribution to the target set, isoaéxpected through fund raising from the EU
7th Framework Programme for Research and Techruab@evelopment 2007-2013 (FP7),
based on the success of Cypriot researchers ipréhéous two EU Framework Programmes,
where the funds absorbed were €20m in FP5 and 42R6.

» The establishment of the new research and acadestitutions is progressed as planned. The
Cyprus Institute for Environment and Public Healtlihjch was established in 2005, is currently
managing over 15 on-going research projects, argl dhi@ady risen over US$1.5min in
sponsored research. The Cyprus Institute has @gerts first research centre in September
2007 as planned, whilst its second research cewith, focus on the field of Science and
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Research in Archaeology, is expected to commenertpns in the academic year 2008-2009,
in the Paphos District. The Cyprus University otfieology has also commenced operations in
September 2007 as planned, whilst in September,2085e private colleges were upgraded
into Universities.

» Despite the low contribution of industry to R&D exqmlitures in the period 2003-2005, which
was only 18% on average, in 2006, an increasingrést was observed to the three RPF
Programmes related to enterprises’ participatioiR&D activities. Specifically, 42 projects
were financed in 2006 with a budget of £3.3 mib &3 min) compared with 34 projects with
a budget of £2.02 min (€ 3.45 miIn) in 2004, andr8jgets with a budget of £0.28 min
(€ 0.47 In) in 2003. The substantial increase eftihdget of the RPF Framework Programme
for Research, Technological Development and InnoraR007-2010, will further enhance
industry’s participation in R&D activities, as tkentribution of the public and private sector in
these programmes is set to be 60% and 40% resplgctiv

» There was satisfactory progress in the researcgrgmmes concerning the enhancement of
Human Research Capital, which are focused on thelalgment of new researchers and the
attraction of foreign researchers. In particulaB frojects with a budget of £1.03 min
(€ 1.76 min) were financed under the programmeetitrg young researchers, and 6 projects
with a budget of £0.2 miIn (€ 0.342 min) were firedh@inder the programme attracting foreign
researchers.

» Satisfactory progress has been also achieved imréee of international cooperation, both in
terms of bilateral agreements singed and in thpgpegion of the Cypriot Research Community
for its participation in the FP7.

A detailed inventory of progress of all the measuneluded in the NRP on the promotion of R&D, is
found in Annex 3.

2.2. Facilitate all Forms of Innovation
2.2.1. State of Play / Progress

According to the European Innovation Scoreboard62(Btrengths and Weaknesses Report), the
Innovation performance in Cyprus is still below t8e average. Most of the available indicators for
2005 are below the EU-25 average. At the same tm@&h education attainment and population with
tertiary education contribute positively to the alkecountry’s performance.

Community trademarks, in the group Intellectual pamdy, and high-tech exports, in the group
Applications, are two further strengths for Cypri&&D expenditures, in the group Knowledge
creation, and patents, in the group Intellectualpprty, need to be improved in order to improve
convergence to the EU25.

Despite the fact that the country’s performancgtilswell below the EU25 average, its trend hasrbe
quite positive from 1998 to 2005. In particulare throup Applications has strongly increased in all
indicators (high-tech exports above all). On thkeeothand, the groups on Innovation Drivers and
Knowledge Creation did not record significant impgment and there is scope for increasing the
numbers of S&E graduates and the level of publicDR&hich are stagnating at a low level. A
marginal increase occurred on a short time trenibusiness R&D expenditures, but the level is still
far from the EU average.

With regards to the scope for increasing the numbeB&E graduates, it is to be noted that in Cgpru
there are no university courses in most of the jghi/ssciences and engineering, thus Cypriots
traditionally undertake such studies abroad. Thecte until now, is that the number of Cypriot
science and engineering students graduating frotiarie institutions outside Cyprus (mainly in the
UK and Greece) is approximately four times the nemdf Cypriot science and engineering graduates
from Cypriot tertiary institutions. It is expectéioht the establishment of new universities in Cgpru
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including the Cyprus University of Technology, aslias the opening of new research institutes will
change this situation and will lead to a greateniber of Cypriot Science and Engineering graduates
working on innovation and related activities in @Qypin the coming years.

Figure 1 herebelow shows the 5 categories and3tiedcators for Cyprus.

HS 2006 Innovation performance (relative to EU25)
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Figure 1: EIS 2006 Performance Indicators for Cypris

The Government of Cyprus, acknowledging the imparg¢aof innovation in enhancing the growth
potential of the economy, has attached great enphasacilitating all forms of innovation with the
introduction of specific measures, of which thédaing are highlighted:

Business Incubators

« Operation of four business incubators with a sigaift number of inventor teams housed in
the incubators. Four companies housed in the inoubhave graduated (unofficial)yduring

3 The final evaluation of their results and perfonoais pending.
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the reviewed period and are in the process of sgefiartnerships with other private
companies in an attempt to promote and furtherldpwvdeir products and services.

e The introduction of a Business Incubators AccréditaSystem. Though this was expected to
be implemented as from the beginning of 2007, faithg a Decision by the Council of
Ministers, the feasibility study for the introduanti of the “Business Incubators Accreditation
System”, must follow an evaluation study of thesgrg Business Incubators Institution. In
this connection, the relevant tender for consulfaservices for the preparation of an
evaluation study of the Business Incubators Intiti) has already been assigned.

Establishment of a Science and Technology Parkihe feasibility study which started in July 2006
is progressing and is expected to be completeddéfie end of 2007. The Science and Technology
Park, may be co-financed by the Structural Funde®Programming Period 2007-2013.

Regional Innovation Strategy for Cyprus (RISC): There was noteworthy progress in foether
elaboration of a comprehensive innovation strateg¥yprus. The overall objective is to improve the
position of Cyprus on the Innovation Scoreboard smdssist the government’s goal of achieving a
level of R&D spending of 1% of GDP by 2010, whiletlae same time enhancing the quality of such
spending. The strategy is based on five pillars:

- Pillar 1: Strengthening of the Endogenous Capasliof Enterprises, to Engage in
Innovative Activities;

- Pillar 2: Bridging the Gap between Industry and deraia/Research Community —
Strengthening of the Innovation Support System;

- Pillar 3: Improving Human Resources;
- Pillar 4: Development of Innovation Financing Meglsns;
- Pillar 5: Innovation Culture and Increasing Awaresien RTD Issues.

The Action Plan elaborated on the basis of thetegy included the inception and preliminary design
of a number of measures, under each pillar. Withenframework of the implementation of RISC, a
number of new measures were implemented as from. 206teworthy are the following:

Measures to promote the innovative activities ahpanies:

«  “MENTOR?”: Provision of long-term consultation to 34;
« “EVRESITEHNIA": Safeguarding Intellectual Propeights and Patent Registration;
« “Direct” Line for “Immediate” Problem Solving frorexperts to SMEs.

Measures to promote the creation of an innovatigtuie:

¢ Innovation Prize for Tourist Enterprises;

* Awareness Campaign for the Importance of Innovadioth RTD;
* Virtual Promotion of Alternative Forms of Tourism.

Moreover, the 1st Competition for the Cyprus Inrtewa Award, which has been introduced in the
beginning of 2006 by the Cyprus Employers and lirihlsts Federation as a new measure in order to
promote innovation culture within the enterprideas been completed and the award ceremony took
place on June 11, 2007.

A detailed inventory of progress of all the measuiecluded in the NRP on the promotion of
innovation is found in Annex 3.
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2.3. Facilitate the Spread and Effective Use of Cand Build a Fully Inclusive Information
Society

2.3.1. State of Play / Progress

During the last year there was noteworthy progteasrds the utilisation of the opportunities offére
by information society. According to the selectessib indicators included in the table below, the
progress made is reflected in the following:

* Increase in internet access from both households drenterprises. Specifically, internet
access from households was 36.7% in 2006 comparedthw31.7% in 2005, whilst in
enterprises the respective percentage was 86.2%2006 and 84.6% in 2005.

e Great increase in broadband connection from both haeseholds and enterprises. For
households, the indicator increased from 4.5% in 2Ib to 12.5% in 2006, whilst the
respective increase for enterprises was from 40% iR005 to 54.6% in 2006.

« Slight increase in the regular use of internet byridividuals from 26.2% in 2005 to 29.2%
in 2006.

« Improvement in the use of online public services b by individuals and enterprises.
Indicatively, the percentage of individuals who us# online public services in 2006
increased to 12.7% from 11.4% in 2005, whilst theaspective percentage for enterprises
increased from 39.5% in 2005 to 44.3% in 2006.

Despite the noteworthy growth in 2006, Cyprus i among the lowest performers in Europe in
information society. This can be easily extractednt the table below, where a great negative
deviation is observed between national and Europtsistics. The latter leads to the conclusion tha
the rate of the sector’'s improvement in Cyprusmisch lower than that of Europe, hence there
remains a vast potential for higher utilisatiorthed opportunities offered by information society.

Selected ICT Indicators

EU-25

2005 2006 (2006)
Households:
- Internet Access (%) 317 36.7 51
— Broadband Connection (%) 4.5 12.5 32
Individuals:
- Regular Use of the Internet (%) 26.2 29.2 46.7
— Use of online Public Services (%) 114 12.7 23.8
Enterprises:
— Internet Access (%) 84.6 86.2 93
- Broadband Connection (%) 40.0 54.6 74
— Use of online Public Services (%) 39.5 44.3 63.7

As far as the progress in the implementation of @abgons included in the NRP, over the period
October 2006-September 2007, is concerned, thesebban, satisfactory progress in the areas of
eLearning and eHealth. More specifically:

¢ In the area of eLearning,, the improvement of stitzcture in schools is progressing as
planned, the training of teachers in basic IT skil almost completed, whilst as from the
academic year 2007-2008, teachers will be traingtie use of multimedia in class. The task
of finding electronic content for curriculum subjgés progressing well, and it is anticipated
that most of the subjects will have electronic eohby the academic year 2008-2009. Finally,
a new measure introduced, is that of the Learniag&dgement System, which will enable the
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communication between teachers, students and pamenssues like absences, homework,
examination grades etc.

In the area of eHealth, the introduction of thee¢gmated Health Care System has started in
January 2007 and is expected to be completed in 20@B; the implementation of the
Monitoring System is expected to be completed ipt&aber 2007 as planned, whilst the
development of a Pharmaceutical Information Systemnder consideration, as there are
thoughts to provide some of its services throughltihegrated Health Care System. Measures
for e-health, may be co-financed by the Structé@hds of the Programming Period 2007-
2013.

Concerning the implementation of some other imparda&tions, the situation is as follows:

Some of the eGovernment projects were completeplaamed, such as the web portal, the
upgrading of the social insurance system, and itisé phase of the roll-out of the Office
Automation System. Most of the remaining projects@ogressing as planned, whilst there is
a delay in the implementation of the Help Desk &ystMoreover, a new action has been
initiated, namely the development of eProcuremeydtesn, which will enable the online
conduction of the public procurement process. s€hmeasures may be co-financed by the
Structural Funds, in the Programming Period 2007320

In the area of eCommerce, there is a 9-month deléye implementation of the Action Plan,
due to the recruitment of the Project Manager ipt&aber 2007 instead of January 2007.
There is a delay in the design of a National Infation Society Strategy, which mainly arises
from the lack of a sole entity responsible for pinemotion of Information Society.

There is also a short delay in the implementatibthe actions included in the policy paper
for Network and Information Security, which is experl to be implemented at the beginning
of 2008 instead of the end of 2007.

Finally, there is a delay in auctions for grantiicgnces for both Digital Terrestrial Television
Networks and Fixed Wireless Access Networks, wizish now expected to be conducted in
the first semester of 2008.

A detailed inventory of progress of all the measuiecluded in the NRP on the promotion of
facilitation of ICT diffusion is found in Annex 3.
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3. Promotion of Structural Reforms Targeting at Emimcing Competition and Improving the
Overall Business Climate

3.1. Further Enhancement of the Conditions of Comgéion
3.1.1. State of Play / Progress

The Cyprus economy is characterized generally,dnditions of intense competition, as reflected in
the relatively large number of small enterprise8.§23 out of 52.454 or 92.7%) operating in the
various sectors of economic activity. The strikimgjority of the enterprises operating in Cyprus
(99.9%) are classified as SMEs according to theean Definition and only 70 companies or 0.14%
are big businesses (more than 250 employees) miairtlye sectors of banking, manufacturing and
construction.

SMALL AND MEDIUM SIZED ENTERPRISES IN CYPRUS
0.95%
|

2 01% Employees No.
T 0.14%

92.69% Up to 10
4.21% 10to 19
2.01% 20to50
0.95% 50to 249
0.14% Big Business

4.21%—

BECO0OEO

92.70%

Competition has also intensified in sectors witdnaaller number of players as in the financial secto
where competition has intensified following the gges of liberalization of capital movements.

In the utilities sectors, new licensed operatagehentered, other than the incumbents and under th
market regulation exercised by Commissioners theegroffered to the consumers in Cyprus have
lowered in the last couple of years. Based on ntadmlysis data provided by the pertinent
Commissioners, the situation in the various marieeés follows: -

In the sector oklectronic communicationthere has been a gradual increase of the shatghefr
Licensed Operators (OLO’s) for the period 2004-2006e market share of the alternative operators
for national calls originating from fixed networkdreased from 1.1% in 2004 to 6% at the end of
2006, while the market share of the OLO’s for c&tlgnternational destinations reached 26.2% for
2006. In the mobile telephony, the market sharhefalternative operator increased to 7.8% for 2005
and to 10.4% for 2006, compared to 1% in 2004.Hewrhore, the market share of the alternative
operators for the year 2006 in the provision oéiinét services based upon narrowband access reached
13.7%, while for the provision of broadband sersigéth access to the internet and television it was
2.9% and 7.9% respectively.

In the energy sector 35% of the electricity market was opened to cditipe, after Cyprus's
accession to the EU. Even though the Electricityhatity of Cyprus (EAC) is still practically the
only supplier, the Cyprus Energy Regulatory Auttyo{CERA) has already awarded a number of
licenses to private suppliers, for the generatibelectricity by conventional and renewable energy
sources. The new suppliers are expected to entemtéirket by the end of 2008. These licenses
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correspond to around 15% of the total licensed @gphy conventional means and around 100% by
renewable energy sources. In addition, a numbappfications from the private sector, with a large
capacity for the generation of energy, are undemsideration, awaiting approval. Concerning
electricity prices, according to a relevant studyglertaken by the European Commission, Eurbstat
household prices went up in 23 EU Member statesairged stable in Bulgaria but reduced in Cyprus,
Latvia and Slovakia. Furthermore, the electriciticgs for industrial consumers went up in 24 EU
Member states, remained stable in Belgium but rediuic Cyprus and Denmark. With respect to the
level of prices in Cyprus, for household consumelsctricity prices on 1 January 2007 were around
the EU average, whereas, the highest prices peevisilDenmark, Italy and the Netherlands.

The air transport sector was fully liberalized as from 1/5/2004, differeaiing significantly the
conditions of competition in the sector. The ldemation has mainly affected the most popular
routes, i.e. the routes to Greece and London,via@ease in the number of flights and a fallares.

Furthermore, there is a continuous enhancemeriteoddministrative capacity, via inter alia, tragin
of the staff, of:

» the Commission for the Protection of Competitiof? (I},

» the Office of the Commissioner for Electronic Commuations and Postal Regulations
(OCECPR) and

» the Cyprus Energy Regulatory Authority (CERA)

Moreover, with a view to further enhancing the dtinds of competition, all the measures included in
the NRP are being promoted in accordance with itinetables foreseen, or with small delays in
exceptional cases.

It should be mentioned in this context, that in tB@06 Evaluation Report, on Cyprus'NRP,
insufficient competition in the professional servieswas set by the Commission as a point to watch,
pinpointing the sectors of Pharmacists, Legal Rsitamals and Architects and engineers. The National
Commission of the Protection for Competition (CRE3t has provisionally examined the situation,
has concluded that, insufficieptice competitionin the above sectors stems from the fact thatirert
restrictions are part of the regulatory frameworkder which these service providers operate. Some
price restrictions have been considered by the fgamo Court as not hindering competition, (i.e for
legal professionals). For pharmaceuticals, priceinge helps to protect consumers from the
oligopolistic power of importers, given the lack @eneral Health Scheme in the country. Generally
speaking and given its existing legislation, theCC&annot intervene with tariffs that stem from
legislation, so for the time being it restrictelfdo tariffs not specified by law. The resoartiof the
problems will necessitate some changes in rules ragdlations, usually a time consuming and
cumbersome process. With respect to business wteulimitations, steps are gradually taken to allow
the setting up of companies by these profession@B. European Commission findings are
commented in detail in Annex 7.)

3.1.1.1. Policy Priority: Horizontal Measures

With a view to further enhancing the conditionscompetition, all the measures included in the NRP
are being promoted in accordance with the timetafdeeseen, or with small delays in exceptional
cases. More specifically:

Further enhancement of the administrative capacityof the Commission for the Protection of
Competition (CPC): The CPC proceed in its course of strengtheningadisiinistrative capacity
through the following:

* Statistics in focus, Environment and Energy — 4820®uthors: Johannes Goerten and Emmanuel
Clement- January 2007)
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i) The employment of the consultants and experts ({&gal advisor and Accounting
officer).

i) The organization of a 2-day seminar on competitionNovember 2006 for the
purposes of raising public awareness and embedtmgompetition culture among
the key economic players.

iii) The drafting of a new legislation for the applicatiof the regulation 1/2003, which
will include the consolidation of the two natiomaivs (The protection of Competition
Law 207/89, as amended, and the control of conagairs between undertakings Law
22(1)/99, as amended ).

iv) The implementation of a training programme for afficers financed by the
Transitional facility of the E.U,

3.1.1.2. Electronic Communications Market

Carrying out of a market analysis for 4 markets: The OCECPR has completed in March 2006 a
market analysis for 4 markets concerning mobileptiebne (Markets 15 (Access) and Market 16
(Termination), Wholesale unbundled Access to Ldaadps (Market 11) and wholesale broadband
access (Market 12).

The findings of the market analysis of the abovekets show that CYTA has Significant Market
Power (SMP) in all markets, whereas AREEBA has SNMarket 16 (mobile call termination).

Based on these results, the OCECPR proceeded tominlementation of the required remedy
measures in July 2006 with a view to enhancing dbeditions of competition in the above 4
electronic communication markets.

Carrying out of market analysis for the 13 remainirg markets: The OCECPR during 2006 has
completed a market analysis and has issued thedewsions (end of December 2006) for the 10
markets concerning:

1. Access to the public telephone network at a fixedation for residential customers and
Access to the public telephone network at a fix@chiion for non-residential customers in
Cyprus (markets 1-2),

2. Publicly available local and/ or national teleph@®vices provided at a fixed location for
residential customers and Publicly available I@al/ or national telephone services provided
at a fixed location for non-residential customénsarkets 3, 5),

3. Publicly available international telephone servipesvided at a fixed location for residential
customers and Publicly available internationalpgbt;e services provided at a fixed location
for non- residential customers in Cyprus, (markets),

4. Call origination on the public telephone networkyded at a fixed location (Market 8),

5. Call termination on individual public telephonewetks provided at a fixed location (Market

9),

Transit services in the fixed public telephone reet(Market 10), and

Wholesale broadcasting transmission services im@ygmarket 18).

No

Furthermore, the OCECPR, during 2006 has complatedarket analysis and has issued the final
decisions (March 2007) for the 3 markets concerning

1. The minimum set of retail leased lines up to amiliding 2 Mbits in Cyprus (market 7),
2. Terminating segments of wholesale leased linestk@nd 3) and
3. Trunk segments of wholesale leased line (market 14)

The finding of the market analysis for Market 1&®whthat there is no one in the market that holds
significant market power and therefore no SMP wesghed.
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The findings of the market analysis of the abovekeis for all the other markets show that CYTA
has Significant Market Power (SMP) in all markethiere as OTENET and PRIMETEL, have been
designated as having significant market power énrtaitional Market 9 (Call termination on individual
public telephone networks provided at a fixed lawgt Based on the results, the OCECPR proceeded
to the implementation of the required remedy messuiith a view to enhancing the conditions of the
competition in the above electronic communicatioskets.

Audit of the incumbent’s costing systemin January 2006, the OCECPR completed the audheof
incumbent’s costing system to determine the cosetal and wholesale services. The results of this
audit have been used in the review of the incumbd&taference Interconnection Offer and the Retail
Price Control Measures imposed on the incumbent.

Preparation of a draft policy paper on promoting broadband competition and increasing
broadband services penetration:The policy paper is under preparation by the PlagnrBureau.
Implementation of the agreed policies is anticigdte 2007 and 2008.

3.1.1.3. Energy Sector

Setting the charges for using the grid networkDue to the difficulty of the task involved, the RE

has revised the targeted timetable for settinghgoges for the use of the grid network by suppliers
provision of electricity. Ongoing discussions aakimg place in order to assess the optimum charges
for the use of transmission and distribution syst€he new targeted timetable is mid 2008. The delay
in setting the charges has no implications as mo sugpliers are expected before the end of 2008. A
draft report was prepared determining the methodhafge for connecting the electricity producers
onto the transmission and distribution system. pifeeedure is expected to be finalized by the end of
2007- beginning of 2008, and before new entrandad#pendent Power Producers.

New Measure — Simplification of Electricity Market Rules: CERA has approved the ‘Electricity
Market Rules” in principle in 2005. However, CERAshrequested, at the end of 2006 further
simplification of the Rules for the sake of trangpey and of better understanding by all concerned
which is in process (for better implementation) adxpected to be finalized by the middle of 2008,
and in any case before new suppliers enter theghark

Undertaking of a campaign by CERA, informing eligide customers on the procedures and
conditions in choosing electricity suppliers:The campaign informing the eligible consumers (who
have a consumption for the past 12 months of 088r@®0 kWh) on the procedures to be followed in
order to choose their electricity suppliers wastded by CERA, soon after its establishment in the
year 2004. This has had a positive impact, as ar@@9% of them responded positively indicating
their interest of making use of the option of séltgctheir supplier. Informing the eligible consurmie

of their right to choose their supplier is an omgpprocess.

Framework for a Natural Gas Market : Natural Gas is still not available on the islaDéspite this,
natural gas was defined by a Ministerial Directfiinister of Commerce, Industry and Tourism) in
March 2006 as the basic fuel for the productiorelettricity with regard to future installations of
sizeable capacity.

Further, the natural gas sector has been put & With the relevant EU Directive 2003/55/EC,
concerning to the common rules of the internal r@tgas market. The provisions of the Directive
have been incorporated into the Laws of 2004-2008Regulating the Natural Gas Market, which
came into force in 2004. Additionally, the relevaReégulations organisisng the operation of the
Natural Gas Market, the access to the market,ritexia and the licencing procedure, came intodorc
in 2006. In particular, the following Regulationen enacted:

* Issue of Licences’ Regulations N0.298/2006
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* Fees’ Regulations N0.299/2006
* Investigations Procedure’ Regulations N0.297/2006

Upon the enacted Regulations organising the operati the Natural Gas Market were put into force,
applications have been submitted to CERA for the:

e construction, operation and exploitation of instédins for import, storage and
regasification of liquefied natural gas in the \ilsss sea area for own use (production
of electricity)

« construction, operation and exploitation of instédins for import, storage and
regasification of liquefied natural gas in the \llsss sea area with the intention of
supplying natural gas to wholesale, eligible andatigible consumers.

It is expected that natural gas will be availablehe year 2012.

Furthermore, CERA has prepared amendments to tbgeamentioned Laws in order to fully
transpose the Directives 2003/55/EC and 2004/6 TiECNational Legislation. The said amendments
have been forwarded to the Office of the Attornesn&al for legal vetting and to the Council of
Ministers for approval respectively, before theg &orwarded to the House of Representatives for
final approval.

3.1.1.4. Point to Watch - Restrictions to Compefidn in professional Services: In the 2006
Commission Evaluation Report, of Cyprus’NRiRsufficient competition in the professional
serviceswas set as a point to watch, pinpointing indiadiivat the sectors of Pharmacists, Legal
Professionals and Architects and Engineers. Thenwmts of the European Commission (in italics),
as well as of the professional groups and therpatiservices are presented in detail, in Annex 7.

It should be mentioned in this context that the @ussion for the Protection of Competition (CPC)
cannot intervene with tariffs that stem from legiiin, so for the time being, it restricts itselftariffs

not specified by law. After a request from the dagan Commission, the CPC has conducted a
survey, concerning the existing situation in theiotgs professional services. On the basis of this
result, and its own findings on the subject, thenRing Bureau is preparing terms of referenceter t
recruitment of a consultant who will make suggestidor improving the regulatory framework and
generally the whole situation in the sector of pssional services.

3.2. Change of the Status of the Organisations ihé Utilities Sectors
3.2.1. State of Play / Progress

Even though competition has been introduced in utigies sectors of telecommunications and
electricity, the main suppliers in the markets, the former incumbents still operate as semi-
governmental organisations. In contrast, the pestialices market was de facto liberalized ovemng lo
period of time, whereas the universal service glewi- the Postal Services Department, continues to
be a department of the Ministry of Communicatiomsl &Vorks. The differentiated environment
requires a change of the status of the organisatiperating in these sectors with a view of enhanci
their flexibility and enabling them to cope withetipressures of the new liberalised environment. In
this respect, it is noted that:

Change of the status of the Cyprus Telecommunicatie Authority (CYTA): Following
considerable delays a bill was prepared for thegbaf the status of CYTA which was submitted to
the House of Representatives on 12/06/07 waitinremal. The changed status aims at providing
more flexibility in decisions concerning annual bets, investments, conclusion of strategic alliance
and pricing of services, human resources and pseshef services and equipment.

Successful implementation of the new status ircdse of CYTA will open the way for its adoption in
other semi-government Organisations.
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Change of the status of the Postal Service€urrently, consultations are underway betweerirde
unions, the Ministry of Communications and Worksl &éime Ministry of Finance in order to define the
new status of the Postal Services through a \billch is anticipated to be submitted to the Hoafse
Representatives by the end of 2007.

3.3. Increase the Efficiency of the Public Sector
3.3.1. State of Play / Progress

The Government of Cyprus acknowledges the decisip®rtance of a well-functioning public sector
for the overall business climate within a countBespite the generally well-functioning public
administration in Cyprus, there is substantial rdomimprovement, taking into account the changed
environment that Cyprus faces, following its aci®s$o the EU.

Within this framework, the implementation of theamares included in the NRP has been promoted
roughly in line with the timetable foreseen in fhgramme. The major exception has been in the
introduction of the new appraisal system, for whidtle progress has been made, due to the
sensitivity of the issue and the long consultapomcedures with the trade union of civil servants.

Further, with a view to achieving an effective adnition of the Structural Funds to the
achievement of the Lisbon objectives, the GovernnoérCyprus, has taken a series of measures in
order to enhance the administrative capacity oftibdies involved through additional placement of
personnel and training. To this end additional pbstve been approved, to facilitate the absormtfon
the funds for the new Programming Period. Thecieficy of the implementation has also been
enhanced through decentralisation and the allatatio more responsibilities to the Intermediate
Bodies. More specifically the progress achievetthngspect to the measures improving the efficiency
of the public sector is as follows:

Simplification and acceleration of the proceduresdr filling posts in the public service: The
House of Representatives has approved the PubligcBgamending) Laws of 2005 and 2006 (N.
79(1)/2005 and N. 96(1)/2006), thus simplifying daspeeding up the procedure for filling vacant
posts in the Cyprus Civil Service.

Modernization of Schemes of ServiceThe critical examination of Schemes of Servicethapublic
service for purposes of modernization is an ongt@sg. Nonetheless, recently these efforts have bee
intensified with the Pertinent Service having addesl letters to all Ministries/Independent Seryices
urging them to prepare new draft versions for theSzhemes, aiming towards
modernization/improvement of the required qualifimas as well as of the duties and responsibilities
of the post.

Code of Conduct for civil servants:Work is in progress for the preparation of a Cofi€onduct for
civil servants, expected to be finalised by thd eh2007, as originally planned.The main objeztiv
of this measure is to outline the responsibilifiesl expected behaviour of civil servants, with ewi
to further promoting integrity, accountability, dibility and transparency in the civil service

Introduction of a new performance appraisal systemin the civil service: A new performance
appraisal system for civil servants has been diafte close co-operation with external consultants,
which has been initially approved by the Council Ministers. The new system, which aims at
promoting a new performance-oriented culture indi@ service, by appraising performance in a,fair
objective and consistent manner, is being discusgtdthe civil servants trade-union. Given that,
reaching an agreement with the trade-union is aesseey pre-requisite for the successful
implementation of the new system, a new seriesegfotiations have been planned to commence
during the fall of 2007, with the aim to take firtcisions on a mutually agreed system in 2008.
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Introduction of a common Performance Assessment Stem (CAF) Another 5 Organisations have

committed to implement the CAF, thus fulfilling thiarget of implementing the project in 3-5

govenrment organizations each year, helping theiimfove their organizational performance and
efficiency, as well as the quality of the servipegvided to the citizens.

Continuous training/learning in the civil service hrough the work of learning units: The
initiative for the systematic and decentralized aggment of organizational learning in Civil Service
Organisations, through the establishment and funictgpof “Learning Units” has been achieved, by
the establishment of about 50 more units in egl@taérvices. These units will allow the Departments
to implement their own learning policy, for theiskiction of their learning needs.

Training course offered to civil servants from theCyprus Academy of Public Administration:
The Academy continued to offer a series of openizbotal training programs in which civil servants
from all Civil Service Organisations can particppaMoreover, it organizes programs for specific
Organisations of the Civil Service, on the basishef systematic Learning Needs Analysis which is
conducted by the Learning Units. In 2006 the Cgphaademy of Public Administration offered 113
programmes / workshops with the participation &02. civil servants, a number which falls slightly
below the 2005 results of 113 programmes / workslaopl 2349 participants.

New Measure: Strengthening the administrative capaty of the civil service The Project, which
will be co-financed by the European Social Funthefnew programming period, aims to achieve the
following:

» Strengthening the structures, processes and competges/ skills of 4 civil service
organizations so that they may be in a position tdevelop, implement, monitor and assess
public policies more effectively, within their sphee of competence

« Offering high quality services to citizens and/or bsinesses, where applicable

New Measure: Strategic, Leadership and Managementé¥elopment of the Cyprus Civil Service
The project which will be co financed by the Epgan Social Fund, aims to strengthen the strategic,
management and leadership capacity of the Cypru#l Service through the provision of the
necessary learning and support to the Organisatiodgo their officers.

Enhancement of the administrative capacity of the ddies and procedures regarding the
management of EU funds and the increase of the alypdion rate: In view of the substantial
increase of available funds to Cyprus during tlee rprogramming period, 2007-2013, further
organizational measures were taken in order bamre the institutional capacity of management of
the funds and implementation of projects. Furtttetinternal reorganization arrangements in the
Managing Authority, effected at the beginning oD20a Council of Ministers Decision, dated"28
February 2007, officially designated all the relg@vauthorities for the management of the Structural
and the Cohesion Fund for the period 2007-2013saedified their duties and responsibilities. Fer th
effective management and implementation of the @pmral Programmes for the programming
period 2007-2013, a Council of Ministers decisidated 7' July 2007, approved the recruitment of
146 additional staff, of different specialties, gareers, administrative staff, accountants, etc) to
enhance the services involved in the absorptionga®

Added efforts were taken on behalf of the Goverrtm&nCyprus, for the enhancement of the
absorption rate through increased publicity for thié programmes and the projects that are co-
financed from the Funds. In this respect, the MarAuthority for the Structural Funds has signed
a contract for a publicity campaign covering ak ffrogrammes co-financed by the Structural Funds
in the current programming period 2004-2006 as alihe new programming period 2007-2013, one
of the main objectives of which is to inform, intelia, SMEs and potential beneficiaries of all the
possibilities of co-financing.
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Establishment of Citizen Service Centers (CSCs)/ enstop- shopsThe first three Citizen Service
Centers (CSCs) are already operating in 3 diffeistricts of the island (Nicosia, Limassol and
Paphos/ Polis Chrysochous). The CSCs are open &owdFriday, from 8.00 a.m. until 5.00 p.m.,
offering 64 services from 4 to 6 different Depariris# organizations of the civil service (Road
Transport Department, Department of Social Inswar@rants and Allowances Service of the
Ministry of Finance, Civil Registry and MigratiorMinistry of Health and Land and Surveys
Department). Examples of services provided by tBEE issuing of birth certificates, Identity Cards,
Driving license, Road tax license, various cerdifes to those insured under the Social Insurance
Scheme, the self-employed persons, retired persemployers and issuing of social insurance
contributions records.

It is noted that, by mid August 2007, a total o7 2211 services have been offered to citizens mgiti
the 3 CSCs, and another 100.241 citizens havevesténformation / clarifications over the phone.
Based on an Action Plan for 2007, 2 more CSCs lélloperating by the end of this year, one in
Larnaca and one in Pelendri (rural area, Limassstribt).

New Measure: Setting up of a Call Center:In the framework of offering multiple service telry
channels to the public, extensive efforts are beagle to set up and operate a Call Center, that is
expected to offer information and/ or services tteate to the competences of a number of civil
service organizations, to citizens and business$esthis respect, a project will be initiated intGwer
which entails the identification and recording bé tprocedures /processes followed by civil service
organizations in offering services to citizens andbusinesses. The project is a necessary pre-
requisite for the setting up of a Call Center.

3.4. Reduction of the Regulatory and AdministrativeBurden
3.4.1.State of Play / Progress

The Government of Cyprus has decided to proceet thié formulation of a Better Regulation
strategy the soonest possible, considering the is§iBetter Regulation (BR) as one of its priostie
The responsibility for the implementation of BR @yprus has been assigned to the Ministry of
Finance (MoF) and the Public Administration andsBanel Department (PAPD). A National Action
Plan (NAP), is currently under implementation.

Establishment of a Specialised Unit for BRA specialised Unit, within the Ministry of Finaechas
been set up, as from April 2007, which refers t&taering Committee. Both the Unit and the
Steering Committee have already started workinghenimplementation of the NAP. It is noted that
the overall policy on the issue is governed byGencil of Ministers.

Approval and Implementation of a National Action Plan: The NAP has been approved by the
Council of Ministers on the 35of July 2007 and it is currently under implemeiatat It incorporates
some of the suggestions regarding the issue ofrBRyprus, which were made in the report prepared
by the Sigma Organization of the OECD, following Visit to Cyprus in 2006. The NAP also takes
into consideration the commitments of the Republi€yprus, as resulting from the Spring European
Council of March 2007 Conclusions, to set the metidargets by 2008 and determine its own national
areas of priority by March 2009.

The implementation will be materialised in two pbs: -The first phasef the NAP focuses on the
reduction of the administrative burden, based @il program, on a specific area of priority. More
specifically, the NAP is initially targeted on aseaf legislation, which have major impact on
enterprises. The NAP provides that the issue ohthpssessment on existing and new legislation will
be carried out in its second phasée NAP provides for the development of a strreduapproach to
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consultation upon preparing a legislative propostire specifically, before the examination of any
legislation, all the stakeholders related to theppsal should be consulted, through a standardized
procedure. The aim is to adopt a simple framewohickv will enable the implementation of BR in
Cyprus the soonest possible with solid results.

Specific measures adopted to promote Better regulan: In parallel to the above, the Government
of Cyprus is undertaking various measures towdrdsricrease of the efficiency and effectiveness of
the Public Service. These are:

. Citizens™ Services Centers, or one point of confactmultiple services of Public Service, in the
quickest way. The aim is to open up more Citiz&evices Centers, especially in rural areas.

. The One-Stop Shop Service for the accelerationrofgulures for setting up a business in a
quick and simple way, which has recently (April ZD8tarted its operation, in accordance with
Cyprus commitment to the Spring European CouncQff6.

. Use of information technology (e.g. the creatidnaocentral website (government portal),
which acts as the central point of contact forpalblic services, the implementation of the
internet access to the system of social secuiitgcidtax statement submission etc.

. Promotion of the set up of a Call Center that withvide information and services to the public
for the whole range of the public service.

3.5. Rationalisation of State-Aid
3.5.1. State of Play / Progress

The total amount of state aid granted, excludimgsctors of agriculture, stock farming and fiskgrfell
considerably during 2006. In relative terms thewees a reduction of state aid in relation to GDRrfro
1.56% in 2005 to 0.49% in 2006. In absolute tetftmesamount of state aid granted in 2006 was £4In3 m
(€70.6 miIn) as compared with £122.5 min (€ 209.4)nm 2005. This reduction is mainly due to the
following two factors:

(i)  The amount of aid to International Businessdgntises, in the form of reduced tax rates, was
£55 min (€ 94.05 min) in 2005 whereas in 2006 iswaro as the transitional period ended on
the 31/12/2005.

(i) A government guarantee for a loan of £30 n€rb(.3 min) contracted by Cyprus Airways from
the private sector granted as rescue aid in 2008ally, the whole amount of the loan was
considered as state aid since Cyprus Airways werable to borrow from the financial
institutions without the state guarantee. Howeweegently the European Commission decided
to count as state aid only 20% of the amount ofdha, i.e. £6 min.

It has to be noted that ignoring these two factbas caused a decrease in the amount of aid, tleneo

of state aid granted in 2006 increased slighthhkintabsolute terms (from £37.5 min (€ 64.1 mim) i
2005 to £41.3 min (€ 70.6 min) in 2006) but alsagercentage of GDP (from 0.48% in 2005 to 0.49%
in 2006).

This increase can be attributed partially to theréased aid granted by the Research Promotion
Foundation for research and development (R & D)reéMspecifically aid for R&D went up from
£2.3 min (€ 3.933 min) in 2005 to £3.3 miIn (€ 5.6d3) in 2006, increasing its share of the totabant

of state aid granted to 7.9%.

It is noteworthy that 50% of the total of state aid2006 (£20.6 mIn) (€ 35.2 mIn) was grantedhe t
sector of Culture and Media, which, it can be sdides not greatly affect intra community trade. An
amount of £15.7 min (€ 26.8 min) out of the £201& nt€ 35.2 mIn) was the annual grant to the Cyprus
Broadcasting Corporation.
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With a view to further rationalizing state aid, tnds those areas of intervention in which thera is
clearly identified market failure, the Planning Bau has sent a circular in May 2006, to all Miigstr
requesting them to carry out, as from 2007, anrg&-avaluation for all proposed state-aid measuoes,
identify whether there is a market failure in thegosed area of interventions as well as the egdect
impact of the proposed state-aid measures. Alatiy tive circulars, 2 ex-ante evaluations of Strraitu
Funds Programmes were sent, as examples.

On 7-8 March 2007, a workshop on “State Aid ApmHisvas organized by the Planning Bureau in co-
operation with the European Institute of Public Awistration and the Cyprus Academy of Public
Administration. The workshop covered topics like:

- The concept of state aid and an overview ofr&es.
- Why and how to assess the need and effectigserfedate aid.
- Assessment of State Aid: Methodology.

As a result, the Ministries have started to sewedr #tvaluations to the Planning Bureau, but aintibenent

they mostly continue to make them on a qualitatigsis, indicating that further guidance and assigta
by the Planning Bureau is necessary.
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4. Expansion and Upgrading of Basic Infrastructure
4.1. Transport

4.1.1. Road Transport

4.1.1.1. State of Play

As outlined in the NRP, transport is served, targe extent, by a modern road network, according to
the indicators relating to the capacity, the phsisend geometrical characteristics of the roads, th
spatial layout and the transport needs of persndgiaods. The increase in the island’s populates h
been associated with greater mobility and car oghipr This in conjunction with the increase in
freight and tourism and the decline of public tzors use, has placed an enormous strain on the road
infrastructure of the island.

In particular, congestion levels mainly in the urlzaeas, have been increasing continuously with the
situation in some areas becoming critical. The latlka coherent strategy and investment in public
transport and the delay in the development of dammetwork of walkways and cycleways has
increased the dependency on the use of privat&harpublic transport is confined to urban andlrura
buses as well as to inter-urban taxi services #ndse has been steadily declining to less tham®%
the total number of trips.

Intensified efforts have hitherto been put forwandpromoting and upgrading the road network. All
cities and other major centres are linked with me&y standard roads, while also accessibility ef th
rural areas to the major urban road centres hasibggoved. Cyprus covers a total area of 9,256 km
and its total road network consists of 7,845 kiltne® This number includes a total of 280 km of
motorways in 2005, as compared to 240 in 2000.

Regardless of the improvements in the road netwoftastructure, a total of some 2,500 road
accidents occur and on average 100 people die pmuSyannually. The number of actual road deaths
reached 111 in 2000 (or 16 per 100,000 inhabitamd)117 in 2004 (or 15.9 per 100,000 inhabitants),
whereas in 2005 it dropped to 102 (or 13.5 perd@Djnhabitants) and in 2006 it dropped to 86 (or
11,4 per 100,000 inhabitants) , following the inmpéntation of a number of actions included in the
Strategic Action Plan for Road Safety. It is impaittto emphasize, that road safety remains a tyriori
for the Government.

Despite the considerable progress achieved in dhgletion of the road network at different levels
and operation of the system, there are still wesd®® the main ones being:

* Inadequacy of road bypasses of large urban cemtrather significant communities,

» Traffic congestion in the urban areas at peak haonasnly due to the rapid increase in the use
of private cars, the low utilisation of public tsgort and shortages in parking facilities,

« Comparatively high fatal and serious accident rates

* Extremely low rate of usage of public transporthwé continuous fall in demand and
worsening of the level of services,

» High average age of public service vehicles,

» Insufficient infrastructure for environmentally dridly means of transportation (bicycle,
pedestrians).

4.1.1.2. Progress
Overall there has been satisfactory progress imgad transport subsector, as a humber of important

projects have been completed or are in the phasenplementation as foreseen in the NRP.
Indicatively:
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* The upgrading of five out of a total of six Limaksoundabouts to grade-separated junctions
were completed by June 2007, whereas the upgraditige remaining one is progressing as
scheduled (co-financed by the Cohesion Fund ifPtibgramming Period 2004-2006).

* The preparation of the contract documents (whi@h anrently going through the auditing
process for approval) for the construction of @adel dual road, between the Limassol Port and
Limassol-Paphos Motorway. This project is parttioé Trans European Road Network
(TEN-T) and may be co-financed by the Cohesion Fimdhe Programming Period 2007-
2013.

* The preparation of Terms of Reference for the cangbn via the PPP method, of Paphos-
Polis Chrysochous road, has been completed ane thege been passed to the bidding
consortia. The consortia submitted their final &nscon the 31of July 2007.

e The Council of Ministers approved a programme dfoacfor the enhancement of public
transport in Cyprus. The decision, set up a Stgegfiommittee, appointed a project manager
and called for the creation of a project management. The Cypriot authorities have
prepared a pilot project (amounting to €45 min)gablic transport in Nicosia, which will be
co-financed from the Structural Funds of the Progréng Period 2007-2013. For the timely
implementation of the project, the above mentiopenject management unit is gradually
being established.

Good progress was observed in the area of RoadySedélected in the considerable reduction in the
number of road deaths by almost 15,7% in 2006 vis 2005 as a result of the implementation of a
number of actions included in the Strategic Actidan for Road Safety.

A detailed presentation of the progress achievatienimplementation of all the measures included in
the NRP in the road subsector is presented in Adnex

4.2. Ports
4.2.1. State of Play/Progress

Cyprus” ports have been developed into major crefdp centres. On the contrary, their role as
transhipment centres serving international thirdintry trade has been declining. Following the
accession of Cyprus into the EU, the need for esipanand upgrading of the port infrastructure has
become imperative, as Cyprus ports are now thevggeof Europe in its southeast corner.

Cyprus is a permanent base for a large cruise, fld@ich carries out excursions in the region on a
regular basis. However, the number of passengevednthrough Limassol and Larnaca ports in 2006
was down by 25% as compared to 2000, highlightireg groblems the tourist industry faces from
political instability in the region.

In the ports subsector the enlargement of the westentainer’s stacking area has almost been
completed, whereas concerning the other three gisojeonstruction of a modern passenger terminal
at Limassol port, dredging of the Limassol port aedevelopment of the Larnaca port and marina into
a mainly passenger port on a PPP basis) there amas delay in the implementation. Projects in the
Limassol Port may be co-financed by the Cohesiamdfaf the Programming Period 2007-2013.

Details as to the specific progress of the varimeasures, in the ports subsector, is found in the
attached Annex 4.
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4.3. Airports
4.3.1. State of Play/Progress

With Nicosia airport being inoperative since 19Zdrnaca airport was hastily developed to serve as
the Island’s main airport. However, the airporswaveloped without a proper master plan and as a
result lacks the necessary capacity and functignai accommodate the increasing traffic. Paphos
airport was developed in 1983 to facilitate toudsivelopment of the western part of the island. It
also faces problems of capacity, but its major [gnobis the extreme seasonality of its traffic. V&thi
periodical improvements of the facilities have offié some relief, the existing infrastructure is not
considered adequate to accommodate further trgfbaith in the future, as problems of congestion
and delays are already regularly observed duriagtimmer months.

In the particular area, there was a very significevelopment in May 2006 with the signing of the
final Concession Agreement between the governmmeahttte HERMES AIRPORTS LTD, signaling
the launching of the redevelopment of the two atpausing the PPP method. In the meantime, as
from 2006 the selected consortium took over theaifn of the two existing airports, whereas the
construction works for the redevelopment of the &uports started in June 2006. Phase 1 of the
redevelopment of the 2 airports, which includes tleelopment of new passenger terminals at
Paphos and Larnaca, with a significally expandessgager capacity commenced in June 2006 and is
expected to be completed by the end of 2008 ané,266pectively.

The redevelopment of the Larnaca airport will ims® substantially the passenger capacity of the
airport from about 5.1 mIn passengers in 2005 %omin passengers per year in 2010 (the respective
figures for Paphos are 1.9 min in 2005 and 2.7 palssengers per year in 2009). It will also make
Larnaca a regional hub in the area serving aiigding to destinations in the Middle-East, FartEas
and Africa. The project will also have an immediaconomic impact as over € 500 min will be
invested in the first phase, over a period of 3yea
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5. Security of Energy Supply - Promotion of theilitation of Renewable Energy Sources (RES)
and Energy Conservation (Econ)

5.1. State of Play

Following the 2006 Spring European Council’s Cosiclns for the inclusion of an Energy Policy for
Europe as one of the four specific priority arems] the adoption of binding targets for Renewable
Energy Sources and for biofuels by the 2007 Spgguagppean Council, Cyprus, fully acknowledging
the need for an effective tackling of the challenigethe energy field, has proceeded with the adiopt
of the following actions:

* A more explicit and comprehensive energy strategy @laborated.

e It was decided that “The security of energy suppiyl the promotion of energy saving and
renewable energy sources” will constitute one efriain challenges of the National Reform
Programme (NRP) and this is reflected in a sepaalsection in the progress report. It is
noted in this respect, that due attention was djreaven to the energy issues in the NRP
submitted in 2005.

« Within the increased emphasis attached to enermess either existing measures have been
or are in the process of being modified and enlduoceadditional ones have been introduced
so as to effectively tackle the challenges in thergy field.

As mentioned in the NRP, the energy system of Cysiheavily dependent on oil imports for its
energy supply (90.1%). The remaining 9.9% is ceddyy imports of pet-coke and coal (5.3%) used
by the cement industry and by renewables (4.6%jimaolar energy used for heating water in the
household and tertiary sector (e.g. hotels).

Cyprus is one of the leading countries in the usd manufacturing of solar water heating systems.
Around 93% of households are equipped with solaemieaters and 53% of hotels have installed
large / central solar water heating systems. Thé &udy “Sun in Action ranks Cyprus first with
0.86 nf (with tendency to 1 A of installed solar collector per capita. Increhséficiency and cost
effectiveness of solar hot water systems contribute their wide penetration in urban, rural and
isolated communities in Cyprus. In view of the ab@nd due to the rapid percentage increase in the
promotion of the renewable energy sources betw@&&4 2and 2006, Cyprus has been awarded in
September 2006, the “World Renewable Energy Congi@sphy” by the International Energy
Agency (IEA) and the World Renewable Energy Netw@ANREN), which will stay in Cyprus until
July 2008.

Electricity production is based on petroleum pradugnd absorbs on average 37.5% of the total
primary energy consumption. In view of the comtaedy high increase in electricity demand, there
is a need for further expansion of the systemis iftoted, in this respect that over the past feargje
electricity demand has been rising on an averaded$ per year.

Apart from the very high degree of dependence gooited oil, other weaknesses, from the point of
view of the infrastructure and operation of therggesystem, are the limited oil storage capacity e
energy intensive models of behavior, particulanlyhie passenger transport sector and the limiteatis
renewable energy sources. It is noteworthy thaar@yhas one of the highest energy intensity lewels
Europe and that the energy dependency rate isfahe bighest among the EU 25.

With regard to security stocks of petroleum produtteir level is set by the acquis communautaire,
according to which member states should maintaiallaimes, at least stocks equal to 90 days of
average daily internal consumption. Accordinghe transitional period granted to Cyprus, stocks fo
at least 60 days consumption have to be maintasddom accession to the EU till the end of 2007,
whereas they have to rise to 90 days as from 108.20
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5.2. Policy Priorities
The main policy priorities pursued by Cyprus in émergy field are the following:

Priority Area 1: Security of Energy Supply, will be achieved by:
* Increasing the level of security stocks of petroiguroducts;
Maintain security stocks for at least 60 daysrage daily internal consumption until the end
of 2007 in compliance with the transitional periginted to Cyprus. The level of security
stocks will be increased to 90 days as from 1.182f)@vards.

« Diversifying of the energy supply sources, and eigly by the introduction of gas as an
energy source. Necessary precondition for the sehient of this target is the, establishment
of an Energy Centre in the Vasilikos Area (VEC)tthél enable the importation of natural
gas to the island for the first time.

Priority Area 2: Promotion of the utilization of Renewable Energy Sources (RES) and Energy
Conservation (ECon)

This target will be achieved through the:

* Increase of the contribution of RES from 4.7% (#s2006) to 9% to the total energy
consumption by the year 2010.

* Increase of the electricity generation from RESMr0.03% (as of 2006) to 6% to the total
electricity consumption by the year 2010, 9% in204nd 12% in 2020. The distribution of
RES production in 2010 is expected to be maintynfrwind power, (4.59%) and biomass
(1.18%).

» Decrease of 1% yearly of the total energy consuwmnpthrough the Energy Conservation
measures. The base year being 2006.

* Reach the obligating target of the use of 10% ofuails in transports by 2020.

The achievement of the abovementioned targetspsated to result in a decreased purchase of about
280 ktoe in oil, corresponding to £35 min (€ 5985) (based on current oil prices) and contribote t
the reduction of the greenhouse gas emissions. gMetails on the National Programme for Gas
Emissions, in the Chapter on Environment, secti@rg6).

5.3. Progress

With a view to effectively tackle the challengestive energy field, all the measures included in the
NRP are being promoted, whereas other measuresafsydeen introduced such as the introduction
of a new support scheme for the production of gtgtt from biomass and biogas from landfills, the
preparation with the help of consultants of a dlzl Biomass Action Plan for Cyprus, through which
to conform to the biofuel target set by the 2007irgpCouncil, the increasing of the subsidised
capacity of Photovoltaic Systems from 5 KW to 20 K@ new provision of incentives for the
purchase of low C@emissions vehicles up to 120 g/ Km.

Moreover, there was a simplification of the subiissand evaluation procedures for the measures
targeted at promoting RES and ECon and an enrichimemhe scope and intensity of existing
measures in these same fields. Based on thenargber of the submitted applications for RES and
ECon, the grand scheme gave very fruitful results iis expected that after the implementation of
these technologies/systems, substantial redudticthe annual import of fuels will be achieved.

Generally, there has been good progress in theyerield, resulting in a significant increase ireth
level of security of oil stocks held by Cyprus, thanching of the process in the establishmenhef t
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Energy Centre and an increasing interest in thizatiopn of the various measures targeting the
promotion of RES and Energy Conservation.

In the section that follows, the progress achiewest the period September 2006-August 2007 will be
presented for each separate measure as classified each of the priority areas.

5.3.1. Priority Area 1:Security of Energy Supply

5.3.1.1. Increasing the Level of Security Stocks @etroleum Products: The Cyprus Organization
for Storage and Management of Oil Stocks (COSM®@&8)ch is responsible for maintaining Cyprus’
security oil stocks, proceeded with the purchasadafitional quantities of fuels maintaining them in
Cyprus and in Greece (based on a relevant bilasgetement signed in October 2005 between
Cyprus and Greece), increasing the total leveleofigty oil stocks, as from June 2007, to about 67
days consumption as compared to about 61 daysni@ 2006 and 48 days in December 2005. The
level of security stocks will be increased to 99«as from 1.1.2008 onwards.

5.3.1.2. Diversification of the energy supply souas

Establishment of the Vasilikos Energy Centre (VEC): The energy centre will comprise “2
terminals in one” (a) A terminal for importatiotdsage/vaporization of the economic and
environmentally friendly Liquefied Natural Gas (L)N@nd (b) A terminal for importation/storage of
petroleum products. The operation of the VEC wildlele the importation of natural gas to the island
for the first time in the economic and environmégtaiendly form of LNG thus contributing towards
more efficient power generation and to the redactbgreenhouse gases and emissions. The VEC is
expected to commence its operation by the year .20h#l the completion of the onshore LNG
terminal the Government of Cyprus decided to irigast, as a bridging solution, the possibility oé t
floating LNG unit/technology for a period up to diwears. Tenders will be invited in 2008 for the
construction and operation of both the floating d@he onshore terminal. Due to the mutual and
amicable termination of the contract of the Repuldf Cyprus and a consortium of consulting
companies, it has been decided to tender for nesuttants and a project manager.

5.3.2. Priority Area 2:Promotion of the utilization of Renewable Energy Sources (RES) and
Energy Conservation (ECon)

5.3.2.1. Implementation of a Programme with a viewo promoting Energy Conservation (ECon)
and Renewable Energy Sources (RES) Utilisation:The Programme, implemented as from the
beginning of 2004, provides financial incentivestie form of support for the encouragement of
investments and/or tariff subsidisation in thedselof Energy Conservation and the promotion of
Renewable Energy Sources utilisation. It is firshthrough a special Fund; its revenue derived
from a levy of 0.13 cent (CYP) / KWh on the consuiop of electricity. In the beginning of 2006
- taking into consideration the increased importaattached to energy issues in the first progress
report issued by the European Commission on thigohisStrategy and the further rise in the price of
oil — the following measures were adopted in otdemake the Programme more efficient, flexible
and manageable:
» the submission and evaluation procedures were meddihd simplified,
» the application fields were broadened to include imevestment areas, which are eligible for
subsidies via the Programme,
» the intensity of the subsidies granted was inckase
* the Programme has been divided into two distinctasr of investments: (a) for
individuals/households and non profit organizatiamsl (b) for companies and other legal
entities.
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These measures became very effective and thisdereévfrom the fact that in 2006 the number of the
submitted applications in the programme reache83i6 2006, compared to 2.737 in 2005 (or 252%
increase) and 952 in 2004 (or 187% increase)e fHpid rate of increase in the submission of
applications is expected to continue for the folliywears.

5.3.2.2. Implementation of a Five year ProgrammeAtion Plan) for the period 2006-2010 for

the Promotion of Energy Saving in the Public and Fwvate Sector. The above five year
Programme was approved by the Council of MinisiretSctober 2005 and it is being implemented as
from the beginning of 2006. The Programme is exqgebtd contribute towards the achievement of the
target set for a decrease by 1% per year of tla éoergy consumption. Based on the experience that
has been gained through the eligible investmenth®fSupport Programmes, it has been concluded
that energy saving can be achieved through Themmsalation (about 25% — 50% of current energy
used can be saved), Energy Conservation systengefieral) in Existing Enterprises (10% — 44%),
Solar Thermal Space Heating (28% — 56%), Solar mhakeSwimming Pool Heating (47% — 61%)
and Large / Central Solar Thermal Systems (28%%)63

The Programme includes the following measures:

* Provision of incentives for the purchase of hybriehicles, fuel-flexible/double propulsion
vehicles and electric vehicles;

* Financial support for the installation of therm@sulation to households in regions with altitudes
higher than 600 metres above sea level;

» Financial support for energy conservation investsménpublic buildings and services;

» Promotion of the use of biofuels through the imposiof a zero excise duty on biofuels;

» Expansion of the use of the school bus;

* Provision of CFL lamps (low electricity consumptjdree of charge, to the consumers;

e Communication/Information campaigns for Energy &oaation.

It is noted that there has been significant inteoesthe part of the public for the utilization thfe
various measures included in the programme, asctefl in the number of applications submitted.

5.3.2.3. “One Stop Shop” for Renewable Energy Soces investments: In order to facilitate
investors in the area of renewable energy soundesaccelerating the whole procedure for the
submission and evaluation of the applications &edsecuring of the necessary licences and peranits,
One Stop Shop was set in operation as from May .200& constituted of authorised officers from
the competent authorities that are involved in thlated procedures regarding the applications
(Ministry of Commerce Industry and Tourism, Ministof the Interior, Ministry of Agriculture,
Natural Resources and Environment, Electricity Auitly of Cyprus, Cyprus Energy Regulatory
Authority and Transmission System Operator). Thiaidtty of Commerce Industry and Tourism
coordinates and chairs the One Stop Shop. Thisureastil now has shown very fruitful results.

New Measures for Action under Priority Area 2

5.3.2.4. New Measure - Introduction of a Support &eme for electricity production from
biomass and biogas from landfills:The new support scheme provides state aid to eageuthe
generation of electricity from biomass, in ordere¢alise the target of producing 1.18% of eleitiric
from biomass by 2010. Subsequently, until 201ha$ been estimated that potentially 60.000.000
kwh/ year will be generated thereafter, meeting itidicative target of 1.2% national electricity
consumption from biomass and contributing to theral indicative target of 6% national electricity
consumption from renewables.

5.3.2.5. New Measure - BiofuelsCyprus has set a targetr@placing 1% of conventional fuels with

biofuels for transport. Also there is a study umdeyr that analyses the possibility of enforcing a
specific commitment to the oil companies to inclualeercentage of biofuels in their products.
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Moreover, additions and modifications of the exigtiegislation are in the process of being promoted
which will provide incentives for the productiondanse of biofuels.

5.3.2.6. New Measure - Preparation of a National iBmass Action Plan for Cyprus,to be
completed until the beginning of 2008. The ActiolarPwill cover the three main axes of the
European Biomass Action Plan: biomass for eletyriproduction, biomass for heating and cooling
and biofuels for transport and will identify thedipative national targets for electricity productio
from biomass and heating/ cooling and find waysefich the obligating target of the use of 10% of
biofuels in transports by 2020.

5.3.2.7. New Measure - New provision of incentivdsr the purchase of low CQ emissions
vehicles up to 120 g / Km:The purchase of both hybrid and electric caraiissglised. In addition,
incentives are offered in order to encourage tivetmse of smaller cars, that use less energy. The
incentives involve 30% reduction of the registratiand road tax payments for vehicles with ,CO
emissions up to 120g/Km; 20% reduction for vehieléh CO, emissions greater than 120 and up to
165 g/Km; 10% reduction for vehicles with €@missions greater than 165 and up to 200 g/Km; 10%
increase for vehicles with G@missions greater than 200 and up to 250 g/Km2884d increase for
vehicles with CQ emissions greater than 250 g/Km.

5.3.2.8. New Measure - Increase of the subsidisedpacity of Photovoltaic Systems from 5 KW
to 20 KW: The maximum subsidised capacity of photovoltaist&ys was increased from 5 KW to
20 KW and covers 55% of the selective cost with aximum financial support of £38.000 per
application. A number of 685 applications were siitet by the end of 2006, which correspond to
about 1.8 MW power. Up to date, there are a totad#6 KW installed photovoltaic systems in
Cyprus, 440 KW of which have been subsidised.

5.3.2.9. New Measure - Electricity Production fromWind Power:An assessment of the RES on
the basis of cost effectiveness indicates thatibst important contribution of RES to the electyici
consumption of the island will be the use of wiralver, (4.56%) as the cost for the generation of
electricity via the wind power is substantially lewas compared to other forms of RES, such as
photovoltaics and solar thermal for electricity guotion. It is noted that a total of 27 applicagdor

the provision of financial incentives through thepBort Programmes have been received till the end
of 2006. Out of these, 22 applications have begnased for financial support during 2007 with a
total potential of about 837,23 MW that would bdfisient for covering the 6% production of the
total electricity consumption from RES in 2010.eTtirst Wind Power Parks are expected to operate
during the course of 2008.

It should be further pointed out that the currdateicity grid of the Electricity Authority of Cyqois —
EAC (currently the sole installer and owner of gjnel) has constraints as to the maximum capacity of
external power it can absorb. A study was carrigidby the Transmission System Operator, in order
to assess the maximum electric capacity of windgvavat can be interconnected to the grid system
without causing any problems to the network. Thelgtconcluded that the system can accommodate
31% of a total restore capacity, namely 325MW, withany stability problems. Based on the present
restore capacity of 1050MW, 325MW of restore wirtigrds can be connected to the system without
causing any stability problems.
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6. Environmental Sustainability
6.1. State of Play / Progress

The overall environmental situation in Cyprus isamtterized by deficiencies in environmental
infrastructure, particularly in the area of urbaaste water treatment, solid and hazardous waste
management. Moreover, a continuous degradatiorh@fn@atural environment, particularly in the
coastal areas was observed, mainly due to towrigtldpment. Conflicting and competitive demands
for space and pressure on scarce land resourcedsargéaking their toll on habitats and species. In
addition, the high energy intensity of the econaragtributed to the degradation of the environment.

The deficiencies in infrastructure are difficultresolve and no doubt substantial effort has tmbhde

in order to meet the commitments taken particulaiiy regard to the Urban Wastewater Directive
vis a vis the EU. The financial implications foethmplementation of the urban wastewater and waste
management via the necessary infrastructure angfisant. The timely implementation of the
commitments taken is facilitated via the co-finawgcifrom the Cohesion Fund in the new
programming period 2007-2013.

Over the past twelve months, much effort has bdanef in promoting the priorities set in the
environmental field in the NRP. The complexity @inge of the issues involved, however, coupled
with time-consuming procedures such as tenderingluation, public consultation etc., has delayed
certain projects.

In general, the implementation of the urban wastewprojects (i.e. the expansion of the present
sewerage networks of urban conurbations to sethieavhole of the population of urban areas) has
been according to schedule. The progress achiemethé rural wastewater projects is considered
satisfactory, despite some delays in the tendgningedures, mainly due to social and legal issues.

Significant progress has also been made in the geanent of solid wastes (domestic, packaging and
hazardous) with recycling programs up and runnangyiding with some very promising figures.

Good progress has also generally been made in pirmgntbe internalization of environmental costs,
which included the finalization of an Environmentachnologies Road Map and the Action Plan to
promote green public procurement. Satisfactory acwbrding to the timetables set, is the progress
achieved in the preparation of the management folathe protection of coastal zones, as well as in
the preparation of the management plans for thend&000 sites. Moreover, a number of seminars
were held with a view to raising the environmemt&hreness of the public.

6.2. Inventory of Progress

In the section that follows, the progress achieurtl September 2007 will be presented for each
separate measure as classified under each ofithéypareas of the NRP.

6.2.1. Policy Priority: Creation / Expansion of the Environmental Infrastructure for a
Sustainable Management of Resources and Waste

6.2.1.1. Urban Wastewater Treatment:Cyprus was granted a transitional period until 2@l theet

all requirements of the Urban Waste Water Treatnbergctive (UWWTD) 91/271/EEC, i.e. to serve
all communities with a population equivalent (penmiat and seasonal) exceeding 2000 inhabitants,
with central sewerage networks and sewage treatriiéig implies the need for an expansion of the
existing facilities of sewerage networks and urbastewater treatment plants (UWWTP) of the 4
major cities and 2 tourist areas to cover the enipulation residing in these areas, as well as th
construction of sewerage networks and sewage tegditphants to serve 36 rural communities.
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Expansion of sewerage facilities in all major muniipalities and in 36 rural communities with a
population equivalent exceeding 2000 inhabitantsThe progress achieved in the period under
consideration for the implementation of the UWWT® presented in detail in the Annex 5. In
general, the progress in the urban areas was magudgrding to schedule, where construction is
already underway. In the rural areas, there has bedain progress but this is intangible, sinaeh
was not considerable construction, but rather aidtnétive and procedural progress. (Projects in the
rural areas, may be co-financed by the Cohesion Farthe Programming Period 2007-2013).

6.2.1.2. Solid Waste

Implementation of a Strategic Plan for the Managemet of Solid Waste It includes the
establishment of four regional centres (one periaditnative district) for integrated management of
solid waste as well as the restoration of the mgdandfills. Specifically, the Larnaca and Famsta
regional center will be completed by the end of 20Regarding the Paphos district regional center,
the sanitary landfill is under operation since JAR05, and the whole project is planned to be
completed by 2010. For the Limassol and Nicosiaters, the related studies are completed and
construction will begin, with a timeframe for corapibn the year 2010. (These Projects, may be co-
financed by the Cohesion Fund, in the Programmigripe 2007-2013).

Restoration of existing landfills: the studies hdneen completed, which identified 113 uncontrolled
or semi-controlled landfills under operation. Tlaeget set is to close the landfills and restore the
impacted areas by the end of 2010.

6.2.1.3. Hazardous Waste

Preparation of a management plan and the construatn of a Central Treatment Facility for
Hazardous Wastes in Cyprus:The management plan is expected to be complefedebine end of
October 2007. Based on the plan, the construdiidihe central hazardous waste facility is plantted
start in early 2008 and be completed about 18 nsolatier and may be co-financed by the Cohesion
Fund, in the Programming Period 2007-2013. Theraimn of the central treatment facility is
expected to lead to a substantial improvement efetivironment and the reduction of possible ill-
effects on public health, as these wastes shaitdygerly managed.

6.2.1.4. Packaging Waste

Establishment of a system for the collection, trangort, segregation, recovery and recycling of
the packaging waste from some of the main municipgiles: In August, 2006, the Minister of
Agriculture, Natural Resources and Environment apgd the application of the company Green Dot
Cyprus Public Co, for the establishment of a ctiNecsystem for the management of packaging
wastes. Green Dot took over the responsibility midpcers and organized a collective management
system for packaging waste.

Green Dot is dealing with the management of pacigagvaste (paper/cardboard, plastic, glass,
metalsand tetra pack.), but also newspapers, nreg@azlhe programme started in October 2006 for
the commercial and industrial business and for é®us February for 5 municipalities.

In addition to the above company, the Environmesnvi8e, in order to enable Cyprus to meet the
targets set by the EU directive, called for tendersthe provision of services for the collection,
transport and treatment (recycling, recovery) afkaging waste for two years. The joint venture of
companies, which was awarded the Government teimldyne 2006, operates in parallel to Green
Dot, but for a limited period of two years. The esfcthe programme will be in September 2008. Its
main role is to complement the targets set by Giiget)y so as to meet the requirements of the
Directive 94/62/EC on packaging waste. This Dinextiequired Member States to set up a system that
shall lead to a) 50% - 65% recovery and 25%-45%datew for the total amount of packaging waste
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and for each stream (glass, paper/cardboard, meitalstic, wood)15% recycling until the 3bf
December 2005 and b) 60% recovery or incinerateglaste incineration plants with energy recovery
and 55-80% recycling for the total amount of padkggvaste and for each stream specific targets for
recycling; 60% for glass, 60% for paper, 50% fortate 22,5% for plastic and 15% for wood, until
the 3% of December 2012.

The implementation of the above two schemes wiledf positively, the whole field of waste
management, reducing the pressure on the existimdfills and providing for a more sustainable use
of resources.

6.2.2. Policy Priority: Protection, Preservation ad Management of Coastal Areas
6.2.2.1. Implementation of the Coastal Area Managmeent Programme (CAMP)

The Republic of Cyprus will focus in promoting a &tal Area Management Programme (CAMP
Cyprus) as a national strategy for the incorporatid its proposals into the national policy and
institutional framework. Following the signature dfie contracts between the seven national
consultants and the Environment Service that wég imeSeptember 2006, the seven activities of
CAMP Cyprus have commenced. Three workshops, appately, have been organized for each
activity with the aim to analyze the existing stion, propose guidelines for the future and achieve
co-operation between Cypriot ministries and mimiatelepartments. The Methodology of Integrated
Coastal Area Management is one category of the CAMR includes the activities of Integrated
Coastal Area Management (ICAM), Sustainability Ars&d, Indicators and Environmental Awareness
/ Public Participationlfnaging and Biodiversity Concerns which were implementeding October
2006 — April 2007. The Tools of ICAM, that is bgiimplemented during May — December 2007,
include the activities of Carrying Capacity Assessin Environmental Economics and Strategic
Environmental Assessment (SEA). The Public Comnatitns, including Website Information
Dissemination is the third category of the CAMP ethiaims to inform the stakeholders and the
public.

The project is oriented towards sustainable managerof the whole coastal area of Cyprus,
introducing and applying principles and practicéshe seven activities in the southern periurban
coastal area of Larnaca town as a pilot case siiltyaim of the project is to give the basis, oncivh
further development and protection of the coastalezof Cyprus should take place, so as to ensure
that economic development as well as environmgmtdkction can coexist.

6.2.3. Policy Priority: Reduction of Greenhouse Gses Emissions
6.2.3.1. Implementation of the Strategic Plan fothe Reduction of Greenhouse Gases Emissions

Cyprus does not have any greenhouse gas emissiocti@n or limitation obligations under the Kyoto
Protocol or under Decision 2002/358/EC. Howeverpr@Qy is taking concrete steps to reduce the
greenhouse gases emissions of the country, forhwthie larger increase in emissions between 1990
and 2005 of all EU25 was observed. Accordingly, tsmber of demand side measures (energy
efficiency) and supply side measures (renewablegghare already being applied.

Specifically, Cyprus’s stated target under the &ive 2001/77/EC on the promotion of electricity
production from renewable energy sources is to gea&% of its electricity from renewable energy
sources by 2010. A number of measures and incentwe in place to promote investment in
renewable energy technologies including wind powsomass and solar photovoltaic and are
presented in the energy section of the report. §haeasures are already generating substantial
interest, and it is clear that the contributiomreriewables will increase over the next years.

Furthermore, there are plans to establish an En@amgre that will introduce Liquefied Natural Gas
(LNG) as a major fuel for electricity production@yprus.
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6.2.4. Policy Priority: Internalization of External Environmental Costs

Environmental Impact Assessment: A new legislation (140(1)/2005) was enacted in Deber
2005, in order to meet the requirements of theveele EU Directive 200/35/EC. Through this new
legislation, further and more detailed assessnahdht be made on a range of projects, so as taensu
their compatibility and take all possible measuceseduce their environmental impact.

Elaboration and implementation of an Environmental Technologies Action Plan:As planned, the
Cyprus Environmental Technologies Action Plan wasppred and submitted to the European
Commission, in December, 2005. The Action Plan idiess the ongoing activities taken by Cyprus in
promoting environmental technologies.

The size and structure of the economy do not peogigbstantial opportunities for extensive basic
research in environmental technology. Despite theva limitations, the Action Plan includes a
number of actions aiming at promoting the develapiad dissemination of eco-innovations and
environmental technologies.

In addition, an ad-hoc committee for updating tHBRAB action plan has been established and has
commenced reviewing of the existing road map.

The most important of the actions, which are ongpane:

The Research Promotion Foundation’s Framework Progamme for Research and Technological
Development for 2006(DESMI 2006), included the specific Action of “Saimability”, that covered
the environmental technologies.

Within this Action, a number of research projeas gustainable development have been selected for
funding, under the following three thematic primst Agriculture, Fishery and Forestry, Natural and
Urban Environment. The projects that are fundedec@ wide range of topics related to: integrated
environmental management, sustainable use andrpaéisa of natural resources, with emphasis on
water resources, development of new methods ofcalgrie, aquaculture and animal farming,
applications of biotechnologies to traditional aghure, biodiversity preservation, biological
agriculture, waste management (solid and liquidyjrenmental pollution management, etc.

Furthermore, a number of projects related to enwrental technologies have been selected for
funding within other Actions of “DESMI 2006”. Withithe framework of DESMI 2006, twenty-eight
(28) projects related to environmental technologées funded from the Research Promotion
Foundation, with a total budget for funding of €6im

In addition, the Research Promotion Foundatioraisigpating in two ERA-NET Projects, related to
environmental technologies. These projects argRBAN - NET and b) MariFish.

URBAN-NET aims to structure and coordinate reseaoch urban sustainability in Europe by
identifying and addressing trans-national requineimidéor research and sharing of good practice, in
order to support the implementation of the ERAHe urban research field as well as other European
legislation, policy and strategies relating to aursible urban development. The Programme has a five
year duration and the budget allocation for Cypsu&/72.600.

MariFish brings together the major European natiturading agencies of marine fisheries research to
form an effective, working partnership. The Progmenhas a five year duration and the budget
allocation for Cyprus is €34.320.

The Institute of Agricultural Research has initiated a research project on the potenit# of
biomass for biofuel (biodiesel, bioethanol, biogas solid fuels) and energy production under Cyprus
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conditions. The project, which had a budget of €.Q@0 for 2007 including equipment, aimed in the
selection of appropriate energy plants that prodiuggars, starch or woody biomass with minimum
irrigation water requirements and in the technmadl economic evaluation of the whole process of
production. It will be continued in the year 2008hwan estimated budget of € 50.000. Some of the
results of this project will be included in the Maial Action Plan on Biomass prepared by the
Ministry of Commerce, Industry and Tourism of Cypru

The Cyprus Institute of Technology continued its activities related to issues of emwvinental
policies for the period January 2006 until June72@G follows:

* Funded a number of projects under the Governmeddéseloping Projects on the following
schemes:

0 Subsidy Scheme related to Studies on the Implerientaf Quality Control Standards. A
number of manufacturing industries applied and ivece grants related to the
implementation of ISO 14001 in their firms.

o Subsidy Scheme for the provision of ConsultancyviBes. Manufacturing industries
applied for grants for studies related to consalyaservices for environmental studies and
other related issues, i.e. emission gas&s)e®el treatment of water and other wastes,
energy saving, environmental impact assessmengestud

» Continued the accreditation of consultants in uispecialisations. During the above mentioned
period, the Institute evaluated applications fropnsultants in the areas of Environmental
Management, Energy Management, Quality Systems18@ 14001). These consultants were
accredited and they are now included in the Lishadredited Consultants of the Institute. During
this period the consultants accepted and implerdemienerous projects under the Governmental
Development Projects (mentioned in the previouagraph).

* Been an active member of the IRC (Innovation Relantre) Network and hosting the IRC
Cyprus, with more than 300 customers (members). Tmembers of its staff are actively
participating in the Environment Thematic Group #nel Renewable Energy Thematic Group of
the Network. Among others the groups offer asscsdar:

Transfer of technology from and to Cyprus.
Participation in various transnational and brokeragents.
IPR Consultation.

Assistance in fund raising for innovation developine
Assistance during the negotiation phase.

O O0OO0OO0oOOo

Grant Scheme for the protection of the environmenfrom industrial pollution is implemented as
from 2004. The scheme offers investment aid foritiséallation of pollution control systems in the
sectors of mining and quarrying, manufacturing stdy car maintenance, packaging, the processing
or recycling of waste, the washing or dry cleanofgtextiles and the conservation of the natural
resources. The intensity of investment aid offevades from 15% to 45% of the eligible costs,
depending mainly on the size of the enterprisethedenvironmental improvement. In 2006, support
was given to 60 manufacturing enterprises for tisgailation of pollution control systems, with &alo
grant of €1.19 mIn. The Ministry of Commerce, Ingiysand Tourism accepted applications for the
above support scheme until September of 2006 atidnveike payments until the end of 2008 /
beginning of 2009. In 2006, support was given taorsn enterprises with total grant of €204.000.

Preparation of an Action Plan to promote Green Pubit Procurement: To the purpose of
preparing the action plan, a committee was sewhpse terms of reference are:

50



(@ To identify, the areas where GPP could be implged within the public sector, local
authorities, bodies governed by public law and oizgions operating in the utilities sector,
such as the Electricity Authority of Cyprus.

(b) Evaluate the above areas and set prioritiegjedisas short and medium term targets, aiming at
sectors where quick and tangible results can besrodd.

(c) Prepare awareness and information materialagenize the necessary training courses and
seminars for purchasing authorities.

(d) Inform suppliers and the industry in generéthe determination of the Government to promote
GPP, so as to give them adequate time to adjusbppately to the new state of affairs.

(e) Encourage the private organizations, such akshand large companies to adopt GPP practices.

An action Plan for the Promotion of Green Publiod@rement has been approved by the Council of
Ministers in May 2006. The implementation of thetidn Plan aims, primarily, in assisting through
public procurement, environmentally friendly prothtuand services to enter the market, thus
contributing to environmental protection by stintirlg more sustainable production and consumption
patterns. Meetings of the Committee set up for G&F already taken place.

Additionally, several leaflets and brochures w#l foublished before the end of 2007 to disseminate
information on the issue.

Screening of approved subsidy schemehe screening of all approved subsidy schemeshby t
Environment Service is underway, in order to esthblvhether any of these subsidies have adverse
environmental impacts. According to the findindgg hecessary recommendations shall be made to
the appropriate authorities, in order to estabisbcedures and a timetable for their possible
withdrawal. The screening is expected to be coraglet 2007.

6.2.5. Halting the Loss of Biodiversity

The biodiversity of Cyprus, being an island, isquaé and its preservation is extremely importanh bot
to the overall balance of nature as well as foneatc reasons. Cyprus has many areas of importance
as far as concerns biodiversity. Its forests, i&flands, its coastline, its sea, constitute a ncoshi
species of flora and fauna, many of them being iencle

“Natura 2000” sites

Cyprus has already proposed 38 sites to be inclidéte “Natura 2000” Network and is now in the
phase of the preparation of the management planghfse areas, with an overall target, their
protection. Projects deriving from the managenmahs, may be co-financed from the Structural
Funds, in the Programming Period 2007-2013.

The preparation of management plans for 4 siteakeofNatura 2000” Network and the promotion of
specific actions for the protection of the speeind habitats of these sites are underway. Thiggroj
is funded by the LIFE Nature Program of the E.UJ Enexpected to be completed by April 2008.

The preparation of management plans for anotheite8 & being financed under the Transition
Facility of the E.U. The preparation of the managetrplans is already underway and is expected to
be completed by the end of 2007.

The European Commission has approved the finamoagh Transition Facility, of the preparation of
management plans for another 13 sites includedén“Natura 2000” Network. The proposal for
tenders is expected to take place by the end of 200 the management plans will be completed by
mid 2009.
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Enforcement of the Law on the Protection and Manageent of Nature and Wildlife
(153(1)/2003)

The protection of a number of species and halidtsreseen through the provisions of the Law. The

control of import and export of endangered and siwa species as well as the monitoring and

promotion of measures for the protection of thecgseand habitats, has as an overall target, the
protection of the biodiversity.

The completion of the SPA(Birds Directive 79/409 Special Protected Are&st)dovering all Annex

| species and regularly occurring migrants in tlepiblic is almost finalized. This results in therso
effective coverage and protection of the best h#bior the above species and the creation of ieldI
corridors connecting important sites. The comple3&d list will be ready by the end of 2007. The
preparation of Management Plans for all NATURA 200ts is essential to support biodiversity
conservation and the sustainable use of the e@syistvolving local communities in this effort.

Strict enforcement of Law 152(1)/2003 related to fegal bird trapping and hunting policy
according to the Birds Directive. lllegal, indisoinate bird trapping of migratory passerines pa@ses
threat to biodiversity. Strict and effective lawf@mcement has reduced the massive capture of small
migrants by almost 80% but the effort will continas long as trapping is still a significant
conservation issue. This effort, tied up with wiflell education in schools and increased public
awareness, will help uproot this problem entiralytie next decades.

Systematic wildlife bird population monitoring and protection of other wildlife species(such as

the endemic Cyprus mouflon) throughout the year iamgortant sectors of wildlife conservation.
Close population monitoring shows species populatiatus and warns the possible factors of decline.
Monitoring also indicates possible habitat degriatiaand shows whether conservation actions had a
positive effect on the target species.

The conservation of biodiversity is threatened byhe presence and future introduction of exotic
and invasive species of flora and faunalnvasive plants exist in sensitive habitats aretehis an
undergoing effort to control and eradicate thentréased wild animal trade also poses a potential
threat to the island’s fragile ecosystem.

6.2.6. Raising Environmental Awareness

The environmental awareness of the public is dexibr success. Thus, the Environment Service
organized over the past years a series of sendiarger Cyprus towards this end.
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V. EMPLOYMENT CHALLENGES

A. Introduction

The labour market of Cyprus continues to exhibndidons of full employment. As stated in the
NRP, the Cypriot labour market is characteriseaddyditions of near full employment and relatively
high participation and employment rates. Durin@@0aided by a favourable GDP growth rate,
the labour market situation returned to the satisfiy levels of 2004, after the modest
deterioration that was observed in 2005. Indicyivthe overall participation rate, according to
the Labour Force Survey, rose to 73.0% comparettd% in 2005, whereas the unemployment
rate fell to 4.5% compared to 5.3% in 2005. Fumthare, the overall employment rate increased
to 69.6%, following the drop to 68.5% in 2005, drab almost reached the 2010 Lisbon target of
70%. The employment rate for women also incredeef.3%, from 58.4% in 2005, exceeding
for the first time the relevant Lisbon target of%dor 2010. The employment rate for older
workers increased to 53.6%, from 50.6%, remainingva the relevant Lisbon 2010 target of 50%
for 2010.

Another basic characteristic of the labour markethie employment of a large humber of foreign
workers, particularly in unskilled or low-skilleccoupations. In 2006 foreign workers represented
17.7% of total gainful employment — or 12.7% if 24-nationals are excluded.

At the same time, the employment of Turkish Cyriiot the Government-controlled areas reached
about 0.9% of total gainful employment, accordiagbcial security sources.

Basic labour market indicators are shown in théofeing table:

Indicator 2000| 2001 2002 2003 2004 2005 200 %-0267
GDP Growth 52| 41 2.1 1.9 4.1 3.9 3.8 3.0
Emp|oyment growth 1.6 2.2 2.1 3.8 3.8 3.6 1.5 14
Employment rate (15-64) 65.4| 67.9 68.5 69.2 69.1 68.5 69.6 64.3
Men 78.6| 79.4| 78.8 78.8 80.0 79.2 794 716
\Women 53.0] 57.1| 59.00 60.2 59.0 58.4 60,3 571
Employment rate (55-64) 49.5| 49.1|] 49.21 50.2 50.1 50.6 53.6 435/
Men 67.4| 66.8| 67.00 68.7 70.9 70.8 716 526
\Women 32.1| 32.2| 321 326 30.4 31.5 366 34,8
Unemployment rate 5.0 4.0 3.3 4.1 4.7 5.3 4.5 8.2
Men 3.2 2.6 2.6 3.8 3.5 4.3 3.9 7.9
\Women 7.3 5.7 4.2 4.6 6.2 6.5 5.4 9.0
Youth Unemployment 10.2| 8.2 7.7 8.9 10.7 13.9 100 17.4
Men 6.7 6.0 8.0 9.0 9.3 13.2 8p 171
\Women 13.3| 10.2 7.6 8.8 12.2 14.7 1112 17.9
Long-term Unemployment 1.3 0.9 0.7 1.0 1.3 1.2 0.9 3.6
Men 05| 0.6 0.4 0.8 0.9 0.8 0.y 3.3
Women 2.3 11 0.9 13 1.7 1.8 1.p 4.0
Activity rate (15-64) 69.1| 70.6| 71.2] 724 72.6 72.4 730 701
Men 814 815 81.3 822 83.0 82.9 82,7 77)p
\Women 57.7| 60.6] 61.8 63.3 62.9 62.5 638 628
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Indicator 2000| 2001| 2002 2003 2004 2005 200 006

Labour Productivity
Growth per capita 2.8 1.1 0.2| -05 0.9 1.7 1.b 2.0
Education and Training
Educational Attainment (20-24) 79.0| 80.5| 83.5 79.5 77.6 80.4 837 778
Lifelong learning (25-64) 3.1 34 3.7 7.9 5.9 5.9 7.1 9.6
Early school leavers 185 17)9 159 174 20.6 18.26.0 | 15.3

Source: EUROSTAT

B. Challenges / National Targets in Relation to tl®iropean Employment Strategy

The main challenges faced by Cyprus, as identifieithe NRP, are the following:

1. Maintain high rates of increase of labour dupparticularly by raising old-aged and
female participation rates and reduce gender inggua

Increase the flexibility of the labour market;

Orderly management of foreign workers issweserve the economic and social needs of
the country;

Further development of human capital;
Enhance further the conditions of social cadres

The national targets in relation to the EuropearpByment Strategy were set as follows:
1. Increase the overall employment rate to 7192®30.
2. Increase the employment rate of women to 63%2040.

3. Increase the employment rate of older workers3% by 2010.

C. Overall progress (Country Specific Recommendas — Other Points)

The most important NRP developments in the fielfleducation, training, apprenticeshipand
lifelong learning were the following:

Improvements inCT use in education with special systems and special software, presge
further. Concerning thepgrading of secondary technical and vocational edwation, the final
draft of a relevant study was completed last Augughile external evaluations of both
technical/vocational education programmes and ef éixisting apprenticeship scheme are in
progress, with a view to improving curricula anttert aspects of the systems.

Furthermore, the Minister of Education and Cultwe,the basis of a decision by the Council of
Ministers, has submitted a strategic plan in lagépt8mber within the context of the educational
reform to teacher organisations and other stakehmsldith a view to arrive at policy decisions
within the next few months oeducational reform issuessuch as the quality of education,
teacher training and assessment, and the curricufuto the lyceum.
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A “new modern apprenticeship is being developed at the same time. A detapedposal,
which has been examined by government departmentsacial partners, will be submitted to the
Council of Ministers before the end of October 200/he New Modern Apprenticeship, aims to
ensure the employability of young people and tpaiticipation as active citizens in society, while,
at the same time to meet the labour market nedidwill consist of a preparatory, a core, and a
post-secondary level. It should be noted in tloistext, that for a transitional period of two years
parts of the current apprenticeship scheme wilegist with parts of the new apprenticeship.

Actions undertaken by theluman Resource Development Authorityincluded, inter alia the
following: Upgrading and evaluation of programmaesluding a study on the impact of existing
schemes on the labour market that led to policysiges for their modification/ enrichment. The
gradual establishment of a System of Vocational IQcations is progressing, as well as the
consultation process towards setting up a systemafipraisal and certification of training
providers. Schemes to increase employability dse aeveloping, including one for inactive
women, one for young people and one for the uneygalo Finally, a scheme was implemented,
offering consultancy and training to micro-entesps.

Opportunities for university education in Cyprus increased, due to developments in the
University of Cyprus and the Open University, adlae the beginning of the operations, as from
this academic year, of the Technological Universityl three private universities.

A detailed paper for a comprehensive natiolif@long learning strategy was drafted by the
Government and, following consultations of the sabpiartners, it will be submitted to the Council
of Ministers for approval before the end of Octabéfhe strategy is based on four pillars, i.e.
access for all, enhancing infrastructures and systepromoting supporting research and
development, and effective governance. Moreovédre tEuropean Life Long Learning
Programmes Management Foundation, was established.

Other important developments included the following:

* In the field of labour supply and gender equalityeasures on care services, on balancing
family with occupation, and on activation of oldend younger persons progressed further;
while a national action plan on gender equality wdspted.

* In the field of labour market flexibility enhancement and modernisation of the public
employment services, the flexible jobs projects #mel assessment of labour market needs,
proceeded further.

* In the field of _economic migratignthe strategy on foreign workers was agreed whith t
social partners while a set of acquis harmonisaters was enacted.

* In the field of social inclusignvarious measures progressed in connection withevable
groups and with access to housing, education aatirhe

« As regards flexicurity an interdepartmental Committee was set up withim Ministry of
Labour and Social Insurance, for the preparationagbolicy paper on how to promote
flexicurity further, with a view to achieving antagrated and balanced policy mix.

Details about developments concerning measuretirrglto country specific recommendations as
well as other measures, are presented below ($e€&ljoby employment challenge/priority, as
well as in Annex 6.
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D. State of play / progress by employment challeng

1. Challenge: Maintain High Rates of Increase ofabour Supply, particularly by Enhancing
Old-Aged and Female Participation Rates, and Redu&ender Inequality

1.1. State of Play / Progress

As stated in the NRP, the shortages in the labcarket and the gradual ageing of the population
increase the need for attracting inactive labowd@women, older people etc) into the labour marke
Despite their relatively high participation and dayment rates, there is still potential for further
increase and better utilisation of the inactiveigedous labour force. Moreover, it is necessary to
build employment pathways for young people and cedwuth unemployment, which is much higher
than the national unemployment average, and eshahiising trend, indicating some impediments and
difficulties in the transition process from eduocatito work. Furthermore, there is a need for
strengthening the employability of the unemployéd.addition, as also stated in the NRP, there is a
need for improving the position of women in bothpdoyment and pay — and for understanding and
reducing the gender pay gap.

All measures included in the NRP are being promatedccordance with the timetables foreseen
or with minor delays. (Some of these measures, baypromoted through the Operational
Programme “Employment, Human Capital and Social €an”, which will be co-financed by
the ESF during the Programming Period 2007-201R)ichtively:

Concerningfemale participation, five existing NRP measures plus a new one develajethg

the year. Specifically, the schemes for women'tsegmeneurship, for training and employability
of inactive women, for providing grants in aid o6G®s and local communities, for expansion and
improvement of care services for dependents, amdrdoonciling family and professional life
(through EQUAL projects) proceeded well; while neweasures are promoted for the subsidisation of
care services — for pre-school children and for @dethnologies concerning the elderly and people
with disabilities.

Concerninggender equality, a National Action Plan was adopted by the Goverrtnier2007,
aiming to promote gender equality in all spherepdficy; public funds allocated or other support
given to NGOs by the National Machinery for WomeRights — directly or through the Local
Authority Dimension programme — rose further in 20@nd a study commissioned on the
problem of the pay gap was completed and policysuess for reducing the gap were suggested,
to be implemented in consultation with public autties, social partners and stakeholders.

Concerningactive ageing the retirement age in the wider public sector figsn in most cases to
63 (i.e. by three years); the scheme promotingsttié&employment of elderly persons became
more popular; and a study for suggesting new astfonpromoting active ageing was completed.

Concerningemployment pathways for young peopletwo schemes progressed further, i.e. one for
encouraging youth entrepreneurship and anothethfopromotion of training and employability of
young secondary school graduates.

Concerningpathways for the unemployed the scheme on training and employability of uniaygd

persons continued to be implemented while a neveraehon computer literacy of the unemployed
was launched and is being implemented.
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2. Challenge: Increase the Flexibility of the Lalbio Market
2.1. State of Play / Progress

As stated in the NRP, the labour market in Cypars loe considered to be relatively flexible and well
functioning. Pay increases vary across sectort) mominal pay increases in low growth sectors
being lower than the national average pay increa3éss is a sign of relative flexibility in the \ge-
settlement system, notwithstanding the existencth@fbackward-looking, though modified, COLA
system and the low utilisation of incentive rematien schemes. However, there may be room for
more flexibility, given the observed quantitativedaqualitative imbalances reflected by mismatches
between demand and supply in a number of occumatam the significant presence of foreign
workers.

During 2002-2003 legislation regulating part-timedatemporary (fixed-term) employment was
enacted. Since then, not necessarily due to thisl&ion, there has been a slowly rising trend,
with variations, in such types of employment. Sfieally, during the last three years (2004,
2005, 2006):

« Part-Time workers (incl. self-employed), as peragftiotal employment: 8.5%, 8.9%, 7.7%.
*  Temporary workers (employees only), as percenotal employees: 12.9%, 14.0%, 13.1%.

With a view to increasing flexibility in the laboumarket all measures included in the NRP are
being promoted in accordance with the timetablegdeen or with minor delayslndicatively,
with regard to the enhancement and modernisatigqubfic employment services

*  Three existing district labour offices were upgradend five new local labour offices were
set in operation during 2007.

«  Employment counsellors were recruited and traireedrbvide active support to job seekers,
with special attention to vulnerable groups.

*  Three supporting studies were being finalised whileurth one will begin before the end of
October 2007.

* A tender procedure for the development of softward statistical systems on job placement
and on monitoring of labour-market flows was lauedhn (June) 2007.

With regard to the promotion dliexible employment forms

* A scheme was launched in (February) 2007 to engeuthe creation and the seeking of
flexible jobs, for previously unemployed or econeally inactive women.

* A new measure is being developed (for the 2007+bgn@amming period) to help attract and
keep more persons in the labour market while eragging enterprises to create jobs that are
both flexible and secure. It will be implementedrhid 2008.

With regard to theon-going assessment of the economy’s labour markeeeds,three studies
with 10-year employment forecasts were completed disseminated to a wide audience of
stakeholders, i.e. central authorities, social pd, schools, parents and students. Furthermore,
the annual investigation for identifying initialaining needs was prepared and used appropriately
for policy decisions.

With regard to the (furthepromotion of adaptability of workers and enterprises (added to the
policy priorities in 2007), a scheme aiming to faate the shift to high-productivity and high-
value-added jobs through subsidies to enterprisas promoted, for implementation in early
2008.
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As regards the issue ofléxicurity” , it may be said that the importance of securitypted with
flexibility in the labour market was indirectly cered in the NRP, since the set priorities made
reference to both flexibility of markets and sogpabtection and inclusion. During the last year,
more attention has been paid to flexicurity asrayl&, unified policy, aiming to treat flexibility
and security as complementing each other. Spadtifican interdepartmental committee on
flexicurity was set up within the Ministry of Labo@and Social Insurance to examine the issue
further, with terms of reference to carry out agtiastic study and to prepare a policy paper on
how to promote flexicurity further, with a view fmromoting an integrated and balanced policy
mix.

3. Challenge: Orderly Manage Foreign Worker (thirdountry) Issues to Serve the Economic
and Social Needs of the Country

3.1. State of play / Progress

As already stated in the Labour Market Introducti@anlarge number of foreign employees,
particularly in unskilled or low-skilled occupatisncontinue to work in Cyprus. In 2006 they
represented 17.7% of total gainful employment if-EZU nationals are included (higher than the
15.7% of the previous year) — or 12.7% if EU-24iowzls are excluded. Additional foreign
employees were known to work without a permit.

Aiming at an orderly management of economic migmaissues, to serve the economic and social
needs of Cyprus, the NRP measures were promoteailowkng new consultations among the
competent ministries and with the social partndrenew strategywas agreed in July 2007The
strategy, which is expected to be implemented w®on, sets quotas on foreign workers (on the
total workforce and on each enterprise) while fauog the employment of highly-skilled
workers, puts time-limits on processing of applicas, verifies the right of the worker to change
employer, provides for sanctions, and sets up doatibn and monitoring mechanisms. In the
meantime, in the field degislation, a package of EU- harmonisation laws was enactedssues
such as family re-unification, the definition of cfitation of unauthorised entry, the penal
framework to prevent facilitation of entry, tranaitd residence, and assistance in case of trasit f
the purpose of removal by air; while two more hanisation laws, i.e. on obligations of carriers
and on students and trainees, are pending at theeHaf Representatives for enactment.

4. Challenge: Develop Human Capital Further
4.1. State of Play / Progress

As stated in last year's report, particular impoda has been attached in the NRP towards the
continuous improvement of the quality of educatind the flexibility of the educational system,
at all levels, in order to secure its closer andaneffective link to the labour market needs, as
well as a continuous upgrading of the training aetdaining programmes. As was also stated in
last year’s report, and as evidenced by many indisashown there, while education in Cyprus is
strong on many fronts there is still room for impement, especially for developing multiple
skills and adaptability, raising the attractivene$technical and vocational education as well as
the apprenticeship scheme, whereas the adult geticn rate in training is rather low, indicative
of the need for a more comprehensive lifelong lewystrategy.

Some indicators on education are shown below, 30425 and 2005-06 respectively
« Public expenditure on education as percent of GORer 6%, 7%
- People aged 20-24 who have completed upper segoedacation: 80.7%, 83.7%
- Enrolment rate of 20-24 year olds in tertiary ediaca(gross): 63%, 65%

5 Source: Statistical Service, Statistics of Edweati
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« Net participation rate in secondary education faung persorfs 94%, 94%
«  Continuing to upper secondary educatiofi9.7%, 100.2%
- In secondary general education: 85.4%, 87.0%
- In secondary technical/vocational education: 14.53t2%
«  Apprenticeship scheme participatfori.4%, 1.2%
«  Higher education percentage (on 25-64 populati@$)4%
- Training participation of persons aged 25-64: 5.9%%

With a view to promoting the further developmenthafman capital, the NRP measures are being
promoted, mostly within the timetables foreseersorfe of these measures, may be promoted
through the Operational Programme “Employment, Hour@apital and Social Cohesion”, which
will be co-financed by the ESF, during the ProgramgnPeriod 2007-2013). Indicatively, with
regard to the policy priority foimprovement of the quality of education at all levés,
improvements in ICT use in education progressethéur involving special systems and software
— including a “learning management system” platfofor teachers to find material and
communicate with other teachers and students. @tengsubjects were introduced in all-day,
compulsory, primary schools; while a plan aimingstgpply all classrooms of primary schools
with ICT equipment, which started in school-yeaf@@®7, has continued. The digital training of
secondary general and vocational education teadredsasic skills and ICT is proceeding, with
38% of teachers having been trained (since July7RO®@hile training of primary education
teachers in basic computer skills has reached 4296 July 2007).

Furthermore, the Minister of Education and Cultorethe basis of a decision by the Council of
Ministers, has submitted a strategic plan in lagpt8mber, within the context of the educational
reform to teacher organisations and other stakiss| with a view to arrive at policy decisions
within the next few months, oeducational reform issuessuch as the quality of education,
teacher training and assessment, and the curricufuto the lyceum.

With respect to the priority of increasing Opportunities for University Studies locally, there
were favourable developments concerning: the Usitierof Cyprus, where the Biology
Department has accepted its first students in tha Y007-08 and more students are joining
existing programmes; the Technological Universityich started its operations in the academic
year 2007-08; the Open University, which has expeaniah the same academic year with two new
post-graduate programmes; and private-sector tgr@ucation, with the establishment, this
academic year again, of the first three privatesersities.

Concerningsecondary technical and vocational educatignthe final draft of a commissioned
study was completed in August. External evaluaiai both technical/vocational education
programmes in general, and of the existing appcesliip scheme in particular are in progress,
with a view to improving curricula and other aspest the systems.

A “new modern apprenticeshifj was being promoted at the same time. A detailkeah phaving
been examined by government services and sociahgratr will be submitted to the Council of
Ministers before the end of October 2007. The Névdern Apprenticeship, (aiming to ensure the
employability of young people and their participatias active citizens in society, while at the same
time to meet the labour market needs), will conefsa preparatory, a core, and a post-secondary
level, and will embrace young people of ages 14-26.will be supported by a research and
development centre and will be linked to the systefn vocational qualifications being
implemented by the Human Resource Development Aittho It should be noted in this context
that for a transitional period of two years, partshe current apprenticeship scheme, will co-exist

® Of age 12-17 years old.

’ Of those finishing compulsory education.

& On population of upper secondary education.
° In 2004. Not available for 2005.
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with parts of the new apprenticeship. The new apipceship will become operational in 2010,
and as from 2011, post secondary apprenticeshifowiincorporated into a system.

With respect to the priority oftontinuous upgrading of skills to labour market neds
evaluation and upgrading dfuman resource programmeswent on by the Human Resource
Development Authority. This included, inter alia:

. The completion of a study for evaluating the impa€texisting schemes on the labour
market, and the starting of the modification/ennigint of these schemes.

. Further progress in the two-phase implementatiothefVocational Qualifications System,
which enables employees to have their competerss=saed and to achieve certification.

. Progress in the establishment of a system for tpprdisal and Certification of Training
Providers. In particular, a draft proposal for #yestem has been prepared by the external
consultants and is due to be finalised after caasohs with the stakeholders leading to
approval by the Board of Directors.

. Extension of rendered training programmes, to iaseeemployment opportunities: As
described under the first employment challengegmss has been achieved with regard to
the schemes for selected target groups (women,gyauremployed). As regards the scheme
for consultancy services and training to micro-gnmtises, its implementation has proceeded.

With respect to the priority of developing @omprehensive Lifelong Learning Strategy a
detailed paper on such a strategy at national leweal drafted by the Government and, following
consultations with the social partners, it will lsabmitted to the Council of Ministers for
approval, before the end of October. The stratsgipased on four pillars, i.e. access for all,
enhancing infrastructures and systems, promotingpeuing research and development, and
effective governance. It is expected to contribsigbstantially to the attainment of EU
benchmarks on lifelong learning. Moreover, the dpwan Lifelong Learning Programmes
Management Foundation, was established.

5. Challenge: Enhance the Conditions of Social Gagion
5.1. State of Play / Progress

As stated in the NRP, Cyprus is generally char@gssdrby conditions of social peace and broader
social cohesion. Economic inequality, poverty awodial exclusion are not major problems in
Cyprus. This is attributable mainly to the traditadly low unemployment rate, as unemployment
constitutes the main source of poverty and exchusio

In 2005 and 2006, the overall long-term unemploymete was 1.2% and 0.9% respectively,

comparing favourably with the EU-25 rates of 3.986l 8.6% for these two years. Similarly, long-

term unemployment rate for men was 0.8% and 0.0%thie same two years, and for women 1.8%
and 1.2% respectively, comparing favourably with tbspective EU-25 of 3.5% and 3.2% (men) and
4.5% and 4.0% (women).

Moreover, the long-standing social policies pursgedtributed positively to the maintenance of
conditions of social cohesion. However, pocketexflusion do exist amongst the elderly, people
with disabilities, single-parent families and faied whose economically active members have
low educational qualifications. In this respect tBovernment, within the framework of its
overall social policy to ensure an adequate stahddrliving for everyone, provides public
assistance to persons legally residing in Cyprubeir resources do not meet basic and special
needs.

Furthermore, there are a number of Government seheand grants targeting vulnerable groups
such as the elderly, persons with disabilities,gdusers, and low-income households wishing to
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acquire their own home. It is also noted in tl@spect that a social pension is granted to persons
above the age of 65 who are not eligible for pemsibrough the national Social Insurance
Scheme.

Indicators on Social Cohesion
(in percentage, unless otherwise specified)

1997 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
Risk-of-poverty rate 16. 153 16|2
Inequality of income distribution 4.4 4.1 4.3
(S80/520Y°
Gini Coefficient* 0.29 0.27]  0.29
At risk of poverty after social transféfs 15.3 16.2
Risk of poverty among elderly persons 58.2 51.8 50.7
(over 65)
Risk of poverty among children (under 16) 12.3 1.21 12.4
Early school leavers 18.5 17.9 15.9 17.4 206 182 1§43
(18 to 24 years oldy
Long-term unemployment rate 113 (0/K°] 7 1.0 L3 2|1. 0.9
Children aged 0-17 living in jobless 4.8 3.9 3.9 3.4 2.¢ 3.b 39
households
Public social protection expenditure 11.0 111 12.7 14. 143 1445
(% of GDP)
Taxation of low wage earnéfgin %) 16.7 17.9 17.4 18.p 18J6 19.1
Youth unemployment rate 10)2 8|2 1.7 9 1p.7 13.910.0

The emphasis attached by the Government to enhgrtbi conditions of social cohesion and
modernising the social protection system is refldcin an improvement of the situation
concerning social inclusion and income distributiater-temporally, as shown indicatively by a
comparison of the results of the Family Budget ®yrwcarried out in 2003 vis-a-vis the
corresponding results of the Family Budget Survie$396/1997. Specifically:

. The percentage of people at risk of poverty aftesiad transfers (i.e. people having an
income lower than 60% of the equivalent median inep has fluctuated around 16%
since 1997 (16.2 in 2004), which is almost the saméhe EU-25 average.

. The risk of poverty for older persons (over 65),onepresent almost 12% (2005) of total
population, among whom the risk of poverty is mgiobncentrated, fell further to 50.7%
in 2004, i.e. by one percentage point over the iptesryear and several percentage points

10 Ratio of total income received by the 20% of topydation with the highest income (top quintile)ttmt
received by the population with the lowest incortvest quintile).

1 The Gini coefficient ranges between 0 (full edudland 1 (full inequality).

12\t is measured by the share of persons with aivaliged disposable income, before social transfets
are below the risk-of-poverty threshold. That threlsl, is set at 60% of the national median equaedi
disposable income, after social transfers.

13 Eurostat definition may over-estimate figures @yprus, due to the high incidence of Cypriots of ag
18-24 studying abroad or doing compulsory militagyvice.

4 Tax wage on labour cost: ratio of income tax pusployee and employer social contributions
including payroll taxes less cash benefits divitgdhe labour costs for a single earner earning Y%
the Average Production Worker.
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below the 1997 figurg It should also be noted that this rate is stllculated without
taking into account the provident fund sums ofteceived by people upon retirem&nt

. The at-risk-of-poverty rate for children (0-15 ygg which according to the 1997
statistics was one of the lowest in the EU, at %2.8ecreased further to 11.2% in 2003
and regressed to 12.4% in 2004.

. The S80/S20 indicator of income distribution inelifyefell marginally from 4.4 in 1997
(Family Budget Survey) to 4.3 in 2004, having faltl® 4.1 in 2003. The Gini coefficient,
which had shown an improvement in 2003 relativé 987 rose again in 2004 to reach the
EU-25 (2003) average of 0.29.

With a view to further enhancing the conditionssotial cohesion, the Government is promoting
the implementation of a set of measures includaténNRP. Indicatively:

» Public social protection expenditure, followingraal drop from 14.6% in 2003 to 14.3%
of GDP in 2004, rose to 14.5% of GDP in 2005, veddbve the 2001 and 2002 figures of
below 13%.

* The legislation on Public Assistance was reviseddpril 2006 incorporating enhanced
employment incentives to encourage the integratito the labour market of public
assistance recipients and their gradual indeperdgom public funds.

* Various actions targeted at public assistance rewip, persons with disabilities, older
persons, drug users and asylum seekers are beomgoped, mostly as scheduled in the
NRP.

* In the area of housing, the Government is in thecpss of unifying all public non-
refugee-housing schemes targeted at low-incomelinpersons living in disadvantaged
areas and large families, in an attempt to achigwéormity and improvement of the
criteria used, as well as of the provisions of¥hdous schemes.

* The Government is reconsidering its social welfaoécy, so as to target the really needy
and vulnerable groups in society, through the ihtiiion of income criteria, at the
household level, in the provision of a number ards such as child and student grants, as
well as a grant given to the pensioners. The intetidn of income criteria will lead to a
significant increase in the level of grants for theedy, with an expected significant
reduction in the risk of poverty of the groups whimre most endangered. (See eligibility
criteria for social benefits, in macro section.)

* In October 2006, the Cyprus National Report on t8gi@s for Social Protection and
Social Inclusion was submitted to the EU.

Recognising that employment in the labour markelpsheo alleviate social exclusion, the
Government has endeavoured to encourage and é&eibiccess and/or return to the labour market
of vulnerable groups, through the expansion of atioonal and training programmes and
facilities. Such assistance and strong labour denfeas, for instance, helped to keep the rate of
youth unemployment at relatively low levels (13.9942005 and 10.0% in 2006), well below the
respective EU-25 averages of 18.3% and 17.1%.

!5 1t is anticipated that the risk-of-poverty rate persons 65+ years will fall to 48% in 2006, lthea inter-
temporal trends. This downward trend is expectaésalt from the gradual maturation of the natiddatial
Insurance System and the increase in the laboce foarticipation rate observed in recent decadeswomen
in particular — which will result in higher retirent benefits. If these estimates are confirmed) the 2010
targets on the reduction of poverty will be revisgdvards.

6 Provident Funds, which cover about 30% of thenfydly employed population and provide lump-sum
benefits in case of retirement, death, invalidity@rmination of employment, are not taken into@aod for
calculating the income of retired people. If Pdemt Funds were either measured as current income o
converted into annual pension scheme equivalemipes; there would be a reduction in the proportibn
elderly people at risk of poverty.
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VI. COORDINATION BETWEEN THE NATIONAL REFORM PROGRAMME AND THE
STRUCTURAL FUNDS

1. Cohesion Policy: Programming Period, 2004-2006

The funds allocated to Cyprus for the programmiegiqa, 2004 - 2006 are utilised through the
following programming documents:

- Single Programming Document (SPD) for Objective 2

- Single Programming Document (SPD) for Objective 3

- Single Programming Document (SPD) for Fisheries

- Strategy Paper for the Cohesion Fund

Structural Funds are utilized in this programmirmgi@d for the achievement of the Lisbon objectives
and for the effective tackling of the challengesefh by Cyprus. The relevant actions are closely
monitored by the technical committees set up ferithplementation of the NRP.

1.1. Objective 2 Programme

The Objective 2 Programme, which is co-financedh®s/ European Regional Development Fund in

Cyprus for the period 2004-2006, includes a nundfeactions aiming at the enhancement of the

production base in the rural areas . The totahiired resources of the Objective 3 Programme amount
to € 58,7 min out of which € 28 min are the ERDRtdbution.

1.2. Objective 3 Programme

The Objective 3 Programme, which is co-financedthsy European Social Fund (ESF), aims at the
development and more efficient utilisation of huntapital in conditions of social cohesion and equal
opportunities, through the promotion of employmand the qualitative upgrading of human capital.
The total financial resources of the Objective ®dPamme amount to €43,9 min out of which

€21,9 min are the ESF contribution.

1.3. Cohesion Fund

Two projects are co-financed by the Cohesion Furé in the transport sector and one in the
environment sector. Specifically, the co-financedjgcts are (a) the upgrading of two Limassol
roundabouts to fly overs and (b) the constructiba new sanitary landfill site and transfer stasidor

the municipal solid waste of Larnaca and Ammochosiceas. The transport project contributes
towards the tackling of the NRP challenge “expamsind upgrading of basic infrastructures” whereas
the investment project towards the challenge offfemmental sustainability”.

1.4. Absorption Rates

For the period 2004-2006 Cyprus has secured an @inodl€ 109,21 min from the Structural funds
and the Cohesion Fund. In order to ensure the yirmesorption of the assistance received from the
Structural and Cohesion Funds, for the Programrigrgod 2004-2006 there is continuous monitoring
of the progress of all co-financed projects andobalisible steps and measures for the acceleration o
absorption have been taken. For the year 200@&likerption target was achieved for all co-financed
programmes, avoiding any de-commitment of fundse Télevant Services are now intensively
working towards meeting the N+2 target for 200%all. On the basis of the current state of plag, th
expenditure already incurred and the set timetald&sthe projects that are currently been
implemented, the risk of de-commitment of fundseipected to be avoided for 2008 also. More
specifically, for the year 2007, the required amaafrexpenditure has already been paid by the Final
Beneficiaries under the Programmes of ObjectivEigheries and the Community Initiative “Equal”.
For the Fisheries Programme, the expenditure lemstaen certified to the European Commission,
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whereas for the Objective 2 Programme and the Cantyninitiative “Equal”, expenditure is now
being verified and expected to be certified sooor the Objective 3 Programme, all necessary
measures are taken and there is closer monitofitiggomplementation of the projects and the fldw o
payments, in order to ensure the timely absorptfdthe funds. Concerning the overall reimbursement
of funds, considerable progress has been madet @éxpected that by the end of the programming
period 2004-2006 (31.12.2008) all Community fundecated to Cyprus under the Structural and
Cohesion Funds will be absorbed.

To date, an amount of € 44.15 min has been recdiyatie EU representing 40.4% of the total EU
contribution, whereas an additional amount of €12viln has been certified to the Commission, which
will rise the absorption rate at 42,4%. Furthermdhe Final Beneficiaries have made payments
pending for verification and certification amourgino € 22.19 min that will soon increase the
absorption rate to 62.7%.

Details regarding the implementation of the prgjeate given in the various Chapters and the
Annexes of the current Progress Report.

2. Cohesion Policy: Programming Period 2007-2013
2.1. Introduction

The National Strategic Reference Framework (NSRBQ72013, provides for its strategy and
priorities to contribute, to the maximum possibldeat, to the objectives of the National Reform
Programme (NRP). Overall, the programming procedsisich as to guarantee the relevance of the
programming documents, which are prepared for tigeSion Policy, the NRP, the National Strategic
Plans for Rural Development and Fisheries and #iteomal policy priorities, as reflected in the
Strategic Development Plan 2007-2013, in a sinméegyy framework.

The contribution of the interventions provided torder the NSRF priorities to the attainment of the
NRP objectives shall be the maximum possible, takimo consideration both the amount and
structure of the Cohesion Policy funds in Cyprug és particular development needs. The indicative
quantitative contribution of the National Strategieference Framework to the implementation of the
Lisbon Objectives is presented in Annex 8.

Below, an analysis is given of the coherence whi Wational Reform Programme, at Operational
Programme level.

2.2. Consistency of the Strategy of the Operatioh&rogrammes 2007-2013 with the National
Reform Programme

2.2.1. Operational Programme “Employment, Human Caital and Social Cohesion”

The strategy and the objectives of the Operati®tragramme “Employment, Human Capital and
Social Cohesion”, present a direct and strong ectersty with the following employment
challenges/objectives of the NRP:

¢ The additional improvement of human capital

* The enhancement of social cohesion conditions

* Taking measures in order to reduce the percenthgfgose people leaving education in a

premature stage (early school leaving).
e The promotion of Lifelong Learning

In detail, the priority axes of the Programme, lagva in Table 1 below, present a direct or indirect
consistency with the main employment challengesfihjes of the NRP.
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Table 1: Consistency of the above Operational Progmme’s objectives, with the objectives of
the National Reform Programme

Development of Expansion of the
Priority Axes of the OP Human Capital Labour Market
and Adaptability and Social Cohesion
Challenges/Targets of the NRP

Diversification of the economy’s structure towasdsvices of 1
high added value

Promotion of RTD and innovation as well as fadiiitg the 1
diffusion of information society

Further promotion of structural changes/reformsiagnat the 1

enhancement of competition conditions and the ivgmeent of
the whole business climate

Expansion and upgrading of basic infrastructures

Security of energy supply — promotion of the ustipn of RES

Sustainable Development

Additional improvement of human capital

N
N

Enhancement of social cohesion conditions

[ERN
N

Long term sustainability of public economics, irdihg reforms 1 1
in the Social Security System

Measures reducing the percentage of those peaplnte 2
education in a premature stage

Promotion of Life-long Learning 2

2 = Direct consistency/contribution
1= Indirect consistency/contribution

2.2.2. Operational Programme “Sustainable Developent and Competitiveness”

The objectives and the Priority Axes, through whitte Operational Programme “Sustainable
Development and Competitiveness” is implementeditrdoute substantially to the microeconomic
challenges/objectives of the NRP. In Table 2 belidne way in which the Priority Axes contribute to
the achievement of NRP’s objectives is presented.

Table 2: Consistency of the above Operational Praxgme”s objectives with the National Reform
Programme

OP Priority Axes

Basic Basic Information Productive Revitalisation
Infrastructure Transport Society and | Environment | of Urban and
in Environment Infrastru- Innovation Rural Areas
NRP Objectives and Energy cture

Diversification of the 2 2
Economy

Promotion of RTD, 2 1 1
Innovation and
Diffusion of
Information Society

Promotion of
Structural Reforms and
Improving the

Business Climate

Expansion and 2 1
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OP Priority Axes
Basic Basic Information Productive Revitalisation
Infrastructure Transport Society and | Environment | of Urban and
in Environment Infrastru- Innovation Rural Areas
NRP Objectives and Energy cture
Upgrading of Basic
Infrastructures
Security of Energy 2
Supply, Promotion of
the Utilisation of
Renewable Energy
Sources
Sustainable 2 1
Development

2 = Direct consistency / contribution
1= Indirect consistency / contribution

More specifically:

Priority Axis “Basic Infrastructure in Environmemind Energy”, contributes to the objective
“Sustainable Development”, since this Priority Axagns to implement part of the country’s
policy in the sector of waste management as wellh dse sector of energy, setting as priorities,
the creation and expansion of basic infrastrucfimrethe management of natural resources.
Regarding energy, this Priority Axis contributescatubstantially to the NRP objective “Security
of energy supply and promotion of the utilisationRenewable Energy Sources”, through the
promotion of renewable energy sources.

Priority Axis “Basic Transport Infrastructure” ceittutes to the objective of the NRP for the
upgrading and expansion of basic infrastructurghenframework of which, the upgrading of the
motorway network, as well as the modernization fed port infrastructure of the country is
promoted, in order for them to function as Europisry gates to the South East Mediterranean
area.

Priority Axis, “Knowledge Society and Innovatiorégntributes to the attainment of the objective
of the NRP for the promotion of RTD, innovation adiffusion of Knowledge Society, in the
framework of which, measures for the reinforcemeithe scientific basis of the country, the
promotion of private sector participation in RTDtieities and the enhancement of the country’s
research resources, are included.

Priority Axis “Productive Environment”, mainly cawtiutes to the attainment of the objective of
the NRP for the diversification of the country’'soeaomy through the enhancement of the
production of products and services of higher addalde, the diversification of the tourism
product and the strengthening of the productiorebatis Priority Axis also has an indirect
contribution to the NRP objective for the promotiof RTD, innovation and diffusion of
Knowledge Society, since in the support of SMEsube of new technologies is promoted.

Priority Axis “Revitalisation of Urban and Rural éas”, due to its territorial dimension has an
indirect effect to many NRP priorities. Primarilfig Priority Axis contributes to the NRP
objective “Diversification of the economy” througiie provision of incentives for the creation of
SMEs in rural areas. Furthermore, in the urbansatheough the enhancement of the public
transport system and in the rural areas througtsuamea for the protection of the environment, this
Priority Axis contributes to the NRP objective “$isable development”. This Priority Axis also
makes an indirect contribution to the achievemehtthe NRP Objective “Basic Transport
Infrastructure”, through the upgrading of secondewgd network in rural areas. Finally, this
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Priority Axis also has an indirect contribution ttte NRP objective for the promotion of RTD,
innovation and diffusion of Knowledge Saociety, thgh the support of SMEs in rural areas for the
use of new technologies.

3. Progress in the Implementation of the OperatarProgrammes

The programming procedure for the utilization afuStural and Cohesion Funds for the period 2007-
2013 is at a very advanced stage. The European @&som approved the National Strategic
Reference Framework on theé" 7of May 2007. Regarding the Operational Programntés,
negotiations regarding the Operational Programmest&nable Development and Competitiveness”
have been completed and the decision issued, Vidnléhe Operational Programme “Employment,
Human Capital and Social Cohesion” the negotiataresat a very advanced stage.

In parallel to the negotiations regarding the Openal Programmes with the EU, the implementation
phase has already been initiated, since the ditgiluf expenditure started from thé' bf January
2007. Until the approval of the Operational Prograes, the implementation of the projects will be
financed from national funds and the relevant edpgare will be reimbursed from the EU, if the
projects are approved in the framework of the Rrognes.

The link of the implementation of the Structuralda@Gohesion Funds and the achievement of the
objectives of the National Reform Programme willdb@sely monitored. In the 2008 Progress Report,
when the Operational Programmes will be in full lempentation, a detailed analysis will be given on

the financial resources spent for the achievemgtiiose objectives.
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VII. INNOVATIVE IDEAS AND SUCCESS STORIES FOR EXCHNGE
The following measures can be considered as iniveviateas:

One-stop-shops (Citizen’s Service Centres - CSCs) the civil service: With a view to delivering
better access to a series of government servicas,dne point of contact / location, three CSCgewe
established and are already operating in 3 diffeRintricts of the island (Nicosia, Limassol and
Paphos-Polis Chrysochous). The CSCs are open Maod@griday, from 8.00 a.m. until 5.00 p.m.,
offering 64 services from 4 to 6 different Depanhts#organizations of the civil service (Road
Transport Department, Department of Social Inswar@rants and Allowances Service of the
Ministry of finance, Civil Registry and MigrationMinistry of Health and Land and Surveys
Department). Examples of services provided by tis&C€ are: issuing of birth certificates, Identity
Cards, Driving licenses, Road tax licenses, varicedificates to those insured under the Social
Insurance Scheme, the self-employed persons, depersons, employers and issuing of social
insurance contributions records.

It is noted that, by mid August 2007, a total o7 211 services have been offered to citizens it
the 3 CSCs, and another 100.241 citizens havevesténformation/clarifications over the phone.
Based on an Action Plan for 2007, 2 more CSCs keélloperating by the end of this year, one in
Larnaca and one in Pelendri (rural area, Limassstriot).

Setting up of a special Fund for promoting energy anservation and renewable energy sources
utilisation

A special Fund has been set up with its revenueuaog from a levy of 0.13 cent (CYP) / Kwh on
the consumption of electricity. The receipts of thend are used for the provision of financial
incentives in the form of grants for the encouragetrof investments and/or tariff subsidisation in
the fields of energy conservation and the promotimfn Renewable Energy Sources (RES)
utilization. This enables the implementation of sw@wa&s in the areas of energy saving and
utilisation of renewable energy sources without &#isgal impact. There has been a keen interest
in the use of the measures financed by the Fundh w&pplications from enterprises and
households to install and expand solar energy systnd for thermal insulation recording large
increases in 2005, 2006 and the first nine month0®7, and is expected to continue in the
following years. The Programme was enriched inobet 2005 through the addition of new
investment areas, which are eligible for subsidies the Programme. The new investment
categories cover the installation of ground souhmat pumps, the biomass utilization for
electricity generation, the installation of windhifor water pumping and the use of wave power
for electricity generation.

In the beginning of 2006 and taking into considieratthe increased importance attached to
energy issues in the first progress report issugdhle European Commission on the Lisbon
Strategy and the further rise in the price of thiere was a simplification and modification of the
submission and evaluation procedures, a broadeafntheir application fields as well as an

increase of the intensity of the subsidies grant@dditionally, the Programme has been clearly
divided into two areas of investments: (a) for widuals/households and non profit organizations
and (b) for companies and other legal entitiessthuaking the programme more versatile and
manageable. These measures became very effeciivéhss can be identified by the fact that in

2006, the number of the submitted applicationdhignProgramme reacted ten thousand.
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Road Transport Web Based Information Systemlfttp://rtd.mcw.gov.cy)

The Road Transport System, which went live in M&0% provides services through the web
regarding car registration, car information andvelfs license availability as well as services
regarding the technical inspection of the vehididsre specifically, the system allows:

a) citizens/businesses to view their vehicle and Jehlicense details, to view or modify
residential and correspondence addresses, anddw their road tax license through the web;

b) companies (importers of new vehicles) to apply ¥ehicle registration and to submit the
certificate of conformity details;

¢) MOT centers to submit vehicle inspection resultsissue receipt of payment and technical
control certificate, and

d) insurance companies to register details about leehisurances and also inform the European
Insurance Information centers through the internet.

Additionally, as from January 2006 citizens canriear out the technical inspection of vehicles
procedure directly in MOT centers, without requegtservices from the cooperative institutions.

It is worthwhile mentioning that according to a\sy, which was carried out for the European

Commission by Capgemini, regarding the Car RedistraeServices, Cyprus is among the top four
European countries (see diagram below).

{Car Reglstration

100 1
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Source: “Online Availability of Public Services: How is Europe Progressing?”, Capgemini, June 2006
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ANNEX 1
Macroeconomic Challenges - Inventory of Progress

This section presents an inventory of progressdach measure classified by the challenges
identified in the NRP.

1. Challenge: Achieve Fiscal Consolidation and DdRéduction
A restrictive wage policy for the public sector

The Ministry of Finance continued its policy for derate salary increases in the public sector,
reaching an agreement with the Civil Servants” brar contractual salary increases of 2% and 1%
for 2006 and 2007, respectively, following no cawtual increases in 2004 and 2005.

A restrictive policy towards the recruitment of negmersonnel

A policy of the freezing of the recruitment of ngersonnel in the public sector and semi-
governmental organizations has been in operatiomresi2005, albeit with exceptions, as
additional posts were created to cover needs, mameconomic and administrative services,
with many posts related to the accession of Cypouthe European Union. More specifically,
553 new posts were created in 2007 to cover needsonomic and administrative services.
The fiscal impact of these new additional postesimated at 0.2% of GDP over the next 2-3
years. (The employment increase in the public seatsing from the creation of these posts
is accumulated at 1.4% over the next three years).

Imposition of ceilings on current and capital expediture

A decision was taken in May 2006 by the CounciMiristers providing for the imposition of ceilings
on the nominal growth of government expenditure ecimg both current and development
expenditures. These ceilings for the updated MTBE82-2010 were set at 3% and 5% for current and
development expenditures, respectively. Despitéhéofact that the above ceilings were not fully
respected, the imposition of the ceilings contaitmedgovernment expenditures.

Reallocation and Rationalisation of Government Expediture

Reallocation of expenditure according to the ptiesi set in the National Reform Programme. The
priorities were set in the area of education, headbcial cohesion, research and energy. Public
expenditures have been reallocated through thenpdation under the Medium Term Budgetary
Framework. The areas which exhibit high rates oingn compared with the budget amount of 2007
are, educatiomxpenditure with an increase of 28.1%, health edipere with an increase of 13.5%,
labour with an increase of 7.8% and research ameldgigment with an increase of 4.9%.

New Measure - Reduction of net interest payments

The running down of the debt-financed sinking futeposits arising from the abolition of the
compulsory accumulation of sinking fund deposits debt redemption, is resulting in a substantial
reduction in net interest payments.

New Measure - Reform of the taxation of motor vehies

Following, a recent decision by the National Higbu@, which was based on a relevant decision of
the European Court of Justice, but also taking adoount the very high and distortive tax rates on

motor vehicles, the government considered neceseantroduce a radical reform on the taxation of
motor vehicles including used cars registered fiier first time in Cyprus. The new tax provides for
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lower excise duties, registration taxes and citoutafees for motor vehicles and, at the same time,
reductions of excise duties depending on carboridikoemissions, and the year of manufacturing of
used vehicles.

New Measure - Introduction of reduced and minimum \AT rates of specific goods and services

Cyprus upon accession to the EU obtained a dewmygatriod from the application of the minimum
VAT rate (15%) on restaurant services and salaudfling land and a reduced rate (5%) on the sale of
foodstuffs and pharmaceuticals. The derogationregpmn the 31.12.2007. Cyprus is obliged to apply
an increase of said VAT rate on restaurant serviom® the current 8% of 15%, on the sale of
building land from the current 0% of 15%, and oa $lale of foodstuffs and pharmaceuticals.

Regularisation of dividend income policy for semi-gvernment organizations

Dividend income policy of semi-governmental orgatiizns has been regularized through legislative
amendment.

Furthermore the government is elaborating a nevcydamework for the management of the semi-
governmental organizations.

The new modus operandi will provide for more flelijp in the day-to-day operations of the semi-
government organizations and especially for thepgmation of the annual budget, personnel issues,
tenders etc. In parallel, a medium-term developrpengramme will be prepared by the organisation,
which will practically constitute the partnershipnéract between the state/owner and the management
of the organization

An agreement on the modified management statuhiefTelecommunications Authority (CYTA)
along the framework outlined above has been subdiid the House of Representatives, pending
approval. Successful implementation of the newustat the case of CYTA will open the way for its
introduction in other semi-government organizations

Revision of the eligibility criteria for social berefits

After a study conducted in-house by the MinistryFafance, there will be a policy change with a view
of targeting and redirecting the total amounts tgaras social benefits to those who need them most
(«more money for fewer people»). This will be agleig by introducing income criteria, in order to
determine the eligible households.

A social package for 2007-2008 has been approvellin 2007, by the Council of Ministers. The
annual overall budgetary cost of the measurestisa®d at £111.4 min (€ 190.33 min) in 2008
and £41.6 min (€ 71.1 miIn) in 2007 or 0.6% as @em@age of GDP for 2008 and 0.3% of GDP for
2007.

Targeted areas:

» The thrust of the package is directed towards lmeine households close to the poverty line
based on the policy of “more money for fewer pebple

» Low income pensioners, elderly persons who redioieea

» Vulnerable groups (persons with disabilities, remips of public assistance, drug

addicts, single parent families)

Measures to reverse the declining trend of thdifgntate.
Taxes (Adjustment of the personal tax free incoswaling to 2006-2007 inflation, applying
the reduced VAT rate to specific goods and seryices
Environment (measures for withdrawing vehicles framinculation not environmentally
friendly, abolition of the excise duty rate levied bio-fuels)
Institutional (establishment of a Social Policy Bpd

YV V VY
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2. Challenge: Enhance Fiscal Management
Preparation of a medium-term budgetary framework

The overall medium term budgetary framework aloritp whe relevant guidelines has been approved
by the Council of Ministers in May 2006. The finstedium-term budgetary framewo(MTBF)
covers the period of 2007-2009. The whole programiiicoe completed over a period of five to six
years, comprising three phases. Presently the depgbase of MTBF is taking place with further
technical assistance from IMF experts, includimgilhg programme based budgets with medium-term
government priorities. A strategic framework hadéodesigned by line Ministries in order to realize
their plans/programmes according to the priorigietsin the Revised Convergence Programme and the
National Reform Program.

For the first time during the second phase a pitoject based on programs involving a small number
of ministries and departments is being established basis for intensive development of program
concepts and methods. The government objective ke tcompilation of other
ministries/departments/independent Services bugthath will be based on programme budgeting in
order to submit the overall MTBF until 2010. Theangilot budget framework as well as the MTBF
for the period 2008-2010 will be submitted to theu@cil of Ministers in the beginning of November.
The current detailed economic classification strectis being broad-banded at a level sufficient to
provide program managers with greater autonomy @eepurce decisions, including increased
flexibility to line managers while maintaining appriate central control over resource utilization.

3. Challenge: Improve the Quality of Public Finansevia a Redirection of Public Expenditure

As already pointed out, the introduction of the MTBoes not aim only at the introduction of
expenditure ceilings to each line ministry but itllvalso enable the authorities to reallocate
expenditures in favour of growth enhancing actbgtiin line with the priorities listed in the Natad
Reform Programme.

Within the budgetary process for 2008, the add#i@vailable resources were allocated in accordance
to the areas with high priority. The main areag #xhibit a marginal or no growth are agriculture,
security and defense, transportation and publidsdtration.

In contrast to the above, as it can be seen bprbekdown of expenditure by function of the Budget
for 2008, the areas, which show high rates of gnpwate the following:

e Labour: the forthcoming Budget for 2008 envisagaisimg the employment rate of women
and youth through the implementation of varioudoast as well as proceeding with the
enhancement and modernisation of the Public Empéoyr8ervices and the upgrading of the
Apprenticeship Scheme. In total, the budgeted edip@r for the Ministry of Labour and
Social Insurance exhibits an increase of 7.8% wvis 2007.

e Education: the forthcoming Budget for 2008 providés the continuation of the
computerization of all primary and secondary schotile construction and extension of
school buildings, the creation of new researchagatiemic institutions (Cyprus University of
Technology, Cyprus Institute). In total, educatexpenditure for 2008 shows an increase of
approximately 28.1% vis a vis the budgeted amoiamt2007.

¢ Research and Technology: the forthcoming Budget2f@®8 budgets for the funds to be
allocated via the RPF, the promotion of the creatad a technological park aiming at
attracting high-tech businesses and the creatica relsearch centre on energy, environment
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and water in co-operation with the Massachusegstine of Technology. In total, research
and technology expenditure for 2008 exhibits amdase of approximately 4.9% compared
with the budget for 2007.

¢ Health: the forthcoming Budget for 2008 allocatessiderable funds for the operation of two
new general hospitals, the agreement between Hhbdhaiversity and the Republic of Cyprus
on Public Health and the Environment and the pranaodf the National Health Scheme, for
which a feasibility study is being undertaken bynaltinational consultancy firm. In total,
health expenditure for 2008 exhibits an increasappiroximately 13.5% vis & vis 2007.

¢ Business environment: the forthcoming Budget fo®&0budgets for the operation of the
Cyprus Organization for Attracting Investments ae one-stop shop for setting up a
business.

4. Challenge: Securing Long-term Sustainability ofPublic Finances

4.1. Country Specific Recommendation - Reform ote Social Security System - Initiation of an
intensive dialogue with the social partners to coider parametric changes to the system

On April 19, 2007 the final round of consultationss initiated. In view of reaching a common
ground, and upon request by the Social Partneespitbposed reform package was given for the first
time in writing to the social partners, at the legng of June 2007. After taking into consideration
their views, a revised version of the proposedrmefpackage was submitted. At the last meeting
which took place by the end of June 2007, the epgpid side submitted their views in writing while
the trade unions requested more time to examirtefh the repercussions from its implementation
and submitted their views in mid September. Consetly, the Minister of Labour & Social Insurance
scheduled a new series of meetings for the fal08f7 with the aim to reach an agreement by the end
of the year and adopt the agreed reforms as dt08.

The main changes under consideration are the foitpw
a. Sustainability

Increase of Revenue
* Phased increase in social insurance contributit@s ra
* Revamping of investment policy of the reserve ef 8ocial Insurance Fund
» Adoption of administrative measures
(i) Increase inspections
(i) Establishment of a spegiplolice» unit to improve effectiveness of enforeernof
court rulings regarding fines for unpaid contrilout
* Measures to raise fertility rates

Decrease of expenditure
» Gradual increase of the pensionable age from &3 tgears
» Adoption of stricter eligibility criteria for oldge pension and the lump sum granted at 68
years
» Setting a maximum limit on insurance credits grdrite full-time education

b. Improvement of Adequacy

* Changes to the formulae used for calculating basitsupplementary pensions
» Further increases in the notional income of selpleyed
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c. Improvement of Short-term Benefits

* Improvement of the sickness benefit provisions rgigg the self-employed
* Increase in the duration of payment of maternityveince from 16 to 18 weeks
* Increase the orphan's benefit

Additional measures to improve the pension systemA number of measures have already been
undertaken towards the improvement of the wholeegysas of January 2007. More specifically:-

» the notional income of the self-employed was inseglaas well as the occupational
categories, with the aim to increase the incomb®f-und from the self-employed

» the quality of service to citizens has been impdovéth the introduction of on-line
payment of contributions, the launch of a Sociauhance Services website, and the
payment of pensions via electronic bank transfers.

» adraft of a simplified and consolidated Sociauhasce legislation has been prepared and
is expected to be submitted to the House of Reptatees before the end of 2007

Increase of the retirement age from 60 to 63 yeate cover the broader public sector A gradual
extension of the retirement age to 63 years foll sgrvants and employees of local government,
excluding educational service employees, has begplemented. The measure has also been
implemented for 14 semi-governmental organizatioRslevant bills for an additional 9 semi-
governmental organizations are currently in theyestaf legal vetting by the Law Office of the
Republic.

4.2. Country Specific Recommendation - Reform betHealth Care System
(a) Transformation of Hospitals into Autonomous Unis

In June 2006, the Council of Ministers approvedgheciple of transforming government hospitals
into autonomous bodies (legal person governed bliplaw).The first draft of the relevant bill has
been prepared and discussed with the interestéiégas a basis for the reform necessary, for the
public hospitals to successfully participate in pinevision of health services under the N.H.I.S.

On 11/07/2007 the Council of Ministers approvedea & principles and guidelines according to
which the reform will be implemented. These pritegpand guidelines provide inter allia for:

e The establishment of a Public Hospital Organizatidnch will have under its responsibility
all the public hospitals.

* This organization will have its Board and each liaswill be managed by a management
team consisting of the Executive Director, the MadtiDirector, the Economic Director, the
nursing Director, the Director of Personnel and Bieector of Building Installations and
Equipment.

« At the initial stage the state will provide the smmnel now serving in the Hospitals to the
Organization without affecting the interests angtiights of the personnel. The new personnel
will be employees of the Hospital Organisation anill be engaged under the working
terms that will be determined by the Hospital Oigation.

« Each hospital will have its own budget and will dqgerating under autonomous status with
transparency and accountability.
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The planned transformation of the public hospitals autonomous establishments is expected to have
a favourable impact on the cost effectiveness efghvernment hospitals, via improvement of the
management and the pressure of intensified congretinder the National Health Insurance System.

An implementation date whereby the transformatioh public hospitals into autonomous
establishments will be completed is difficult todetermined, as political consensus is needed

(b) Introduction of a National Health Insurance Sysem (NHIS)

The implementation strategy for the National He#ttburance System in Cyprus was submitted to the
Health Insurance Organisation (HIO) by its consulta McKinsey & Co, in November 2006. The
strategy contains all the activities that shouldibdertaken within a specific timetable to trafisin

the current system to the proposed new healthsyatem.

The National Health Insurance Scheme aims to addhesdeficiencies of the current system which is
characterised by a lack of coordination betweerptitdic and private sector, high individual finagci
burden and lack of financial control as well as #iesence of an independent body managing the
healthcare system.

The main elements of the envisaged NHIS are thafimg:

* Comprehensive approach whereby all healthcare giowviwill be interconnected and the
same standards will apply for all providers, batlihie private and in the public sector.

* Improved quality in the provision of health caferaugh the restructuring of public hospitals,
the introduction of regulated competition amongsivjglers as well as the introduction of
performance linked remuneration schemes for fadilgtors and specialists.

* Overall cost containment, through the:

0 introduction of the concept of the family doctorhavwill, among other duties,
manage referrals to specialists;

o introduction of the concept of global budgetingighimposing a binding ceiling on
overall NHIS expenditures on an annual basis;

0 global purchasing of health care services by th@;HI

0 introduction of quality controls for health careypiders.

The financial gap, which according to expert stadseems to exist between the expected costs from
the operation of the NHIS and the contribution saseiggested by the Law, can be filled with the
implementation of the following measures:

> Increase funding, through adapting contributioesafnother option is the introduction of so
called “sin” taxes, i.e. indirect taxes, “punishHinghhealthy behaviour, such as smoking or
alcohol consumption, bound to create more heal$tsda the future.

» Reduce coverage/ increase co-payments.

> Increase accountability of providers through therapriate reimbursement methods.

(c) Progress achieved

The HIO has taken important steps towards the imeigation of the NHIS:

* HIO Structure- recruiting continues within the Organisation,ilehall staff has been divided up
into thematic teams which work based on detailatktable plans with specific activities — an
internal monitoring mechanism is in place.

» Stakeholders- the HIO has an ongoing interaction with the valg stakeholders which is
expectedo intensify in the third quarter of 2007.

* Amendments to the LawHIO completed the draft amendments to the exgHIS Law. It will
be enacted into law by the House of Representaitivése course.
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* Support for the implementation of the NHIS and gemoisation of public hospitals the award of
the tender for the purchase of consultancy serdmethe two dimensions mentioned above is at
the final stage and the successful tenderer isotegeo start work by October 2007.

* Costing of services an open tender competition has been issuecéptovision of services for
the estimation of income and expenditure for thd®Hhe development of a forecasting model
and the estimation of the Cyprus national heal{beaditure. The award of the tender is expected
in late October 2007.

* Information Technology system and other businessgsses the HIO has initiated a tender
procedure via the competitive dialogue method far development, implementation, operation
and support of a total solution.

* Training of Doctors- the Organization in cooperation with the Minystf Health and the Cyprus
Medical Association has defined the relevant trajniequirements in order to get the institution
which will prepare doctors for their smooth pagadion within the NHIS on board. This tender
has already been issued by the Ministry of Health.

5. Challenge: Ensuring that Wage Developments Cdimite to Macroeconomic Stability and
Growth

A restrictive wage policy for the public sector

The Ministry of Finance continued its policy of ¢aiming salary increases in the public sector,
reaching an agreement with the Civil Servants” &rddion for contractual salary increases of 2% and
1% for 2006 and 2007 respectively, following freegdf such salaries in 2004 and 2005.

Work with the social partners to ensure wage modeit#on across the economy

The Government exercises continually moral suasiorthe social partners to contain contractual
wage increases to underlying productivity gaifer 2005 and 2006 average real wages increased by
2.7% and 3.1% respectively, which are still aboabolr productivity, leading to an erosion of
competitiveness in labour intensive activities. &dly, wage moderation was observed, reinforced
through the observed substitution of domestic thhoforeign labour in low skilled occupations, in
construction, trade and tourism. As a consequefuze2007, average real wages are expected to
increase by.4% and further containment is expected in theicgryears.

Active encouragement for the employment of TurkistCypriots
The Government encourages the employment of TufRigiriots. Specifically, the number of Turkish

Cypriots employees being employed and registergderSocial Insurance System has increased from
1.183 persons in 2003 to 3.772 persons in 2006.
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ANNEX 2
Upgrading and Enriching the Tourist Product — Inveary of Progress

Construction of Marinas: There was considerable delay in the promotiontldié measure.
Nevertheless, at this stage, the negotiations hiéhsuccessful bidder for the construction of the
Limassol Marina, have been completed successfiilig series of negotiations of the Ayia Napa
Marina are under way and expected to be compleyetthd end of 2008/early 2009. Tenders from
three consortia have been submitted for the Paptawia and another three for the Larnaka Marina
and all of them are being evaluated.

Implementation of a new policy on golf courses Nine declarations of investors’ interest haverbe
granted a pre-approval in order to proceed to thet istep which is the submission of their
comprehensive applications to the Department of mMdWanning. These applications must be
submitted within a period of 18 months from theedaf the pre approval. Two have already been
submitted in order to obtain a Town Planning perfiitis permit is granted based on the evaluation
criteria of the Golf Policy which amongst otherslude quality, environmental and other criteriaeTh
Golf Policy aims at the development of 14 golf gasg including 3 existing ones.

Implementation of the action plan for the developmet of sports tourism (sports infrastructure /
marketing): From the 19 sports infrastructural projects (totakt £29.625.000 (€ 50.6 min))
implemented by the Cyprus Sports Authority, sixtgtocost £20.200.000 (€ 34.5 min)) were
completed by June of 2006, eight will finish by #wed of 2007 (total cost £4.445.000 (€ 7.6 min)),
whereas the remaining 5 will be completed by theé @009 (total cost £4.980.000 (€ 8.5 miIn)). The
marketing action plan, (which covers a three yesigol (2005-2007) and provides for the preparation
of promotional material, advertising, educationalits and participation in exhibitions, as well as
other CTO actions which include schemes for miparts infrastructure, sports events, etc) is being
implemented, according to schedule.

Measures aiming at the development and marketing ofural tourism and offering alternative
sources of revenue to the rural population:The measures are co-financed from the European
Regional Development Fund under Objective 2 ofStractural Funds and include the following:

(i) Development of Cycling network in the Objective 2 ural areas. Based on a strategic study,
the network of a distance of approx. 50 km is urdkrelopment. Following the evaluation of
tenders the successful bidder for the constructibthe route has commenced works early
February 2007. This part constitutes 50% of thal totidget of the project and is expected to
finish by the end of the year. The rest of thdoast include the design and production of
promotional material, which will be concluded inrlga2008. Moreover, a geographical
information system is being developed, for whicé #successful tenderer has commenced work
in mid January 2007. The project is expected tistiin mid 2008.

(i) Development of a Religious cultural routeThe preparatory actions for the religious routeehav
included a strategic study which was completeddi®62 Based on its findings a tourist guide to
be issued in three languages — Greek, Russian rgitE, is being developed. A second call of
proposals for printing the guide is due soon, fweifg failure of the successful tenderer of the
first proclamation to meet his contractual obligas.

(iii) Development of Wine Routes in the rural areasBased on the findings of a strategic study,
six wine routes/itineraries are being developetharural areas. The Wine Book which is one
of the many promotional material to be issuedt ihe printers, whereas signing of the contract
with the successful tenderer for the design anetipg of the promotional material is expected
later this year.
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(iv) Agrotourism: An incentive scheme, for the encouragement of imvests by SMEs in

v)

agrotourism, was introduced in May 2005. The scheras separated in two stages (calls of
proposals).

In the first call of proposals (2005), emphasis wgagen on applications of tourism related
activities in listed and/or traditional building&pplications were also accepted for activities in
non listed/traditional buildings, which, should cem business activities associated with the
tourism industry but not related to accommodatiaitsy restaurants and traditional coffee
places. In this call 41 applications were approwvét a total grant of £2.7 min (€ 4.6 min).

In the second call of proposals (2006), applicatiorere accepted for the activities that were
included in the first call of proposals as welleasumber of activities which were not included
in the first call i.e. construction of a new buiidito be used as a restaurant, accommodation unit
etc.

A great emphasis was given on the creation of redatad to tourist business activities such as,
shops selling traditional products, galleries,\aiéis centres, conference centres etc. In this cal
37 applications were approved with a total grarib min (€ 6.15 min).

In total 78 enterprises will benefit through thish8me, with a total grant of £6.3 min (€ 10.8
min) to be given (out of which 36.8% will be codimced from the Structural Funds). By the end
of 2006, 15 projects were completed and an amduapproximately £1.6 min (€ 2.7 min) was
paid. The remaining projects are estimated to bgpteted by June 2008.

For the upcoming period 2007-2013 a new Schemegodtdurism will be implemented. Details
of the scheme will be announced before the end07 2

Rural Areas marketing Plan supporting private and public investments in the Objective 2
Areas: The project was approved by CTO in February 2006ohcerns the execution of sub-
projects which include advertising, public relagcerctivities and the production of promotional
material (printed and electronic). The sub-projeg&se launched in February 2006 and CTO
has already organized 4 special promotional event§ countries, has participated with a
specially designed and equipped stand at 3 inferrattourist exhibitions in 3 countries, has
invited and organised familiarization trips for eébr groups from 3 different countries (all
aforementioned projects are on-going) and is egget¢d conclude the production of all
promotional material by the end of 2007. All suljpcts are expected to be concluded by June
2008.

Measures towards the upgrading of the accommodatioand catering facilities

(i)

(ii)

(iii)

Incentives for withdrawing hotel accommodation: The scheme, which is based on planning
incentives (rights to transfer or sell the buildicgefficient or change the use of the buildings)
will cover 20.000 hotel beds in 1 to 3 star hotald hotel apartments. The incentive scheme has
been approved by the Council of Ministers in Jud@72 The implementation of the scheme will
commence after the approval of the new legal fraonkywbefore the end of 2007.

Rationalisation of the classification system and wgrading of catering establishments:A
new legislative framework (for the rationalizatiohthe classification system by reducing the
number of categories from 7 to 3 setting the eliigybcriteria for each category) has been
prepared and approved by CTO in February 2007. fiited decision for approval and
enforcement is expected to be taken by the HouBepfesentatives.

Improvement and upgrading of sanitary areas for thecatering outlets: CTO has introduced
an incentives scheme for the improvement and upugeaaf the sanitary areas for the catering
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(iv)

v)

outlets in 2007 following a study in 2006. Over XX)ablishments were subsidized through the
scheme.

Provision of incentives for the adoption of qualityand environmental systems/mechanisms
in tourist establishments:It is an ongoing scheme being implemented sincge 1899 reaching
59 beneficiaries in 2006.

Incentive scheme for SME’s for investments indurist product enrichment projects: The

scheme with an approved budget of €13m will be thasethe EU SME’s and Regional Aid
Regulations. It is expected to be launched befueeend of 2007.
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ANNEX 3
Promotion of R&D, Innovation and Facilitation of Id Diffusion — Inventory of Progress

In the section that follows, the progress achieustl September 2007 will be presented, for each
separate measure as classified under each of licg poorities identified in the NRP.

1. Increase and Improve Investment in R&D, in paricular by Private Business
1.1. Policy Priority: Horizontal Measures

Increase overall spending in R&D: As already mentioned, the target for increasing R&M0.% of
GDP in 2010 has been set in the March 2006 Euroeamcil. Based on the latest statistical data
available, R&D expenditure raised to 0.41% of GDR005 compared to 0.37% in 2004.

Increase overall spending in R&D, via the new RPF iamework Programmes for Research and
Technological Development (RTD)In May 2006 the RPF launched its Framework Progmarfor
RTD 2006, with a total budget of £10 min (€ 17.InmiDuring the year 2006 661 research project
proposals were submitted and evaluated under tireFR&mework Programme, from which 167 were
selected for funding with a budget of £6.6 min €3lmlin).

Before the end of 2007, the RPF will launch thenteaork Programme for Research, Technological
Development and Innovation for the period of 20040, with a total budget of approximately

£60 mIn (€ 102.5 mIn). The design of the Framewmdgramme 2007 - 2010 is at its final stages and
will include the following main pillars: (a) Devgdment of Multithematic Research, (b) Development
of Human Research Potential, (c) Development ofistribl Research and Innovation,

(d) Strengthening of Research Infrastructure ah&xpansion of International Cooperation.

1.2.Policy Priority: Strengthening the Scientific Base

Establishment of a Research and Training Institutein Cyprus on public health and
environmental issues in co-operation with Harvard Wiversity: The Cyprus International Institute
for Environment and Public Health (CIl) was estsitdid in September 2005 and its operations in both
education and research are progressing well. Teegraduate programme in Environmental Health
was provided in September 2006 as planned, andctdtr over 100 candidates for the 20 seats
available. CIl is currently managing over 15 onrgpresearch projects, and has already risen over
US$1.5min (€ 1.1 min) in sponsored research froemeigs in the EU, in Cyprus and other countries.

Establishment of the Cyprus Institute: The Cyprus Institute has operated its first reseaentre,
which is on the field of Energy, Environment andté&/ain September 2007 as planned. The second
research centre of the Cyprus Institute for “Saéeaod Research in Archaeology” is expected to
operate in the academic year 2008-2009, in the d%aprstrict.

Establishment of the Cyprus University of Technolog: The renovation activities in the premises of
the Cyprus University of Technology were compleded operations have commenced in September
2007 as originally planned.

Implementation of the RPF funding Programme for upgading research infrastructure: The

Research Infrastructure Programme, which was asb g the RPF Framework Programme 2003-
2005, contains actions for the development of nesearch infrastructure, the upgrading of existing
research units/laboratories and the developmemnteséarch infrastructure networks. The projects
funded under this programme in 2006 came up to it avoudget of £1.8 min (€ 3.1 mIn), compared
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with 16 projects with a budget of £1.2 min (€ 2.Inmin 2005, and 7 projects with a budget of
£0.9 mIn (€ 1.5 mIn) in 2004.

This programme will be also included in the new RPfamework Programme for Research,
Technological Development and Innovation 2007-2010.

Institutional and competitive grants to public-secor research institutions: There was a
continuation of the policy of the government, withihe framework of the national budget, of
redirecting the method of funding of public reséamstitutions, including the University of Cyprus,
by reducing relatively their direct financial supp@nd increasing the funds that are availabletier
financing of competitive proposals, via mainly REF.

Evolution of private colleges of tertiary educationto private universities: Four private colleges of
tertiary education submitted an application toMiristry of Education and Culture in 2005 and 2006
in order to be upgraded to private universitiese Tdur applications were examined by the Evaluation
Committee for Private Universities (ECPU) in Sepbem 2007, and three private colleges were
upgraded into universities.

The new funding programme of the RPF for the identificdion and support of Cypriot Research
Centres of ExcellenceAlthough this programme was initially planned ®ihcluded in the new RPF
Framework Programme 2007-2010, it was then dedigatie RPF that it will not be launched at all.

The study for the operation and management of pubti research institutionshas not started yet,
and its execution is not within the short-term glanthe RPF.

1.3. Policy Priority: Reinforcement of Private Seabr Participation in R&D

RPF Funding Programmes for the development of Appéd Research:One of the three main
pillars of the RPF Framework Programme for RTD 2@0éhe Development of Applied Research,
which aims at the improvement of Cypriot entergissmpetitiveness through their involvement in
research activities. This pillar is divided intopBogrammes “Research for Enterprises”, “EUREKA
Cyprus”, and “Follow-up Projects”. The first progieme aims at encouraging the cooperation of
enterprises with local research organisations, $eeond one targets the cooperation of local
enterprises with foreign research organisationg] #re last one promotes the utilisation and
commercialisation of the results of completed redearojects. In 2006 42 projects were funded with
a budget of £3.31mIn (€ 5.66 min), compared wittpBfects with a budget of £2.02 min (€ 3.45 min)
in 2004, and 9 projects with a budget of £0.28 (816.48 min) in 2003.

All abovementioned programmes will be includedhe hew RPF Framework Programme for RTD
and Innovation 2007-2010 as well.

Incentives for enterprises involved in R&D activities: The implementation of fiscal (mainly tax)
and other incentives for encouraging the partigipetf the enterprises in research-intensive a@wi
is still under consideration by the Ministry of Rirce.

1.4. Policy Priority: Enhancement of Human Resource

Initiatives for promoting research culture within the educational systemThe “Development of
Research Activities within the Educational SystemCyprus” Programme includes two research
competitions, called “MERA” and “PROFIT”. MERA Comafition is addressed to pupils in the age of
6-18, whilst PROFIT Competition is addressed toengrhduate students either in Cyprus or abroad.
In the school year 2006-2007 19 projects were agchtbrough MERA Competition with a budget of
£21.200 (€ 36.200) compared to 25 projects andlODYE 32.600) in the school year 2005-2006. The
respective awards given through PROFIT Competittere £10.500 (€ 17.900) for 6 projects in 2006-
2007, and £11.300 (€ 19.300) for 6 projects in 2P0G6.

81



Development of a Mobility Centre: The Mobility Centre, which was developed in Sepiem2005,
continues its operations on an ongoing basis, wghmain activities being the publication of
promotional materials, the provision of assistat@weresearchers and the organisation of various
events.

Development of New Researchersthe programme for the Support of Young Researcheng;h
was also part of the RPF Framework Programme 2003s2contains actions for the entry,
improvement and mobility of new researchers. In6228 projects were funded under this Programme
with a budget of £1.03 min (€ 1.76 min) , compaveth 41 projects with a budget of £1.3 min
(€ 2.22 min) in 2005 and 36 projects with a budgeil.1 min (€ 1.88 min) in 2004.

Collaboration with Expatriate Researchers: The “Expatriate Researchers” Programme that was
running for three years as part of the RPF FrameWwoogramme 2003-2005 has been replaced in the
new RPF Framework Programme 2006 with the “PhilokseProgramme, in order to meet the new
EU rules for research funding. Under this new paogne 6 projects were funded with a budget of
£0.2 miIn (€ 0.34 min) in 2006, compared with 8 pctg with a budget of £0.2 min (€ 0.34 mIn) in
2005 and 7 projects with a budget of £0.2 min @&l0nin) in 2004.

In addition, in 2006 the RPF announced the programiResearch Cooperation with Distinguished
Overseas Scientists”. The scope of this Progransréd transfer of knowledge and experience of
internationally distinguished scientists, througkit participation in research activities condudiad
the benefit of Cypriot research organizations. Biedy, this Programme aims at the training of
Cypriot researchers on cutting-edge fields throtighir cooperation with the research teams of the
distinguished scientists and the creation of I@rgat cooperation networks between the Cyprus
research units and the research teams of theglistimed scientists, for future participation inioasl

and European Programmes. Six projects were finameetbr this programme with a budget of
£0.44 min (€ 0.75 mIn) compared with 10 projectd £6.80 min (€ 1.37 min) in 2005.

All abovementioned programmes will also be includedhe new RPF Framework Programme for
RTD and Innovation, 2007-2011.

1.5. Policy Priority: Promotion of International Cooperation

Promotion of participation to the 6" and 7" Framework Programme for RTD: RPF encourages
the participation of researchers in th® Framework Programme for RTD (FP7) through the
establishment of the National Contact Points Nekwas well as with information seminars and
brokerage events. On the 27th anl! 88April 2007 RPF organised an Information Day F#t7 and a
seminar on Project Management in FP7 respectivdtjist the most notable event during the period
of this report was the Launching Event for FP7 leid31 May 2007 in the presence of Commissioner
Potocnik.

In 2006, there was not much participation of Cyprésearchers in the FP6 as well as in conferences,
where they can present the results of their rekeand/or be prepared for participating in European
and/or international programmes, because of thigelihCall for Proposals that took place during that
year. Specifically, the amount granted by RPF towahese activities was £2.047 (€ 3.498) in 2006
compared with £20.567 (€ 35.140) in 2005 and £98(871.68.938) in 2004.

Promotion of participation in programmes of the European Science Foundation (ESF)n 2006,
the RPF provided support to research organisapanticipating in seven new Research Networking
Projects. The duration of these projects is fiveitoyears and the annual amount attributed by RPF
€31.000.

Bilateral agreements with other countries in the feld of research: The latest agreements signed by
the Government of Cyprus for the promotion of caapen in the field of research were with Italy

82



(second half of 2006) and Romania (first half 0020 The agreement with China and UK are still in
the phase of negotiations.

The patrticipation in the Calls of Proposals annedhinn 2006, which concerned the agreements with
Italy and Greece, is considered satisfactory, aprafects were approved for financing with a budget
of £0.27 min (€ 0.46 min). In 2005 two calls of posals were announced, concerning the agreements
with France and Slovenia, from which 11 projectsavapproved for financing with a budget of
£0.07 min (€ 0.12 min).

Access to international research infrastructures:This programme provides the opportunity to the
research community of Cyprus to access advancegtnational research infrastructures, in order to
facilitate the implementation of high-level resdamctivities. In 2006, six projects were financed
under this programme with a budget of £0.38 mInO(65 min) compared with 4 projects and
£0.26 min (€ 0.44 min) in 2005.

2. Facilitate All Forms of Innovation
2.1. Policy Priority: Creation of Innovation Polesand Incubators

Programme for the creation of new high-tech innovave enterprises through the business
incubators institution: Four incubators are in full operation; there hasrbsatisfactory interest by
inventor teams to be housed in the incubatorsothd, tforty-two teams of inventors submitted relgva
applications since the incubators were introdu@@®2), in subjects such as Biomedical Engineering,
Biotechnology, Electronics, Fluid Dynamics, Teleenumications, Information and Communication
Technologies (ICT), out of which twenty eight hdeen approved.

Four companies, which graduated during the peri@tbureview, are in the process of establishing
partnerships with other private companies in agngpt to promote and further develop their products
and services.

Introduction of a Business Incubators AccreditationSystem: After a Decision by the Council of
Ministers, the introduction of the “Business Inctdva Accreditation System for the establishment and
operation of business incubators” which was expgetestart at the beginning of 2007 must now
follow an evaluation study of the Business Incubstostitution. In connection to this, the tendar f
consultancy services for the preparation of anuatain study of the Business Incubators Institution
has already been assigned.

Establishment of a Science and Technology ParK:here has been progress in the promotion of the
establishment of a science and technology parkeMpecifically, the feasibility study which started
in July 2006 is progressing and is expected todvepteted before the end of 2007. Additionally, the
pre-selected site for its construction which hadrbapproved by the Council of Ministers has been
evaluated by the Consultants. Furthermore, alctivapetent authorities are continuing the pursuance
of the prompt construction of access roads anddbieof the necessary infrastructure of the Park, s
as to expedite the establishment of its first ténalike the Cyprus International Institute for the
Environment and Public Health, in Association wilke Harvad School of Public Health.

Creation of Thematic and Innovation Networks: The design of the measures to be undertaken to
that end is at its final stage. The measures welirttiuded in the Research Promotion Foundation
(RPF) Framework Programme for 2007-2010 that ietqul to be launched before the end of 2007.
There would be a preliminary evaluation of the roeas after their first year of implementation and a
more thorough one after the second year. Basedhenatorementioned interim evaluations any
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necessary adjustments will be made and the measilté® re-launched annually until the end of the
Framework Programme.

2.2. Policy Priority: Provision of Innovation Support Services

Regional Innovation Strategy for Cyprus (RISC) The Council of Ministers approved the measures
included in the Action Plan prepared on the bakib® RISC strategy on 2/3/2006 and authorised the
Minister of Finance (MoF) to proceed with their ilmentation.

RPF has proceeded with the pilot launching of tleasare DIDAKTOR (within the KINITIKOTITA
Action of the Programme for Young Researchers) ay K005, which supports the implementation of
high quality research projects by PhD students ivterprises, whereas it has finalised the
recommendation to the MoF for the measure on tegntives, which was sent to the MoF in May
2006. The proposal is under consideration by thd-Mod discussions are currently taking place.
Final decision has not been taken yet.

The design of other measures included in the RISA Plan is still ongoing and it is expected that
many of them will be implemented during the per&@d7-2010.

Awareness — Training of SMEs for the Development ah Utilisation of Innovation
Opportunities: The implementation of this measure is expecteithdrease the awareness regarding
European programmes in Cyprus, improve the acdeSMé&s to EU funding and in the longer term
improve the level of innovation on the island.

The Cyprus Productivity Centre organised a trairemgnt for SMEs wishing to exploit the Leonardo
da Vinci sectoral programme of the Community Progree in the field of Lifelong Learning
Programme which was attended by 87 representatfeSMEs, and other private and public
organisations. The participants were informed efgtructure of the programme and the opportunities
that arose therein and were subsequently trainetthe@methodologies required to submit a proposal
and ultimately receive funding.

Three events are planned before the end of 20@7 vil address a wider range of opportunities.
These will move along the axes of European Progmsnnocal funding and co-funded (from
structural funds) measures as well as the oppdiggnéarising from financing measures and will be
specific to the three sectors specified in thetesggya document (Manufacturing, Tourism, Services).
Participants will be informed on the opportunitigsplicable to them, the sources of information
available and will be trained in the best way tddpartnerships and formulate proposals.

Creation of a Research & Technology Mediation Syste: The measure is at its final stages of
design and will be included as an individual actioxer the “Innovation Support” Programme of
RPF's Framework Programme for 2007 — 2010, thatxjsected to be launched before the end of
2007.

Awareness Campaign for Innovation and R&D: This concerns RISC measure 5.2. The RPF
finalized the planning of the measure by March 2BPF has organized two major events already in
2007 (3 - 4 May “Innovation Strategies — From Pplto Implementation”, 30th of May “FP7
Information Day”). Furthermore, within 2007 the ‘@dis Symeonides Research Award” will be
introduced by the RPF. This will be an annual award

Cyprus Innovation-Award Competition: This was introduced as a new measure at the begjmii
2006 by the Cyprus Employers’ and Industrialistet&ration and it is financially sponsored by the
Government in order to promote an innovation celtwithin the enterprises. The 1st Competition has
already been completed and the award ceremony péade on June 11, 2007. Two prizes were
awarded for the Manufacturing Industry, one prizethe Service Industry and one prize for the wider
Public Sector.
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2.3. Policy Priority: Improved Access to Finance lad Foreign Direct Investment

Scheme for the encouragement, strengthening and réorcement of women’s entrepreneurship:

It is an ongoing scheme, implemented as from 2@8Ribiting an increasing interest. In 2006, 55
applications were submitted as compared to 51 0620The Ministry of Commerce, Industry and
Tourism (MCIT) accepted applications for the 20@@incement of the scheme between July and
October 2006. Fifty-five (55) applications wereewed and, by July 2007, their evaluation was
completed and 22 of them were approved, for whiwh tbtal expected grant is estimated to reach
£400.100 (€ 683.600).

Continuation of the Scheme for Youth Entrepreneursip: It is an ongoing scheme launched in
July 2004, attracting increasing interest. TheiMiy of Commerce, Industry and Tourism accepted
applications for the 2006 announcement of the sehbetween July and October 2006. Forty-nine
(49) applications were received and the evaluat@nmittee was expected to complete the evaluation
of the applications by the end of September 200 @mount of £600.000 (€ 1.03 min) will be
proportionately granted to the successful applgargmpared to £400.000 (€ 683.440) in 2006.

Setting up of a Loan Guarantee Granting Facility:The implementation of this measure (which will
be finally decided after the final relevant Jereneigort is submitted in December 2007) is expetted
provide financial support to SMEs, which are ndedb provide sufficient collateral.

3. Facilitate the spread and Effective Use of IC&nd Build a fully Inclusive Information Society
3.1. Policy Priority: Horizontal Measures

Review of the National Information Society Strategy There is a delay in the design of the National
Information Society Strategy, which is due to thekl of a sole entity responsible for the promotbn
Information Society. It is anticipated that the @oil of Ministers will take a final decision on the
administrative structure of Information Societytire last quarter 2007, thus the national strategy i
expected to be completed in the first half of 2008.

Elaboration of Policy on Network and Information Security (NIS): The policy paper on Network
and Information Security contains three actionsifigplementation: the design of an Action Plan for
raising awareness of end users/responsible publiieb for NIS, the establishment of Computer
Emergency Response Teams (CERTS), and the preparattia Bulletin for Telecommunication
Companies about network integrity.

The policy paper was approved by the Minister om@unications and Works at the end of 20086,
causing a short delay in its implementation, as dhevementioned actions are expected to be
implemented at the beginning of 2008 instead oft#wond half of 2007.

3.2. Policy Priority: Further Promotion of eGovernment

Introduction of a Government Portal: The Government Portal has been developed andibéen
available to the public since September 2006.

Development of websites for all Ministries / Deparnents / Services of the Governmentn 2006

the development of websites for all Government Bties/Departments/Services, was completed
including Cyprus’ Embassies, but only 75% of theeravpublished. There was no progress on the
publishing of the remaining 25% of the websiteg] #mere is no indication about the time of their

completion.
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Upgrading of the Social Insurance web-enabled syste The Social Insurance web-enabled system
has been available to the public since Decembes.200

Development of a Government Secure Gatewaylhe relevant study of the project was completed in
May 2007 instead of October 2006. However, thegeddcument is under compilation and the tender
procedure is expected to be completed by 2008aametl. Hence, the development of the Gateway is
projected to start by 2009, providing the servioffered through eCivil, eCilis and eFiling systems
(for more information look at the paragraphs belaamd finish by 2011 as originally foreseen.

Development of the Civil Registration System (eCil)i The systenwill provide online services
regarding birth/marriage certificates, passporssiigy etc. The relevant study of the project was
completed and its recommendations along with thate® implications are being evaluated. The
system is expected to be operational by 2009 aseth and most of its services will be available to
the public through the Government Secure Gateway.

Development of the Companies Registration SystemHKging): The first phase of the Companies
Registration System was completed, allowing thevigion of the following online services: (a)
searching of information regarding the Registeregim@anies in the Catalogue of Registered
Companies, Partnership, Business Names and OveTseasanies, and (b) submitting application for
a company name approval. The second phase of tensywhich will allow for a complete online
registration of a new company, is expected to beraipnal by 2009 as planned, and it will be
available to the public through the Government Se=Gateway.

Development of e-services for the Land and Survey3epartment (eCilis). Some e-services for the
Land and Surveys Department, such as the request dopy of a certificate of registration and the
issue of a cadastral plan, will be implemented ugtothe Government Secure Gateway, which is
expected to be operational in 2009. The remainisgreices will be acquired through open tender
procedure and a phased implementation of therketylto start in 2009.

Development of a Central Government Data WarehouseThe Government Data Warehouse will
combine into a common format all data existing e tsystems of the various governmental
departments and services. This will provide theisbésr public decision-making, for identifying
trends and directions and for deriving pro-actitvategies.

The project is progressing as planned, as the aptestudy was completed on time. Based on the
findings of the study, the Department of Informatibechnology Services is currently preparing a
proposal for submission to the Government Compeda&dn Board for granting its approval. The first

two phases of the project are anticipated to 812008 as planned and be completed in 2010.

Roll-out of the Office Automation System (eOAS)Phase | of the roll-out of the Office Automation
System was completed as planned, and the systembdes operating in all 5 governmental
departments included in Phase | since June 2007.

Training of civil servants to help them develop are-culture: As already mentioned in the previous
progress report, the implementation of this measuomgoing and includes:

« Training of users who are not computer literategrigher to gain basic IT skills.

* Organisation and delivery of informative seminawsstaff, in order to provide them with
initial information about the proposed changes/ mays of working.

* Organisation and delivery of informative seminasgéted at middle and top management
staff (all levels), in an effort to gain their aptance and commitment for eGovernment
initiatives, so that they will be able to dissentén¢he right, positive messages to their staff
and drive the change process.

« Organisation and delivery of workshops, targetedtatf (all levels), in an effort to explore
ways of effectively managing the change process.
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« Training of a team of ‘superusers’ for the spec#®overnment initiative/project, who then
undertake the training of users/staff (technic#lssicaining) and/or the provision of first level
support on site.

In the last year, the abovementioned process ai@haavere carried out during the implementation of
Office Automated System in five governmental deparits and services.

Setting up of a Help Desk SysteniThis system is expected to manage centrally elirtieal support
issues related to ICT usage in the Public Sectoutih a Call Centre and/or Intranet. The systerh wil
log all problems and solve or channel them for Ieg&m by the involved party.

The project has not been initiated yet due to sigertof human resources. The Department of
Information Technology Services is considering dpgion of outsourcing part of the management of
the system, and a new proposal has been submatétetGovernment Computerisation Board for
approval. The proposal is expected to be discusséate the end of October 2007 and if approved
within 2007 the project will be implemented by #red of 2009.

New Measure — Development of eProcurement SystenThe e-procurement solution covers
eRegistration, eNotification, ePreparation of dall Tenders, eTendering and eAwarding phases.
eOrdering and elnvoicing are stated as optionshé grocurement notice. The Tender process is
currently underway, and the implementation of tiistem is expected to commence in September
2007. The objective set is to have a pilot runrohghe system by January 2009 and a generalised e-
procurement system by 2010.

3.3. Policy Priority: Promotion of eBusiness

Implementation of an Action Plan for the deploymentof eCommerce:The Action Plan covers a
three-year period 2007-2009 and its main activitredude the promotion of eCommerce among
businesses, via also the introduction of compatiita the relevant acquis subsidy schemes to help
enterprises implement e-commerce applications. Atteon Plan was approved by the Council of
Ministers in December 2006, but there is a delaysitmplementation due to the procedures required
for the recruitment of the Project Manager. Coesid) that the Project Manager will be recruited by
the end of 2007, the implementation of the ActidemRs expected to start at the beginning of 2008.

3.4. Policy Priority: Upgrading of Education / Life-long Learning / eLearning
Improvement of infrastructure in schools:

The progress of this measure is very satisfactorglinost all related actions. The ratio of personal
computers (PCs) to the number of pupils in the pnmeducation was better than expected for 2006
reaching 1:5, giving high expectations for meetimg target of 1:4 set for 2007. Similar situatioasw
also observed in secondary education, as the ragpeatio for 2006 was 1:3.6. and the target eet f
2007 is 1:3.

With regard to the number of projectors in schotiis, target set for one mobile projector per school
in both primary and secondary education was meitstvin 2009 it is expected that each classroom in
every secondary school will have its own projecfarother target achieved, was the establishment of
internet connections in all schools in both primangl secondary education.

The implementation of the Educational Intranet ¢ael) is progressing with a short delay, and the
interconnection with internet of all secondary smkawill be completed in 2009. The progress so far
is that the structure cabling of schools was coteplén primary and technical education schools in
2005 and 2007 respectively, whilst in secondarystshis currently 70% and expected to reach 100%
in 2008.
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Training of teachers in IT technologies:The training of teachers in basic IT skills is gnessing
with a short delay, reaching 70% and 65% in primang secondary education respectively. This
training session is expected to be completed in92@0dso, in September 2007, was started the
implementation of the next training session planried teachers, which concerns the use of
multimedia in class. It is expected that 50% &ftdachers will be trained by 2009.

Reform of the educational curriculum to include useof ICT tools: The decision about the
certification of IT skills for Gymnasium third gradpupils has not be taken yet, as there are second
thoughts on this matter, including the enhancenoén Subject in schools without providing any
certificate. It is expected that the final deciswifi be taken by the end of 2007.

The issue of electronic content for subjects taliglsichools is progressing well. At present, thsre
software for seven subjects in secondary educaimh 3 subjects in technical education, whilst
different teams of teachers are evaluating andiogealectronic content for the rest of the sulgetit

is anticipated that most of the subjects will halectronic content by the academic year 2008-2009,
as planned.

New Measure — Implementation of the Learning Manag®ent System:The Learning Management
System refers to the use of platform that enatllescommunication between teachers, students and
parents in issues like absences, homework, exaimmngtades etc. This platform was launched on a
pilot basis in 8 schools in September 2007, whigstmplementation in all schools is expected to be
completed in 2009.

3.5. Policy Priority: Improvement of the Quality of Life - eHealth

Introduction of an Integrated Health Care Informati on System (IHCIS):

The introduction of the Integrated Health Care infation System in the new general hospitals of
Nicosia and Famagusta started with a further sifelety in January 2007 and it is expected to bg full
operational by mid 2008.

Development of a National Health Monitoring System(HMS): The development of the Health
Monitoring System is progressing well and it is esjed to be completed in October 2007 as planned.

Development of a Pharmaceutical Information System:The development of this system is
progressing with a short delay, and it is expettdae completed at the beginning of 2009.

3.6. Policy Priority: Expansion of Broadband Netwaok

Granting of licences for Digital Terrestrial Television Networks: There was a delay in the
implementation of this project, as the auction gaanting licences for Digital Terrestrial Televisio
Networks will take place during the first quarté2008 instead of June 2007.

Granting of licences for Fixed Wireless Access (FWA) Networks: There was a delay in the
preparation of the documents required for condgctime auction of licences for Fixed Wireless
Access due to consultations taking place betweerDgpartment of Electronic Communications and
the European Commission. As a result, the relemantion is expected to be completed by the first
semester of 2008.

Granting of licences for Terrestrial Trunked Radio (TETRA) Networks: There was no much
progress during the last year with regard to thentjng of licences for TETRA Networks, and the
public consultation needed in order to define thenber of licenses to be granted, the geographic
scope of each license and the policy frameworloteerpected to be conducted before 2008.
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ANNEX 4

Expansion and Upgrading of Basic Infrastructureskventory of Progress

1. Road Transport

1.1. Policy Priority: Expansion of the Primary Netvork in Urban and Inter-Urban Areas

Construction of a new road that will connect Paphosand Polis Chrysochous-A study was
undertaken for the preparation of the terms ofregfee and this was completed in March 2007. The
Terms of Reference have been given to bidding atinsehich prepared and submitted their tenders,
by 31 July 2007. The construction of the road iscgrated to commence in 2008 and be completed
by 2013.

Expected ImpactWith regard to this road in particular, there sewere road safety issues under the

current situation. Thus, with the constructiontod hew road linking Paphos to Polis the total numbe

of accidents as well as the average travel timenfRaphos to Polis are expected to be reduced
significantly.

Upgrading of the Limassol roundabouts to grade-sepated junctions: The upgrading of the first
two out of a total of six roundabouts, which comeeshin 2003 was completed in May 2006. A third
roundabout was completed in September 2006, wherdasrth one was completed in March 2007
and the fifth one in June 2007. The sixth and ¢ast is under construction and is expected to be
completed in March 2008. The whole project willshhe completed by March 2008.

Expected ImpactAccording to the projections of the studies for #fve project, the grade-separated
junctions are expected to reduce traffic congestimad to a decrease of accident rates by
approximately 60%, and a reduction of the averegeet time from Nicosia to Paphos, via Limassol.

Construction of a highway from Kokkinotrimithia to Astromeritis: The construction of the first
phase, from Kokkinotrimithia to Akaki, commenced January 2003 and was completed in March
2006. The second phase, from Akaki to Astromerfigsses through the cease fire line and requires
consent of the UN forces, which until today haslme®n granted.

Expected impactThe new road is expected to remove traffic frosidential areas through which the
old road was passing, reduce travel time and dsere&cident rate. Also, it will improve the
accessibility to the mountainous region of Troodos.

Construction of a highway connecting Larnaca Airpot with Larnaca by-pass: The construction
of the road commenced in January 2004 and was ¢oltlgpleted in September 2006, as foreseen in
the NRP.

Expected ImpactThe highway improved the accessibility to the #xgsLarnaca International Airport
by providing a new road of higher capacity and lbrger length, thus reducing travelling time.
Moreover, this new upgraded link is considered seaey to serve adequately the new Larnaca
International Airport, whose construction startedtie summer of 2006.

Construction of Nicosia Perimetric Motorway: The process for the preparation of tender
documents, evaluation and award of tenders fodésign has been completed. A contract has been
signed with the winning consultants on th& 8 May 2007. The design of the project will beisii

five phases and is expected to take two years.ekbeution of the project will be carried out indiv
phases with the first phase starting in 2010. TWerall contract duration is expected to be fourgea
(2010-2014).
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Expected ImpactThe construction of the Nicosia Perimetric Motorwdyypass) is expected to
remove through traffic and as a result reduceitrati the secondary road network and travel time.

Construction of the link between Limassol Port andLimassol — Paphos motorway:This 4-lane
dual road will be part of the Trans European Roatweérk (TEN-T) and will replace the existing
access to the Limassol port that passes througlsidential area. The contract documents have been
prepared and are currently going through the anglitirocess for approval. The procurement process
is expected to take place in Autumn 2007 and ttauetion of tenders and appointing of successful
contractor in early 2008. Construction is expedee@¢ommence in the first half of 2008 and to be
completed in two years. For this project, an esinental study has been completed. The techno-
economical study is at a draft-final stage.

Expected Impactit will improve significantly the access to themassol Port and will relieve
congestion, and reduce accidents and noise impaoeiarea.

Construction of the Nicosia — Palechori RoadThe feasibility and environmental impact studies
were completed in December 2005 and have been \maprby the Environmental Agency.
Preparation of tender documents, evaluation anddefatenders for the design will take place irelat
2007. The design of the project is expected to takeyears (late 2007 to late 2009). The execution
the project is expected to last three years (2@IBR

Construction of the Limassol — Platres Road:The feasibility and environmental impact studies
underway are expected were completed in Decemb@6.2Breparation of tender documents,
evaluation and award of tenders for the designtailé place in late 2007. The design of the pragct
expected to take two years (late 2007 to late 2008 award of tenders for the construction is
expected to take place in 2010. The execution efpitoject is expected to last three years (2010-
2013).

Expected impactThe latter two projects are expected to improwe dbcess to mountainous areas,
facilitate commuting to urban areas, reduce theatMeavel time and lead to a fall in accidenesat

1.2. Policy Priority: Elimination of Congestion inUrban Areas

Undertaking of a study on Intelligent Transport Sysem (ITS) financed by the Transition
Facility of the EU: The tender procedure was completed in July 200/ thi¢ award of the tender to
the successful bidder. The signing of the contisaeixpected to take place before the end of October
and the execution of the study is expected to péee in late 2007 and 2008.

The study will result in the design of an ITS foyp2us in line with the European ITS Framework. The
study will:

a. examine the existing situation in Cyprus in terrhdegal and policy frameworks, needs and
priorities and make suggestions for changes tovath@ smooth implementation of ITS,

b. examine the existing situation in available dayateams and processes,

c. review successfully implemented ITS and GIS in ptld member states and other countries,

d. select and design the overall ITS for Cyprus based feasibility study and a cost benefit
analysis, which will include the examination of ilmentation options and selection of the
best implementation option for Cyprus,

e. design, procure and establish an ITS Control Ceancktrain staff to operate the systems and
manage it. The control centre will link existing9Tsystems in Cyprus and allow their
effective management,

f. prepare contract documents to proceed with theteglémplementation option.
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Implementation of the ITS, based on the recommendains of the preceding studyThe decision
to proceed as well as the contract implementatiethod will be taken during the ITS study in 2007
and first half of 2008.

Expected impactThe implementation of ITS in Cyprus will facilieathe effective management of the

road network in real-time. ITS has multiple bersefithich include reducing congestion, improving

information flow to users and to critical servicesch as police, fire brigade and ambulances,
enhancing safety , managing emergencies and gbneraviding other network services.

1.3. Policy Priority: Promotion of Urban Public Transport

Over the last years Cyprus has been facing anadsitrg traffic congestion problem, especially in
urban areas. This is mainly the result of the iaseein car ownership, (from 0.2 min in the early
1980’s up to 0.52 mIn in 2004); and the inadequmte service offered to the public, resulting in
Nicosia in a low 2% modal share of public transgoaiculated from all modes including walk mode).
Public transport in Nicosia carried 12.8 min pagses in 1980 but 3.5 min only in 2004. Bus lanes
have not been implemented due to the fear of isgrgatraffic congestion. Frequency is not
satisfactory, with intervals of 30 minutes or margny times increased by the consequences ofctraffi
congestion.

In May 2007, the Council of Ministers approved firegramme of actions for the enhancement of
public transport in Cyprus. The decision set upteeffng Committee, appointed a project manager
and called for the creation of a project managerueitt

The overall objective of the Programme is to enbahe public transport system (in terms of capacity
and quality) and increase its attractiveness dotthase increases from 2% in 2006 to 10% by 2015.

More specific objectives also include the follogin

* Reduce the bus journey times;

¢ Reduce the average passenger journey time and cost;

¢ Increase the number of bus routes and bus stoffsasthe maximum walking distance to a
bus stop would be 500 m approximately;

* Increase the frequency of operation of the busés tharing daytime and at peak periods (no
more than 20 minutes interval during off-peak hjgurs

* Increase the service amplitude (during off-peakagis; night and week-end);

* Reduce the average level of harmful gases emisbyphsises;

« Facilitate the use of public transport by peopléhwwinpediments, or reduced mobility;

« Establish a comprehensive parking policy in orddatilitate public transport.

The Cypriot authorities have prepared a Pilot Riajet exceeding €45 min in total which will telset
effectiveness of some of the measures identifiednjorove the situation, which address the most
urgent needs and can be implemented relativelyktyuicThe Pilot Project has been included in the
list of those that will be funded from the allocatimade to Cyprus under the Structural Funds hier t
programming period 2007-2013

The remaining proposals which include projectsdorestimated budget cost of over €500 min, like
pavements and other main roads, will be finacethbynational budget.

For the timely implementation of the project, aoject Management Unit is gradually established to
supervise both the Pilot Project and the NatiomagRamme.
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1.4. Policy Priority: Increasing Road Safety

Implementation of the Strategic Action Plan for Roal Safety, for the period 2005-2010:
Target Set: Halving the number of road deaths b$020The main new actions which were
implemented in 2006 and early 2007 were the folhgwi

* Increased police enforcement (especially on Fratay Saturday nights) for speed, drink-and-
drive, seat belt and safety helmet use,

« Operation of a Central Ambulance Call Centre indiia,

* Road Safety Education was adopted as an “emplagstt in public schools for the school
year 2006-2007,

* A project for the design and implementation of rdiake measures at accident blackspots
started in early 2006 and is in progress,

» Procedures for the introduction of Road Safety £suftir major road projects have started and
are in progress,

* The legislation on seat belts was revised in aaurd to an EU Directive and now includes
the mandatory use of seat belts on all seats ohmgial vehicles and buses, where seat belts
are available,

« The legal framework for the technical inspectiorpo¥ate passenger cars was strengthened,

* Roadside vehicle technical inspections have bedinestablished, extended and systemized.

The above new actions in addition to the establistoad safety practises, led to a decrease in the
number of road deaths by 2006 as follows:

2005: 102 fatalities
2006: 86 fatalities

2. Ports

Construction of a modern passenger terminal at Limasol port: The Cyprus Ports Authority in
close consultation with the Ministry of Communiceis and Works reached an agreement as to the
appropriate site for the new passenger termin@arch 2006. The construction of the new passenger
terminal (a project partly financed by the EU- Tgdfuropean Networks) is expected to start by
December 200and be completed by March 2010 instead of mid 2898oreseen in the National
Lisbon Programme, due mainly to problems in satgcthe appropriate site for the new passenger
terminal.

Expected impact:The new passenger terminal will (a) increasepdmesenger capacity of the port by
150% (b) improve the quality of rendered servicels donform to the requirements of the acquis
communaitaire according to the Schengen Convemtsonell as to the provisions of the International
Ship and Port Facilities Security Code and (d) terdavourable conditions for achieving one of the
strategic goals i.e. the establishment of Cyprastgas cruise centres.

Enlargement of the western container terminal’s steking area in the port of Limassol-heavy
duty pavements:the project has started in 2001 and will be im@etad in phases. Specifically, the
evaluation of the tenders, for phase 4, was comglat November 2005 and in December 2005 was
awarded to the selected bidder. Construction wimkghe heavy duty pavement have been completed
recently. The final phase is expected to be coregdlby the end of 2007 (phase 5).

Expected ImpaciThe creation of additional container stacking ari@athe western container terminal
will (a) increase the stacking area capacity by45b) allow container handling to be concentrated i
a single area within the port (c) facilitate théesmansportation of goods and people within poeba
and (d) lead to a reduction in operating costasars of the port.
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Dredging of the Limassol port to 16m:The tender documents for the undertaking of a stody
strengthening of existing structures were finalisedanuary 2006. Subsequently, there was a aall fo
tenders for the study in January 2006. The studyblean completed and there was a call of tenders fo
the execution of the project in Spring 2007. Thecexion of the project (construction) is expected
between June 2007 and May 2008. The delay of thpladion of the project (foreseen to finish in the
first half of 2006 in the National Lisbon Programneedue to the fact that the dredging of the pag
increased to 16m instead of 15m as was originddlgrped.

Expected Impactfa) It will increase the capacity of the Limaspolt to handle trade and especially
transit trade, (b) it will create favourable comatis for the Cyprus Ports Authority to achieve oifie

its strategic goals i.e. the establishment of @tgbrts as cargo distribution and transhipmentreen

in the wider region and (c) the Limassol port it able to respond to technological changes in
shipping and modern requirements of commerces@eing ships of @generation).

Implementation of the project for the redevelopmentof the Larnaca port and marina into a
mainly passenger port on a PPP basis:interested consortia submitted completed preficetion
guestionnaires in December 2005, and followingetveuation process, completed in May 2006, three
international consortia have prequalified. Thevab8 consortia were invited to collect the tender
documents in December 2006 and submitted theil tamaers in July 2007. Construction works did
not start by the end of 2006 as foreseen in théoNalt Libson Programme due to the longer time
required for the tender procedure. Constructiaxsected to start within 2008.

Expected impactThis project will make Larnaca port a major ceuship centre in the region and will
provide an economic boost to the city of Larnaca tlu the tourist influx in the area. Also its
development into a mainly passenger port togethéh wthe redevelopment of the Larnaca
International Airport will introduce the “fly andrgise” concept in the area, thus positively boagtin
the tourist sector in Cyprus.
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ANNEX 5

Environmental Sustainability — Inventory of Progres

1. Expansion of Sewerage Systems in all Major Wicipalities

1.1. Nicosia The first phases of the sewerage system whicle Hmen completed prior to the
beginning of the Greater Nicosia Sewerage Proje@000, included the installation of 380 km of
sewers, 130 km of house connections and serve @agimm of approximately 125.000. According to
the Greater Nicosia Sanitary Sewerage Project,sdwerage system will serve the entire Greek
Cypriot Community of the Greater Nicosia area, \aHiy the year 2009 is expected to be in the range
of 240.000. The Greater Nicosia Sanitary Seweragge€ provides for the design and construction of
two Urban Waste Water Treatment Plants (UWWTP), west and one east of Nicosia, collection
system of a total length of 820 km and eight maimping stations with associate forcemains and
main gravity sewers. The contract for the desigmstruction, operation and maintenance, of the
UWWTP at Anthoupolis (west of Nicosia) 13.000 m8idserve a population of 80.000, was awarded
in October 2005, its construction commenced in Ma2006 and is according to schedule. It is
expected to be completed by December 2007. Terfderthe design, construction, operation and
maintenance of phase 1 for the UWWTP at Vathia &deast of Nicosia) 22.000m3/d to serve a
population of approximately 130.000 were calledime 2006 and the contract was awarded in June
2007. Construction has commenced in September &0@7s expected to be completed by December
2009. In addition to these 2 new UWWTPs, the existplant at Mia Milia (area not under the
effective control of the Cyprus Government), wigtpacity of 19.300 fiday and which is in operation
since the 1980s, remains in operation. Besidesrtsffare being made for a new bicommunal
wastewater treatment plant to be constructed at Milea in the near future and as soon as the
necessary financial arrangements for this plantsaoeired. Award and construction of contracts for
the collection system is ongoing. Since 2003, 3&0df collection system has been completed. In
2006, approximately 80 km of sewers were instadled in 2007 there are running contracts for 150
km of sewers. The staged tendering for the remgiBR0 Km is to be completed by early 2008. The
collection system for the Greater Nicosia SewelRiggect is expected to be completed by the end of
2010. The contract for the construction of the pingstations, forcemains and main gravity sewers
has been signed in June 2006 and it is expectied tompleted within 2008.

1.2. Limassol: The first and second phases of the sewerage systkeitch were completed in 1995
and 2004 respectively, included the constructiom @entral sewerage system of approximately 350
km and an urban wastewater treatment plant locatddoni area, serving a population of 100.000 as
compared to a total population of the greater Lsoharea of 160.000. The third phase, with a view t
serve the whole of the greater Limassol area, reguhe construction of additional 500 km sewess, a
well as an expansion of the capacity of the UWWiRRwo stages, from currently 22.000/day to
23.000 nYday (stage 1) and then 40.008/aay (stage 2) to serve the remaining 60.000 ptipula
The tenders for the extension of the UWWTP werenstibd in January 2006, the contract was
awarded in July 2006 and work commenced in Aug0862Construction works for stage 1 have been
completed and operation has commenced at the begiwh October 2007. It is expected that the
construction of the stage 2 of the UWWTP will benpdeted by September 2008. The contract for the
design and supervision of the construction of tewesage networks was signed in March 2007.
Sewerage networks staged tendering is expectedgimionence by end of 2007 with staged completion
by 2012. Finance negotiations with European Firaraistitutions were completed in October 2006
for the financing of about 70% of the whole projésgwerage networks, sewage treatment plant and a
component of storm water drainage works)). An aolid#l loan of about 10% was raised from a local
bank. The remaining 20% shall be funded by selegaed funds.

1.3. Larnaca: The first phase of the Larnaca sewerage systemmemwed in 1993 and was
completed in March 2000, with the construction ppraximately 100 km of sewers and a UWWTP
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serving a population of 30.800, out of a total dapan of 61.500 for the greater Larnaca area. $o a
to serve the whole of Larnaca town, the secondgbfthe master plan has to be implemented, which
comprises approximately the construction of add#lo270 km sewers and the expansion of the
capacity of the present wastewater treatment jtant 8.500 n¥/day to 17.000 fiday.The EIA study
covering the UWWTP and the pumping stations wasptetad and submitted to the appropriate
authorities for approval in August 2006 and it veggproved in December 2006. Pre-selection of the
design consultant for the detailed design of thevesage networks, the preparation of tender
documents of the networks and the UWWTP and thersigion of the construction was completed in
May 2006. Tenders were sent out to the pre-selegésign consultants in October 2006 and the
contract award for the design consultants was digneJune 2007. The design is expected to be
completed in stages in 4 packs, from mid 2008 th 2009, whereas the tender documents to be ready
by mid 2008. Staged construction of the sewerage@arks is expected to start in 2008 with staged
completion by 2012. In parallel, 20 km of seweragévorks have been designed in-house. For these
in-house designed 20 km of sewers, the contradhffirst 10km was awarded in January 2007 and
the contract for the remaining 10 km will be award®y January 2008. The UWWTP expansion
contract is expected to be signed in 2009 and nwigin to be completed by 2011. Finance
negotiations with European Financial Institutiongihance 95% of the project, i.e. sewerage neta/ork
and UWWTP were completed. One agreement was signgdy 2007 and the second is expected to
be signed in October 2007.

1.4. Paphos:The first phase of the sewerage network of Paphasicipality, which serves a
population of approximately 35,000, was completeduly 2003. This comprised of approximately
115 km of sewers and a wastewater treatment pleating 8.100 riday. The second phase, which
will cover the remaining population of 50,000, reqa the construction of approximately 250 km
sewers as well as the extension of the capacitheturrent UWWTP from 8.100 ¥day to 19.500
m/day. The design contract for the sewerage netwarksthe wastewater treatment plant for the
second phase were awarded in May 2005 and thendissig progress. The design was completed by
80% for the sewerage networks and 100% for the UWVéXtension. The staged tendering for the
sewerage networks commenced in 2006. For the 3@86 (70 Km) of the designed sewerage
networks, the tender was out in August 2006, theract was awarded in April 2007 and construction
commenced in June 2007. The staged completion efséwerage networks is expected to be
completed by 2011. For the UWWTP extension, thele¢en were out in September 2006 and are
currently under evaluation. The contract for the WWWP is expected to be signed by December 2007
and construction to be completed by early 2010.04atjons with European Financial Institutions are
underway for financing 85% of the project and they expected to be completed by the end of 2007.

1.5. Paralimni — Ayia Napa:The first phase of the sewerage network and s@&draatment plant

of Agia Napa and Paralimni municipalities, whichn&s a population of approximately 85.000, was
completed in 2001. This comprises approximately B#sgravity sewers, 50 km force mains, 100 km
re-use water mains and a wastewater treatment pleating 12.000 fiday. Over the past year
another 16 km of sewers were constructed, thugimgnthe total length of sewers to 161km. Another
25 km of sewer network, which is situated in nonhsiy populated areas, is being gradually
implemented, depending on the construction progsesther infrastructure works, such as roads. The
expansion of the hydraulic capacity of the wateatiment plant was completed in February 2007, thus
bringing the total hydraulic load from 12.000°%day to 16.000 fiday. In July 2007, a further
UWWTP extension was awarded, to reach a total dgpac21.000 n¥/day, in view of the prospect
that the surrounding communities will also be sdrag the common UWWTP in the near future. The
estimated time of completion for the new extensibthe UWWTP is early 2008.

2. Installation of Sewerage Systems in Rural Commmities with a Population greater than 2000
Inhabitants

According to the requirements of the UWWTD, seweragtworks and wastewater treatment plants

had to be installed in 36 communities with a popota equivalent (permanent and seasonal)
exceeding 2.000 inhabitants. In the meantime, sayeenetworks and sewage treatment plants have
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been installed in 5 communities from 1999-2004. ther31 rural communities that the infrastructure
needs to be constructed, the progress achieveel fiacsubmission of the NRP is as follows:

For one community (Pelendri) the contract for trestewater treatment plant was signed in
November 2005 and construction was completed byM2007.

For the community of Lythrodondas the tender far ¢bnstruction of the sewerage network
was awarded in July 2006, construction commencegeptember 2006 and is on schedule,
with expected completion by mid 2008. The tenderthe UWWTP was out in January
2007 and the tenders are currently being evaluaiedtract award of the UWWTP is
expected in July 2007 with completion by mid 2009.

For the remaining twenty nine (29) communities, idnich the techno-economical studies,
EIA studies and design were completed in Augus52€fe progress in the past 12 months
were as follows:

Seven (7) Communities (Polis Chyrsochous, Astratisekaki, Peristerona, Athienou,
Ormidhia, and Xylofagou) commenced in stages, sibeeember 2006, the procedures
for a) preparing and getting approved their SeweeBgard Regulations and b) securing
government approval for the finance of their prijedhe existence of regulations and
securing finance, which are prerequisites for tloenmencement of the tendering
procedure, are expected to be completed, in sthgesarly 2008.

For twelve (14) communities (Kokkinotrimithia, Ratnetocho, Lymbia, Kiti, Pervolia,
Meneou-Dromolaxia, Aradippou, Livadhia, Episkopiyaghoni, Ipsonas, Kolossi,
Dherynia and Frenaros) the negotiations with tispeetive Urban Sewerage Boards of
the towns of Nicosia, Larnaca, Limassol and ParakAyia Napa are underway, for the
possible incorporation of these communities in $baverage boundaries of the towns
and the undertaking of their entire constructiorth®/respective sewerage boards.

For eight (8) communities, there are some diffiegltstill to be resolved, such as the
public acceptance of the selected location foritistallation of the common UWWTP
and the legal issue of the Sewerage Law, whicheatlyr does not provide for the
agglomeration between individual communities tarfocombined sewerage schemes.
The Sewerage Law has been modified and expected approved by the House of the
Parliament by the end of October 2007. In paradiffbrts are being made to resolve the
social issues and acceptability of UWWTP siteshgydnd of 2007.

For the 29 afore-mentioned communities, the staggdlering is anticipated to
commence in November 2007, the construction by20@B with the staged completion
by end of 2012.

The financial burden for the Government for theirentural sanitation project is
approximately €170 min out of the total estimat€®$0 min.

Expected impactThe expected impact from the installation of seger networks and treatment

plants will be:

Reduce the pollution of the groundwater, as culyamban wastewater is disposed via septic
tanks and absorption pits.

Reduce the risks to public health by uncontrollegalsal of sewage.

Provide the country with substantial quantitiesrefted effluent to be reused in the sectors of
agriculture and tourism, with a considerable reidmcof the pressure on the limited water
resources of the country.

3. Solid Waste

Implementation of a Strategic Plan for the Managemeet of Solid Waste

The Strategic Plan includes the construction oragigg of all major existing landfills for the four
regional centers (one per administrative distffiot)integrated management of solid waste as well as
the restoration of the existing landfills accorditagthe provisions of Waste Directive for landfills
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99/31/EC and the Directive 94/62/EU regarding thekaging. Each regional center will include, at
least a waste processing plant (composting plant sorting plant), biological treatment plant,
auxiliary facilities and the required transfer tas/collection points.

Paphos regional centerPaphos regional center is the first one that bvals in Cyprus according to
the specifications of the directive on Waste Ladlid§. Specifically, the first phase (the sanitary
landfill) of the Paphos regional center was congaeand has been operating without significant
problems since July 2005 and the Transfer statiariesl operation from the end of June 2006. The
tenders for the second phase which includes a meghaand a biological treatment plant (sorting
plant and composting plant) are planed to be camgley 2010.

Larnaca-Famagusta regional centerFor the Larnaca-Famagusta regional center, thetagation
works started on 12/11/2006 and will be completgdhle end of 2008. The total estimated cost is €50
min of which €29 min will be co-financed from thel@sion Fund of the European Union.

Limassol and Nicosia regional centerg-or these two centres, all necessary studies baea
prepared (Feasibility, Site plan, a Technoeconodand Environmental Impact Assessment Study),
for both districts. The Ministry of Interior, as ethimplementation Authority, decided before
proceeding at the construction stage to inform Nhmicipalities and the Local Authorities for the
results of the studies in order to avoid any pdssdbjections in the future. For both projects, the
construction works are planned to start in 2008tendompleted by the year 2010.

Restoration of Existing Landfills In order for Cyprus to fully comply with the proigsis of Waste
Directive for landfills (99/31/EC) all uncontrollethndfills will have to be closed down and be
restored by the end of 2009. Disposal of househ@sdte in rural areas takes place in uncontrolled
sites. A specific study has identified 113 illegalcontrolled waste disposal sites all over CypAus.
Strategic Plan for the restoration and after-cdréhe existing uncontrolled municipal solid waste
disposal sites, a Technoeconomical and Environrhémigact Assessment Study and all necessary
Tender Documents had been prepared for the imneededtoration for the ten most dangerous to the
environment, landfill sites.

Green Points Parallel to the above projects, the establishroegteen points is promoted, in order to
guarantee the successful operation of the fouronagicenters. In these recycling stations (green
points) the people can dispose solid waste thatncarbe mixed with normal domestic solid waste
(For example old furniture, gardening disposalsalkguantities of demolition waste, clothes eta). S
far, all necessary Studies and Tender Documentstier Design, Construction, Operation and
Maintenance of the green points, have been prepared

Demolition Waste To respond to the obligations arising from theudgqwith respect to demolition

waste, the appropriate studies have been prepaned, the projects are in the pipeline for
implementation.
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ANNEX 6
Employment Challenges - Inventory of Progress

1. Challenge: Maintain High Rates of Increase @Bbour Supply, particularly by Raising Old-
Aged and Female Participation Rates, and Reduce Geninequality

1.1. Policy Priority: Increasing Female Participdion

Scheme for the encouragement, strengthening and rdbrcement of women’s
entrepreneurship: It is an ongoing scheme, implemented as from 2@8Rjbiting an increasing
interest. In 2006, 55 applications were submithssdcompared to 51 in 2005. The Ministry of
Commerce, Industry and Tourism (MCIT) accepted @pgibns for the 2006 announcement of
the scheme between July and October 2006. Fifty-(b5) applications were received and, by
July 2007, their evaluation was completed and 22hein were approved, for which the total
expected grant is estimated to reach £400.1003&68).

Scheme for the promotion of training and employabity of economically inactive women, co-
financed by the ESF: The Human Resource Development Authority (HRDA) Ipasceeded
with the implementation of the scheme. So far agpnately 100 women have benefited (from
the first action, i.e. training). It is expecteldat the tender procedure for the second action
(employment placement) will be completed by the eh@®ctober 2007 and that the scheme will
be fully implemented by mid 2008. The target fartiipation in the scheme over the period
2006-08 is 800 women.

Continuation of the Grants in aid scheme to NGOs ah local communities for the
development of family support services (SWS): The scheme is an ongoing measure. The
amount allocated via the scheme was increased.BDBH00 (€ 8.2 min) in 2007, as compared to
£4.640.000 (€ 7.9 min) in 2006. Based on the renendations of a study undertaken in 2006,
more objective and quantifiable eligibility critarhave been set with a view to a more rational
management of the scheme.

Expansion and improvement of care services for ctdren, the elderly, the disabled and other
dependants, co-financed by the ESF (SWS)Based on the findings of a study (April 2006) on
local needs in the area of care services, thrds @l proposals were launched, in 2006 and in
2007. In the period 2006-2008, grants will be jpded to about 30 care programmes developed
by partnerships between NGOs and local authoripiegyiding care services to children, people
with disabilities and elderly at local level. Trarget set for the implementation of 10 programmes
during the project has been exceeded, as 17 progesmapproved during the first two cycles of
the project are in the process of actual implenmenavhile 13 more are expected to be approved
during the third cycle. As a result of this prdjed@ is expected that more than 60 new
employment posts will be developed and YS8omen will seek employment during the period
2006-2008.

Two new studies are expected to be conducted i7-2008 on the following subjects:
(1) The role of local authorities in the promotion aire policies for the reconciliation of
work and family life.
(2) Identification of care needs that may be met thfongw technologies/ automation.

New Measure - Subsidisation of Care Services (mayebco-financed from the ESF of the
programming period 2007-2013): (SWS) In the context of the new programming period of the
Structural Funds of the EU, 2007-13, the Social ffel Services are planning the

" As was noted in last year's NRP progress repbete has been a corrigendum on the number of
beneficiaries, in agreement with the European Cossaian.
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implementation of a new Project for promoting thetgipation of women in the labour market,
to be co-financed by the ESF. This Project is dase two pillars. The first concerns the
subsidisation of care for pre-school age childreémose mothers face difficulties entering the
labour market. The second concerns the subsidisatio the use of new technology and
automation for the provision of care services for elderly and people with disabilities.

Implementation of a measure, co-financed by the ESHn the current programming period
under the Community Initiative EQUAL, aiming at the reconciliation of family and
professional life (PB) This measure includes three projects, co-findn&%) by the ESF, i.e.
“Open Doors”, “Pandora” and “New Routes to the LabMarket™: The implementation of the
projects started in March 2005 and by January 28€6on 1 was completed. Action 1 included
primarily the following activities: Setting up ddevelopment Partnerships, development of a
joint strategy and action plan, and agreement @foak plan for transnational cooperation. In
January 2006 all three projects proceeded withokcH, which refers to the implementation of the
work programmes of the Development Partnerships.

Within the project “Open Doors” a humber of traigiprogrammes were implemented including a
training programme for about 100 gender equalitysedtants. A study was also completed about
the Cartography of the Gender Social Map of Cyprus.

Within the project “Pandora” special educationablsowere created and training programmes
were offered for employers as well as employeeghe framework of which participants were

presented with methods and actions that promotehttienonisation between career and family
life. A number of studies were also completed.

Within the project “New Routes to the Labour Markstudies on the following subjects were
completed: (a) Needs of Training and StructureServices of Convenience of Women’s
Employment in Cyprus, and (b) Supply of and DeméordServices for Enterprises in Cyprus, in
relation to Women’s Employment and Growth of WonserBusiness Activity and Self-
Employment.

All three of the above-mentioned projects are etgukto be completed by March 2008.
1.2. Policy Priority: Promote Gender Equality

New Measure - Prepare a National Action Plan for Geder Equality: A National Action Plan
(NAP) for Equality was approved by the Governmenf007, for the period 2007-13. Its aim is
to promote gender equality in all spheres of pglityough positive action and through a gender
mainstreaming approach, in a systematic and comepisthre way. The NAP for Gender Equality
includes, inter alia, actions for the improvemenhtare facilities, the conduct of research on the
pay gap, support for the enhancement of femalegrgneurship and the economic empowerment of
women, incentives for the adoption of family frigyngbolicies by businesses and organisations,
and sensitisation of employers and trade unionseed to balance occupational, family and
private life.

Increase of the public funds allocated to NGOs fronthe budget of the National Machinery
for Women’s Rights to promote and implement gendeequality programmes: In 2007, the
total budget of the National Machinery for WomemRgyhts is £565.000 (€ 965.360), of which
£251.000 (€ 428.860) is for funding women’s NGOrfsother bodies that promote gender equality
(annual funding or funding of certain actions/ pamgmes). Moreover, women’s NGO’s benefit
from the European Programme of the National Maatyiremtitled “Gender Equality — The New
Dimension is Local Authorities”, for a sum of £2800 (€ 425.440).
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Undertaking of a comprehensive study with a view tddentifying problems and defining
possible ways, including best practices in other catries, in order to reduce the gender pay
gap: The Department of Labour Relations (DLR), comnaesid a study on the gender pay gap, in
February 2007, for the purpose of evaluating aralyesing the extent of the problem, identifying
and categorising its causes, presenting good pexctin other countries and formulating
suggestions for reducing the gap.

The study was submitted to the Department in JOIY72 It presented an analysis of the current
position of women in the Cyprus labour market (eoyphent, unemployment and pay) and a
historical analysis of wage differentials betweeenmand women. Moreover, it identified the
factors contributing in increasing/reducing the gmp, and estimated an unexplained difference
in wages presumed to be due to discriminationnélgsed the “glass ceiling effect” in women'’s
career advancement; it explored the internatiomalvvof pay gaps and presented good practices
for reducing the gap in other EU member states; sughested policy measures for reducing the
gap at national level. Specific measures for r@tythe gap, drawn on the conclusions of the
study, will be promoted by the Department, folloginonsultation with other public authorities
and the social partners.

1.3. Policy Priority: Promote Active Ageing

Increase of the retirement age for the civil servas, as from 1.7.2005 This measure is being
gradually implemented, raising retirement age fi@dnto 63 years. It will become fully effective
as from July 2008.

Increase of the retirement age in the broader pubt sector from currently 60 to 63 years:
Several semi-government organizations have eithecgeded or are underway with a view to
extending the retirement age to 63. In additionth® Cyprus Telecommunications Authority and
seven other smaller semi-governmental organizatisrtsch had amended their laws last July
2006, the Electricity Authority of Cyprus and seafeother semi-public organizations introduced a
retirement age at 63 in 2007. Local authoritiegehalso been raising their retirement age to 63.
The measure excludes educational service employees.

Continuation of the scheme promoting the self-empianent of elderly persons: It is an ongoing
measure with limited, however, use by the targetigr Following an awareness campaign in 2005,
there was an increase in the number of applicatsolsnitted for the scheme in 2006 (14 approved
applications in 2006 compared to one applicatiodfs).

Study for identifying new actions in promoting actve ageing Following a tender procedure a
study was carried out for identifying new actiomspromoting active ageing. The results of the
study will be examined with the possibility of protion of new measures, in the next
programming period. (The study is a part of thejget: Development of PES network, which is
co-financed (50%) by the ESF.)

Among the types of measures under examinationhreréallowing:
® Reduction of retirement incentives.

"  Employment-encouraging measures for people of &g@45

® Enhancement of care services.

® Raising of awareness on the ageing of society.

1.4. Policy Priority: Build Employment Pathways br Young People
Continuation of the Scheme for Youth Entrepreneurslip: It is an ongoing scheme launched in

July 2004, attracting increasing interest. The istny of Commerce, Industry and Tourism
accepted applications for the 2006 announcemetteftcheme between July and October 2006.
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Forty-nine (49) applications were received and #aluation committee was expected to
complete the evaluation of the applications by #ral of September 2007. An amount of
£600.000 (€ 1.02 min) will be proportionately gireoh to the successful applicants, compared to
£400.000 (€ 683.440) in 2006.

Scheme for the promotion of training and employabity of young secondary education
school graduates, co-financed by the ESFThe HRDA has proceeded with the implementation
of the scheme. The tender procedure is expectbeé twompleted before the end of October 2007
and the scheme to be fully implemented by mid 2008&e target for participation in the Scheme
over the period 2006-2008 is 550 persons.

1.5. Policy Priority: Build Employment Pathways br the Unemployed

Scheme for the promotion of training and employabity of the unemployed, co-financed by
the ESF: The HRDA has proceeded with the implementationhef scheme. It is expected that
the tender procedure (second action — job placenvgtitbe completed before the end of October
2007 and the scheme will be fully implemented byl 2008. The target for participation in the
Scheme over the period 2006-2008 is 700 persons.faf approximately 150 persons have
benefited from the first action of the Scheme (tirag).

Scheme for the enhancement of computer literacy dhe unemployed, co-financed by the
ESF: The Scheme (not in the original NRP measuresriuduced in 2006) aims to enhance the
computer literacy of the unemployed, with priorigttached to young unemployed, women
unemployed as well as groups of unemployed threatdyy social exclusion — e.g. older aged
unemployed, in order to improve their employabilityThe HRDA has completed the tender
procedure and the contractors have proceeded Wwihimplementation of the scheme, which is
expected to finish by the end of 2007. The tafgeparticipation in the Scheme is 540 persons.
So far, approximately 370 persons have participated

2. Challenge: Increase the Flexibility in the Ladur Market

2.1. Policy Priority: Enhancement and Modernisation of the Public Employment Services -
PES

Development of PES network, partly co-financed byhe ESF: Within the framework of the
implementation of this programme, five new locdidar offices were set in operation (sixth one
will be opened before the end of October) and thewisting district labour offices have been
upgraded since the beginning of 2007. One of twll offices is located in a rural area. In
addition, since the beginning of 2006, qualifiedgmanel was recruited and trained as counsellors
to provide active support to vulnerable groupsudahg young unemployed, women wishing to
enter the labour market, public assistance recipiemd persons with disabilities through an
individualised approach. Overall, over the perimhuary 2006 — June 2007, 2923 job seekers
went through the individualised approach, of whi@i were placed in jobs and 646 were given
guidance for training and work experience programumeé&urthermore, within the framework of
this measure a “Guide for Employment” was being lisiiled and would be distributed to the
general public before the end of October 2007.

Four supporting studies relevant to the PES funetiare being carried out. One of the studies
(mentioned in part 1.3 above) aims at identifyirgvractions for promoting active ageing and its
findings will be used for promoting appropriate regi@es in the 2007-2013 programming period.
The second study aims at the modernisation of sesvprovided by PES to employers and it
includes an evaluation of the current services jgle and suggestions for additional/new ones.
The third study aims at setting up an operatiorah for the development and integration of
private employment agencies into the employmentehotl Cyprus and it is currently in the final

stage of completion. The fourth study, aiming abvding suggestions for the development of
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targeted programmes for promoting the employmenyafng persons, is expected to begin in
October 2007.

Upgrading of the existing Candidate Placement Syste (CPS) and introduction of new
software and statistical system for the monitoringof flows, co-financed (50%) by the ESF
This measure aims at upgrading the existing CPSimimdducing a new software and statistical
system for the monitoring of flows over the 200%&period. The upgraded CPS and the new
software and statistical system for the monitorafiglows will serve, inter alia, for implementing
the EU target of giving a new start (e.g. trainireglucation or a workplace) to each young
unemployed within 6 months. Following a supportstgdy a tender procedure was launched in
June 2007 for the recruitment of an IT company éwelop the new system over the period
September 2007 - October 2008. The social partmerse been consulted on the subject.

2.2. Policy Priority: Promotion of Flexible Formsof Employment

Action aiming at the promotion of flexible forms of employment, co-financed by the ESF:
(CPC) Based on the results of a diagnostic study (cotaglen October 2006) a state aid scheme
was developed with the objective of encouragingmgtses and organisations to create posts for
flexible employment and for women (previously ingetor unemployed) to occupy these posts.
The scheme was launched in February 2007 and apiplis from women and companies will be
accepted till the end of November 2007. By the ehdugust 2007, the objective of placing 60
women in new jobs had been achieved by more thé&x 80

New Measure - Promotion of Flexible Forms of Emploment (may be co-financed from the
ESF in the Programming Period 2007-2013)Through the promotion of flexible forms of
employment, the project, aims at:
1. Attracting more persons in the labour market, sipeadly persons from groups with low
employment participation;
2. Assisting more people to remain in the labour matkeough the improvement of their
employability and the promotion of the reconciloatiof family and work life;
3. Improving the productivity and competitiveness aterprises and organisations that will
create posts of employment with flexible arrangetsen

The above will mainly be achieved through a subsidgeme for enterprises and organisations,
for promoting and applying in an integrated manihexibility with security in the workplace, by
mid 2008.

2.3. Policy Priority: Ongoing Assessment of LabauMarket Needs

Undertaking of three studies on long-term employmenforecasts in the Cyprus Economy
2005-2015 (HRDA):

(a) Long-term employment forecasts 2005-2015: The study was completed in 2005.
Employment forecasts have been provided for 44csedeeconomic sectors and for 27
selected occupational groups for the period 2008520

(b) Long-term employment prospect forecasts in Ilgher level occupations 2005-2015:The
study was completed in 2005. Employment prospbate been provided for 104 higher-
level occupations for the period 2005-2015.

(c) Long-term employment prospect forecasts in mdidle level occupations 2005-2015The

study was completed in 2005. Employment prosphkaise been provided for 90 middle-
level occupations for the period 2005-2015.
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The three above-mentioned studies were dissemin&bedr wide audience of prominent
stakeholders in a variety of ways, utilising bothaditional and electronic channels of
communication. These 10-year employment forecagsch are planned to be carried out on a
regular basis every 3 years, i.e. the next onelsbsicarried out in 2008, constitute a useful guide
for the formulation of appropriate policy responggsthe HRDA, government ministries as well
as the social partners. Moreover, they serve asedul tool for the provision of vocational
guidance in schools and for informing parents andents on the employment situation forecasts
in Cyprus.

Undertaking of annual investigations for the identfication of initial training needs, with the
involvement of the social partners: The annual investigation for identifying the iaititraining
needs for 2008 was completed in April 2007. Thadifigs of the annual investigations are
utilised by the HRDA every year in order to arriaé policy decisions for the promotion of
appropriate initial training programmes for the nggar. Dissemination to the public is achieved
via the website of the HRDA.

2.4. Policy Priority (new): Further Promotion of Adaptability of Workers and Enterprises

New Measure - Incentive scheme to facilitate the 8hfrom low- to high-productivity jobs (may

be co-financed by the ESF of the new Programming ed 2007-2013): The scheme aims at

improving labour productivity by facilitating thehift from low value added jobs to high value
added jobs. It involves subsidies to enterprismstlie implementation of specific changes that
will lead to the required job reallocation.

3. Challenge: Orderly Management of Foreign Wonlselssues to Serve the Economic and
Social Needs of the Country

Implementation of the new strategy for the effectie management of foreign workers’ issues:
(DL, MOI) The new strategy aims at the orderly managemeetonomic migration taking into
consideration the priorities of the national Stgate Development Plan. Following new
consultations among the competent ministries artll thie social partners, the new strategy was
agreed. The strategy sets quotas on foreign werken the total workforce and on each
enterprise) while favouring the employment of higkkilled workers, puts time-limits on
processing of applications, verifies the right bk tworker to change employer, provides for
employer sanctions and sets up coordination andtorimg mechanisms. It is expected that the
strategy will be implemented very soon.

Preparation of a new immigration law providing a canprehensive framework for
immigration policy: (MOI) Instead of a new Aliens and Immigration Law, thr@mending
Laws were prepared during the last year. The &msending Law, aiming at harmonisation with
several EU Council directives and decisions, wasreyed by the House of Representatives and
published in the Official Gazette on 14th Februda®@7. It referred to the following directives
and decisions: Council Directive 2003/86/EC, conawy the right of family reunification;
Council Directive 2003/109/EC, concerning the statd third country nationals who are long
term residents, Council Directive 2002/90/EC, digfgy the facilitation of unauthorised entry,
transit and residence, Council Directive 2003/11D/&n assistance in cases of transit for the
purposes of removal by air; and Council FrameworciBion of 28 November 2002 on the
strengthening of the penal framework to preventfudlitation of unauthorised entry, transit and
residence.

The other two amending laws were pending for aparet the end of August 2007, on carriers
obligations and on students and trainees respégtivAs regards the first one the Ministry of
Interior has prepared a carriers’ liability drafiwl in compliance with Directive 2001/51/EC of
28/06/2001, concerning the obligations of carrigessporting foreign nationals into the territory
of the Member States and Directive 2004/82/EC dD22004, concerning the obligations of air
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carriers, transporting passengers into the tegritof the Member States, to communicate
passenger data. The draft law was approved byCthencil of Ministers on 16/05/2007 and its
discussion in the House of Representatives hasrbegu

The second pending draft Law constitutes an amentieethe Aliens and Immigration Law in
compliance with Directive 2004/114/EC of 13/12/20®bncerning the conditions of entry and
residence of third country nationals for study msgs, exchange of students, unremunerated
trainees, or voluntary service. It was approvedths Council of Ministers in June 2007 and its
discussion in the House has also begun.

4. Challenge: Further Development of Human Capita

4.1. Policy Priority: Continuous Improvement of the Quality and Flexibility of the
Educational System

Education Reform: The Minister of Education and Culture, on theibasf a Council of
Ministers decision, has submitted a strategic phatate September, to teacher organizations and
other stakeholders, within the context of the etiocal reform, with a view to arrive at policy
decisions within the next few months on educatiorefbrm issues, such as the quality of
education, teacher training and assessment ancuthieulum up to the lyceum.

Implementation of an action aiming at introducing nodern technology in education, co-financed

by the ESF: The programme aims at reforming the curriculalb§ubjects with activities using ICT,
providing schools with the suitable ICT equipmentl a&ompleting the infrastructure installations.
The Ministry of Education and Culture has obtainealdy- made software for the needs of some of the
subjects taught at the Lyceum and Technical/ Vooatilevel and started the procedure to obtain e-
learning software for these subjects. The proaetiobtain ready-made software for the remaining
subjects taught at Lyceum has already been starfeshders for ICT consulting services are under
evaluation. The Ministry of Education and Cultinas prepared the LARIdesign for 25 secondary
schools and the tenders for the implementatioespected for evaluation.

A Learning Management System (LMS) Platform hasmbeaught where teachers will be able to log
in, in order to find material or to communicatelwither teachers or pupils and their parents.

During the current school year computer subjectgehbeen systematically included in the
curriculum of “all day” Primary schools, mainly ttempulsory ones but to some extent also the
voluntary® ones. “All day” schools operate until 4 pm insted 1:05 pm (except on Wednesdays).
A few extra subjects are taught in these schoadlsthay often have subsidised lunch arrangements.
There are 150 voluntary all-day schools and 9 cdsgpy ones. Since compulsory all-day schools are
considered more successful, their number (15 fer gbhool year 2007-08) may be expected to
increase following a three-year pilot period endmg@008.

A programme aiming to supply all classrooms of Rmynschools with ICT equipment started during
school year 2006-07.

Implementation of an action aiming at ensuring thatsecondary education teachers will
become digitally literate, partly co-financed by tre ESF: The Ministry of Education and Culture
launched in April 2005 teacher training programrbased on ECDL (European Computer Driving
Licence) standards. The programmes, which willvigle participants ECDL certification, will
continue to be offered at a rate of two programpesyear until September 2009. In addition, the

18 | ocal Area Network.

19 “voluntary” means that it depends on the parevitether the child will attend the extended hours.
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Ministry of Education and Culture introduced a spkteacher training programmes on ICT and e-
learning in June 2005, which will continue to béeoéd until September 2008. The percentage of
Secondary and Vocational Education teachers alréiaityed on basic skills and how to implement
ICT is 38% (2.500 teachers out of 6.600). The pogne aims at training all the secondary and
vocational education teachers on ICT.

In addition the Primary Education Department hasit¢hed an action aiming at in-service training of
Primary school Teachers in Basic computer Skilltheruse of ICT in classroom. The percentage of
primary school teachers already trained is 42%0(@t&achers out of 6.000).

4.2. Policy Priority: Increase Opportunities forUniversity Studies in Cyprus

Introduction of new departments in the University d Cyprus: The Department of Biological
Science has started offering pre-graduate studieb fms accepted its first students, in the
academic year 2007-08. In addition, the introductiof the Department of Law is under
examination.

University of Cyprus increased intake (new) The Ministry of Education and Culture in
collaboration with the University of Cyprus has annced the increase, by 132, in the students
intake, to be effected in academic year 2007-0Be ifew students will join existing programmes.

Operation of the Open University of Cyprus: The selection procedure for administrative and
academic staff started in 2005 and it will be conéid based on the future needs as a result of the
expansion of the programmes offered. The requaénhinistrative and academic staff for the
academic year 2006-07 has been selected. The kditivdhas accepted its first students in
September 2006, with the operation of two prograsmiestudy: a postgraduate programme in
health management (60 students) and a postgraduaigramme in education studies (90
students). A new postgraduate programme in Andizngiek culture and a “Master” Programme
in Information Technology system | began in Septen2007 with 80 students each.

Operation of the Cyprus University of Technology: The selection procedure for administrative
and academic staff started in 2005 and it is stilderway. Further, the renovation of the
buildings to be used in housing the University wampleted in September 2007. The University
accepted its first students (450 students in tatapeptember 2007, starting operation with five
faculties and eight departments.

Establishment of Private Universities, following tke enactment of the relevant legislative
framework regulating their operation in July 2005: Following the enactment of the law
regulating the establishment and operation of peiwaiversities in Cyprus, the Council of Ministers
appointed the members of the Evaluation CommitteePrivate Universities on 5/12/2005. Five
applications have been submitted so far, for th&bdishment of Private Universities by the ownefrs o
four private institutions of tertiary education aadprivate company. The evaluation procedure
commenced in May 2006. A total of ten working grewassessing the readiness of colleges to be
upgraded into private Universities completed tlesmluation work by June 2007. The final report of
the working groups was submitted to the EvaluaGommittee for Private Universities. On the basis
of the evaluation results, the first three privatgversities have been approved and started tcatser
in the academic year 2007-2008.

4.3. Policy Priority: Continuous Upgrading of Skils to Labour Market Needs

Implementation of an action aiming at strengtheningthe quality and attractiveness of the
Secondary Technical and Vocational Education (STVEpnd improving the organisation of
STVE, co-financed by the ESF: The Ministry of Education and Culture launchedMay 2006 a
tender procedure for a study focusing on the oggiin of the STVE. The commissioned study
was presented to the Ministry of Education and @eltat the beginning of June 2007. The
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preliminary results of the study were evaluatedhsy Ministry and remarks were given at the end
of June to the successful Tenderer, who submittiolah draft in August 2007 (to be presented to
the Ministry, in October). In addition, the Minigtrs in the process of revising the curriculum of
the STVE within the context of the Educational Refo Based on study findings and the
curriculum revision, the implementation of a newrgulum is currently planned, with a view to

be introduced into a number of STVE schools, asla project during the school year 2007-

2008.

Implementation of an action aiming at upgrading theApprenticeship Scheme, co-financed
from the ESF: The Ministry of Education and Culture launched imywR2006 a tender procedure
for a study focusing on the organisation of the dgppiceship Scheme. The study is completed and
the Preliminary Report of the findings and suggesi has been presented to the Ministry of
Education and Culture and it is now under evaluatind assessment by the Department of STVE.
The Ministry is also in the process of revising thericulum of the Apprenticeship Scheme. On
the basis of the results of the study and the esvigirriculum, an action plan aiming at upgrading
the Apprenticeship Scheme will be elaborated in800

New Measure - Establishment and operation of a Newlodern Apprenticeship (NMA),
designed to constitute a viable, alternative form fotraining and development for young
persons as well as to meet the needs of the labauarket (may be co-financed from the ESF
in the Programming Period 2007-2013):

The proposal which has been examined with the bpeietners is expected to be submitted for
approval to the Council of Ministers before the efiddctober 2007 and, following a transitional
period of two years during which parts of the catrapprenticeship scheme will coexist with
parts of the new apprenticeship, it will become ragienal in 2010, and as from 2011 post
secondary apprenticeship will be incorporated the system.

The main strategic objectives of the NMA are, fisto provide a learning pathway for young

persons who withdraw from the education systemyead that they are able to learn how to learn,
acquire and/or upgrade their skills, and becomeemamnployable and more able to progress in
their career; and, secondly, to increase the supplbour with persons qualified to meet the
needs of the economy, to ensure mobility betweertation, apprenticeship and employment, and
to minimise the risk of social exclusion.

The NMA will embrace young people between 14 and &5 three levels (preparatory
apprenticeship, core apprenticeship and post-sesgrapprenticeship), will be supported by an
internal research and development centre, andbwillinked to the national System of Vocational
Qualifications established and implemented by tRDA.

Upgrading of the Human Resource Development Authoty (HRDA) Training (Five Actions)

Undertaking of a special study aiming at evaluatingthe impact of the existing HRDA
schemes on the labour market: The study has covered all the schemes of the HRi2A have
been operated during the period 1998-2004. Thaystwhich commenced in August 2005, was
completed in 2006. In the light of the findinglstbe study, policy decisions have been taken to
modify/enrich the spectrum of schemes to be prothbiethe HRDA in the future. This will lead
to the further upgrading/enhancement of human abgavelopment in Cyprus.

Extension of the rendered training programmes HRDA: Introduction of four co-financed by

the ESF schemes and consultancy services andrgaioimicro-enterprises. The progress achieved
with regard to the four co-financed by the ESF sub® for selected target-groups (inactive women,
unemployed, young secondary education school Ispvdras been described under the first
employment challenge. With regard to the consuitaservices and training to micro-enterprises
employing 1-4 persons, the HRDA has completed émelér procedure and the contractors have
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proceeded with the implementation of the schemdchvis expected to finish mid 2008. The
target for participation in the Scheme over theiquer2006-2008 is 600 enterprises. So far
approximately 250 micro-enterprises are particiggin the Scheme.

Further support to the training infrastructure of i nstitutions and enterprises: The design for
the enrichment of the existing scheme entitled Iffirey Infrastructure Support Scheme” started
in June 2006 It will be completed after the exaamion of all pertinent findings / proposals from
(a) the evaluation study entitled «Ex-post evaluatdf the existing schemes of the HRDA», (b)
the Appraisal and Certification System of TrainiRgpviders and (c) the scrutiny exercise which
aims to improve the effectiveness of the servicewiged by the HRDA. The enriched Scheme
is expected to become accessible to and be utibgethe training providers and enterprises from
January 2009 onwards. So far the Scheme has besedeand approved as from 1/7/07 in order
to correspond to the revised de-minimis regulafit®98/2006/EC).

Introduction of an Appraisal and Certification System of Training Providers: The
development of the system has been assigned bHRIRA to external consultants, who will
provide the prescribed services for the developnoénihe system over the period October 2006-
October 2008 and immediately thereafter there balla gradual introduction of the system. The
draft proposal for the System has been preparedjtamill be circulated to the stakeholders for
their comments before it is finalised. The Appediand Certification System for Training
Providers is expected to become fully operationainf January 2010 onwards.

Introduction of a Vocational Qualifications System(HRDA):

The System of Vocational Qualifications is desigried the assessment and certification of the
knowledge, skills and competences of a person tfiopa competently in a working environment

under normal working conditions at a predetermifegel of occupation; and is independent of
how and when the relevant knowledge and skills warquired. It is based on Standards of
Vocational Qualifications that are developed witle involvement of stakeholders at central and
sectoral levels.

The main functions of the System are the following:
« Development of the Standard of Vocational Qualifiza.
- Awarding of the Vocational Qualification, includindgjagnosis/initial assessment, testing
and certification.
- Accreditation/ Recognition of Qualification

The system will be gradually introduced in two peséf' phase 2006 extended to 2007 ghase
2007-2013). During phase 1, there was over theogeranuary-April 2006 a review/ setting of
the already developed standards of vocational ficafions at level 2 for five occupations
(waiter, cook, receptionist, construction masonesgerson-retail). In order to facilitate the
review/setting process, technical sectoral commsttef vocational qualifications were established
in January 2006 in conjunction with the recruitmehistandard developers. As from September
2006 onwards, opportunities for access to the aysiee provided to employees, which enable
them to have their occupational competences asbdsseling eventually to final testing and
certification. By the end of June 2007, about ¥fployees had submitted applications for
participation. In May 2007, 41 certificates of wational qualifications were awarded. During
phase 2, the development of standards for an additihnumber of occupations at various levels is
envisaged.
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4.4. Policy Priority: Development of a Compreherige Lifelong Learning Strategy
Elaboration of a comprehensive lifelong learning sategy (PB):

A detailed joint plan for the National Lifelong Lesang Strategy 2007-2013 has been produced
following work by the Planning Bureau and the tweyMinistries, i.e. the Ministry of Education
and Culture and the Ministry of Labour and Socredurance, during the last several months.

The main objectives of the strategy are to empowvidzens to meet the challenges of the
knowledge-based society, moving between learnittgngs, jobs, regions and countries in pursuit
of learning, and to contribute to a more prosperaudusive, tolerant and democratic society.

Consultations on the strategy, were carried ouduine 2007, with the key social partners and
stakeholders (teachers unions, central trade uniacentral employers and commerce
representatives, representatives of tertiary edmcapublic and private institutions, and the
Cyprus Youth Organisation). It is expected tha sitrategy will be submitted to the Council of
Ministers for approval before the end of Octobe®20

The plan is based on four pillars:
(1) Promoting access to lifelong learning for all;
(2) Enhancing lifelong learning infrastructure and syss;
(3) Promoting research and development to supporolifgllearning;
(4) Effective governance of lifelong learning.

The main chapters of the paper include an analysthe existing situation in Cyprus, strategic

objectives and the policy directions, policy measuand actions, strategies for financing from
both national and European funds, and settingw fifelong learning quantitative targets in line

with the corresponding EU benchmarks (i.e. reductib early school-leaving, reduction of youth

(15+) illiteracy, increase the percentage of theubation that has completed at least upper
secondary school education, increase in adult@pdtiion in lifelong learning, and increase in the
number of tertiary education graduates from Mattiece and Technology).

The strategy provides that a National Committee Edfielong Learning should be set up
consisting of representatives of the competent aritths and key social partners, as the body
responsible for following up the implementationtbf strategy and making suggestions for its
future adjustments.

New Measure - Establishment of European Life Long karning Programmes Management
Foundation

The foundation is a non-profit (private-law) orgsation, established by the Cyprus Council of
Ministers in 2006, with the aim to become the Bdbyough which the management of the EU
programmes in the fields of education and train{@pmenius, Leonardo da Vinci, Erasmus,
Grundtvig, Jean Monnet and Transversal Programnags) promoted. The foundation will
subsidise, through funds obtained from the Europ@ammission, educational Institutions and
organisations activated in the fields of educaaod training, as well as teachers, pupils, students
educators, trainers and trainees. The Planninge&uthas been nominated by the Council of
Ministers as the National Authority responsible filnis Foundation. Already the Board of
Directors has been appointed by the Council of Btaris and the Director of the Foundation has
been recruited.

108



5. Challenge: Enhance the Conditions of Social ision

5.1. Policy Priority: Ensuring an Adequate Standad of Living for Disadvantaged and
Vulnerable Groups and Encouraging their Integration / Reintegration into the Labour
Market

5.1.1. Horizontal Measures

National Report on the Strategies for Social Protd®mn and Social Inclusion (NSPI): The
NSPI was submitted to the European Commission ©0.2006. (Coordinated by Social Welfare
Services (SWS)). Three specific strategies mckided in the NSPI, as shown below.

The Social Inclusion Strateggnvisages measures for the integration of moreplpemto the
labour market, promotion of lifelong learning, impement of educational standards and
measures that will enhance social cohesion (rednaf poverty).

The Pensions Strategyncludes reforms that will strengthen incentives the prolongation of
working life, such as the increase of the perioquieed for eligibility to the pensions of the
Social Insurance System. It also includes otheasuees that will have a positive impact on the
adequacy and sustainability of the system.

The Health and Long-term Care Strategie have a direct impact on increasing employmasit

a result of the creation of additional posts (engrses and carers) and an indirect one by
contributing to the maintenance and improvementthaf standard of health of the working
population (ensuring access to health care seryvaed to the overall effort of reconciling work
and family responsibilities.

As a follow-up to the NSPI, a Seminar was condudétedune 2007 on the “prevention of social
exclusion in children”. All stakeholders (governmeNGOs, local authorities, social partners, and
academia) were invited. The Seminar gave the dppity for exchange of information and

discussions on the current situation, best pragtiaed policy priorities on issues concerning
children.

Implementation of a measure aiming at facilitatingaccess and return to the labour market
for those who have difficulty in being integrated o reintegrated, co-financed from the ESF,
under the Community Initiative EQUAL: (PB) This measure includes three projects: (a)
“Promoting of unemployed to employment through $alésed training and skills certification
(PRAXID)” (b) “Channels for Access” and (c) “Netwofkr the promotion of Youth Employability
(ARRIS)". The implementation of the projects s¢artin March 2005 and by January 2006 Action
1 was completed. Action 1 included primarily thelldwing activities: Setting up of
Development Partnerships, development of a jomateqjy and action plan, and agreement of a work
plan for transnational cooperation. In January628lD three projects proceeded with Action 2, which
refers to the implementation of the work programmgthe Development Partnerships.

Within the project “Promoting of unemployed to emyhent through specialised training and skills
certification (PRAXI)” a system for personaliseddaimtegrated support for the entry or re-entry
of the unemployed to the market through profesdigoalification was designed. The following
studies were completed: (a) Labour Survey — siz# famecasts; (b) Support System for the
unemployed; and (c) Analysis of Professional Qirdtions.

Within the project “Channels for Access” a numbért@ining programmes, including one on

Communication and Professionalism and one on HEautrLiteracy, were offered to unemployed

women. A standard for companies that are friendkh alternative methods of employment was
also designed. A study was also completed abawepgons and attitudes of unemployed women
towards flexible work arrangements.
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Within the project “Network for the promotion of Yith Employability (ARRIS)” an internet
portal that includes advanced search engines atal himses for available jobs and candidate
employees is now available. Additionally a resbastudy on the factors that reduce the
employment and employability of disadvantaged yaduatiCyprus has been completed. All three
projects are expected to be completed by March 2008

5.1.2. Public Assistance Recipients

Review of the legislation on public assistanc@Public Assistance and Services Laws): As it
was reported in the 2006 Progress Reporthe Public Assistance and Services Law of 2006 was
enacted in April 2006 to amend older legislatiomhe new Law introduces several provisions
targeting the persons mostly in need (e.g. the tingle parents” becomes broader) whereas it
introduces further employment incentives to encgargradual labour market integration and
independence from public funds.

Implementation of a scheme for vocational trainingand employment of the recipients of
public assistance, partly co-financed from the ESF:

Within the programming period 2004-2006 of the Stuwal Funds the Social Welfare Services —
SWS- are implementing a Project aiming at the vocatidraining of public assistance recipients

(PARSs) and their reintegration into the labour nearkThe Project began in 2005, and by the first
half of 2007 the SWS have run two training cour@@snmunication skills and self-development,

and basic skills in computers) for a total of 4&gons (of whom 346 successfully completed the
first course while 273 completed the second cours&)third specialised training course (sales
skills, office management skills and English langgia began, in June 2007, for PARs who
completed the first two courses and need furtreniing. All training courses were outsourced to
the private sector. The next major action undes tRioject is the integration of PARs into

available employment positions which already beigatine second half of 2006.

New Measure — New Scheme for vocational training ahemployment of the recipients of
public assistance:

Within the same policy scope, the SWS are plan@ngroject for co-financing under the new
Programming Period 2007-2013 of the Structural Burdis project will aim at training a wider
group of vulnerable persons, e.g. PARs, young pergincluding persons aged 16-18 under the
care of the Director of Social Welfare Serviceginflies in psycho-social difficulties, substance
users etc. SWS will promote training in social skivhile the Cyprus Centre of Productivity (in
cooperation with SWS) will undertake the vocatiotaining. The target group will then be
placed in employment positions. The Project widloapromote the self-employment of the target
group through the provision of grants for the ebsaiment of enterprises.

5.1.3. Persons with Disabilities

Implementation of a training scheme for the disabld, co-financed from the ESF:(DL) The
evaluation and monitoring committee, set up to tbatl, evaluated the tender documents and
selected the contractor, which conducted over thaod July-September 2006 a study that
formulated and set the levels of the training pamgmes. Based on the study findings, and after
public procurement procedures, the task of the é@mgntation for the training programmes was
assigned to two organisations, one carrying outaining programme for people with severe
hearing impairment and one for people with sevésaal impairment.

Implementation of a scheme providing incentives forthe employment of people with

disabilities, co-financed from the ESF: (D) The scheme was opened for applications in
December 2005 and it was improved in May 2006 lyraasing the financial incentives. The
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number of applications until May/June 2007 amourited2, which is considered a small number.
For this reason more publicity has been given &stheme.

5.1.4. Older Persons

Elaboration and implementation by the Ministry of Health of a 10-year action plan for the
development of health care services for the elderly (MOH):

This is a three-phase action plan, i.e. furtheth® current phase the plan will continue during
2008-2011 and during 2011-2014.

Among the priorities of the plan are the following:

(1) Improvement of health and care servicestierdalderly at hospital level and/or with hospital
cooperation

(2) Staffing of rehabilitation centres with hdafirofessionals

(3) Development of primary care for the elderdyg( training of health professionals regarding
the development and implementation of protocols)

(4) Development of community nursing services]uding provision of home services.

The main developments during 2006-07 were the ¥ahqg:

(a) Four nurses and one doctor have undergone speaiaing in Ireland for the care of the
elderly. Another team is agreed to receive trajrtims year.

(b) The Ministry of Health has come to an agreemenhsjptecialised old people homes for
long term care, in the private sector, to provigdecsal services for the elderly, i.e. nursing
and rehabilitation care as well as medical carais Brrangement, applying chiefly in the
Larnaca District for the time being, is to take gmere off public hospitals, which used to
prolong the stay of older patients even after th@gletion of their medical treatment.

(c) The Ministry of Health has signed an agreement with specialised non-profit
rehabilitation hospital (Megaron Agoniston at Pa&&)d In accordance with the
agreement, a number of beds (six) are reservedthier needs of the elderly for
rehabilitation after serious onsets such as a strok

(d) The nursing care at home is now expanding in maeas Kyperounda, Strovolos,
Lakatamia and Kaimakli). This is done with the pheff the environment of the people
that need care and the Social Welfare Services.

(e) In addition to permanent nursing services at eddhpeople home, a primary health care
team (doctor and nurse) are visiting on a regulasi9 most public-sector old people
homes, i.e. five out of seven homes with a capamft@0-50 persons each, to cover their
primary health care needs.

(f) Within the aim of transforming a number of privadector old people’s homes into
geriatric clinics, public hospitals have been clpseo-operating with some of those
homes for providing clinical services.

Implementation of the National Action Plan for Olde Persons: The NAP/Older Persons was
approved by the Council of Ministers in NovembeB20and a monitoring committee was set up in
June 2006 with a view to monitoring progress areparing progress reports. The working methods
of the monitoring committee were decided at a meethaired by the Permanent Secretary of the
Ministry of Labour and Social Insurance in July 800A follow-up Strategy on Ageing was approved
by the Council of Ministers in May 2007.

In line with the decisions of the meetings of themtoring committee, which were held in

October and December 2006, the services involvedh& implementation of the Plan (both
governmental and non-governmental services) haee kbwrking on the preparation of reports on
the actions taken for the promotion of specific mgas, falling under their responsibility. Once
all the reports have been submitted, they will hadied with a view to promoting interaction and
synergies and introducing an effective monitoringcimanism by the end of the year.
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5.1.5. Children and Families at Risk of Poverty

Elaboration and implementation of a National Strateyy for Children for the period 2007-
2013: A Strategy for Children is expected to be compleby the end of October 2007 after
consultation with all stakeholders. The Council Ministers is expected to approve the final
document by the end of the year. A monitoring cattea will then be appointed with a view to
monitoring the implementation of the Strategy.

5.1.6. Drug Users

Implementation of the National Drug Strategy and tte Action Plan for Drug Demand Reduction,
(2004-2008): (ADC)The measure includes two actions to be implemeatest the period 2004-
2008: (1) The inclusion of social integration seeg in the treatment network and the elaboration o
mechanisms for reintegrating of former users ihte abour market, and (2) the promotion of the
participation of former drug users in social refitdiion and occupational re-insertion programmes.
The original NRP of 2005 mentioned a third actiom,“legislation for incentives to employers for the
recruitment of former users” but alternative empheyt measures are being promoted through the
PES with SWS help.

With regard to the first action, as from Januar@2@n a yearly basis, the annual sum of £50.000
(€ 85.430) will be used for the above-mentionedppee, through the "Plan for the Provision of
Financial Support for the Rehabilitation of Drug dds in Treatment and Rehabilitation
Programmes" of Social Welfare Services of the Migiof Labour and Social Insurance. The
number of people that benefited from the plan iaseel to 57 in 2006 compared to 22 in 2005.
Furthermore, drug users benefit from the coordohatforts for the enhancement and modernisation
of the Public Employment Services, through the jgion of individualised counselling with the aim
of reintegrating vulnerable groups into the labmarket.

Concerning the second action, former drug usersfitefrom the operation of three treatment
units which provide specialised social integratimmd occupational rehabilitation programmes.
Furthermore, the revised relevant legislation onblieu Assistance, provides enhanced
employment incentives to public assistance recigien

5.1.7. Asylum Seekers

Reduce the possibility of social exclusion for asyin seekers, partly co-financed by the ESF,
under the Community Initiative EQUAL: This measure includes the project “Social rights fo
Asylum seekers, social rights for all”. The impkembation of the project started in March 2005
and by January 2006 Action 1 was completed. Actionncluded primarily the following
activities: Setting up of Development Partnershiggsvelopment of a joint strategy and action
plan; and agreement of a work plan for transnati@me@peration. In January 2006 the project
proceeded with Action 2, which refers to the imp&mation of the work programme of the
Development Partnership.

Within the project, more than 50 asylum seekerdigipated in Greek language courses and
courses on Cypriot and European culture and soptgse 1). This was followed by vocational
training (phase 2) and practical experience of waykn a company (phase 3).

The project is expected to be completed by Mard®820

5.1.8. Access to Housing

Continuation of the various housing schemes ainongssist
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(1) refugees of the 1974 Turkish invasion of Cyyru
(2) low-income families to acquire their own home.

The Government has unified the non-refugee houstiemes targeted at low income families,
persons living in disadvantaged areas and largditanin an attempt to achieve uniformity and

improvement of the criteria used, as well as of pmevision of the various housing schemes.
Following a decision of the Council of Ministers 8eptember 2006, the unified housing scheme
was introduced in January 2007.

In 2006 the funds allocated to refugee and nongeéuhousing schemes amounted to £16.070.000
(€ 27.5 mIn). In 2007 the budgeted funds rosestartiially to £19.580.000 (€ 33.5 min). The
budget proposals for 2008 are £20.230.000 (€ 3§ m

5.2. Policy Priority: Safeguarding Affordable Access to Government Education and Health
Services

As noted in the NRP, education in Cyprus is fredaithe age of 18 years and it is compulsory up
to the age of 15. Furthermore, the Cyprus Govenineevers tuition fees for undergraduate
studies, in state universities for Cypriot studemtsd students from E.U. member states whereas
an annual student grant of £1.000 (€ 1.708) (ire azsnon existence of fees) and around £1.500
(€ 2.563) (in case of fees) is provided to perssindying in tertiary education level institutions
locally or abroad.

In the area of health, there is free medical carpublic hospitals for a very large percentage of
the whole population.Eligible for free medical care are civil servants as well as single living
persons with an annual income of lower than £9.3005.377), families of two with an income
lower than £18.000 (€ 30.755); for families withldhen, this income threshold is further increased
by £1.000 (€ 1.708) per dependent chiligible for reduced ratesare single living persons with
an annual income between £9.000 (€ 15.377) and0B02(€ 20.503), families of two with an
income between £18.000 (€ 30.755) and £22.000 #987, for families with children, this income
threshold is further increased by £1.000 (€ 1.7%88) dependent child. In addition, free medical
care in public hospitals is also providedgersons with chronic and serious diseasgsuch as
AIDS.

The policy initiatives underway to reform the sedary technical and vocational educational
system, including the apprenticeship scheme, at agethe introduction of th&eneral Health
Schemewill considerably improve access of the lower imsogroups to education and health.

Moreover, the initiatives underway to enhance thavigion of web-enabled services by the public

sector as well as the gradual development of amesttops in the civil service, presented in the
microeconomic chapter, will facilitate access tegqmment services to all.
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ANNEX 7
Restrictions to Competition in Professional Service

In the 2006 Commission Report of Cyprus’NRP, irisigit competition in the professional services,
was set as a point to watch, pinpointing indicdyiva the sectors of Pharmacists, Legal Profesiona
and Architects and Engineers. The Comments oEtlrepean Commission (in italics), as well as of
the professional groups and the pertinent sendgoepresented herebelow:

1. Pharmacists
» Complete ban on advertising

Comments Theban of advertisement concerns the pharmaceutiodlugts sold only on prescription,
due to their specialised properties, which are knbest by the doctor who prescribes. However, for
other medical products like pain Kkillers, ointmentosmetics etc, sold without prescription,
advertisement is allowed.

As regards the banning of the pharmaceutical sesyit was imposed following a recommendation of
the EU.

» Business Structure: (No person may own more than one pharmacy orgssssiore than a 51%
share holding of more than one business that opsrat pharmacy. This aims to prevent the
establishment of a chain of pharmacies and to foeegprotect competition.)

Comments: It is allowed toany person or company to own any number of phastsgdiowever, the
share cannot exceed 49%, except when the persampli@rmacist by profession, in which case, he
may own one pharmacy with share 51% and any nuwibgiharmacies of up to 49%. This provisory
safeguards that the main owner responsible fos#neices offered by the store is a professional. At
the same time entry is free to non pharmacistsek up to the fixed percentage of 49% which is a
significant amount. Any higher percentages wouttleaencourage chains and oligopolistic situations
rather than healthy competition among numerousestddespite this condition, there are two chains
operating in the sector already, as well as phastsaowned by trade unions.

With respect to the business structure, a casevisbefore the European Court for Italy, where the
situation bears some similarities and a decisi@xjgected soon that will have a bearing on theeissu

* Fixed fees for medicinal productgthe maximum profit of wholesalers and retailesssiet —
currently 33% of the wholesale price for retail sabr 33% of wholesale trade).

Comments: It must be clarified thathe margin is set as 33% of the wholesale pric2486 of the
retail. The setting of prices is done to protect the coresgrsince Cyprus relies heavily on imported
products, that are imported by a small number bblesalers, providing the small numerous
pharmacies. And given the fact that in Cyprus thereo General Health System yet that would
counterbalance the oligopolistic power of the sigup) the setting of prices acts as a safeguatg tha
the provision of pharmaceutical products would bhiw reasonable price limits. It must be noted
that this practice of setting prices is followednost MS. It is worth noting that the level of mscof
pharmaceuticals in Cyprus is th& [Bwest in EU25.

2. Legal Professionals
» Fixed Fees for AdvocategFees are regulated by the Civil Procedure Rulesuéd by the

Supreme Court of Cyprus. These Rules are subjennendment every 4 to 5 years with the last
amendment having taken place in 2002.)
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Comments: The fees for advocates are divided into 2 catego(ig those pertaining to court cases
which are determined by the court, and which ampatible with EU legislation (ii) those concerning
counselling and non-court cases that are set biatinger’'s association and then sent to the House of
Representatives for final approval. The House ofrBsentatives has the right to change them and
there is a case when the Parliament lowered thenigiglol rates. The last revision was in 2006, (not
2002 as mentioned above) The issue has also bsemsded at the European Court which ruled that
such practice doesn’t hinder competition, sincallegrvices are not a commodity but a public good
and as such cannot be entirely left to competitidrere is an appeal by a foreigner to the supreme
court of Cyprus against this practice, and thedgiegiis pending.

* Unable to participate in other professions or adtigs which are deemed incompatible

Comments: Legal Professionals can participate in other psifess as managers or Secretaries but
not as active members of the managing team. Tistirexlegislation is now in the process of being
changed so that lawyers can form private limiteghganies, which is a step of progress, however each
lawyer will be allowed to be stakeholder in onlyeaguch company.

3. Architects and Engineers

» Fixed Fees for public workgMinimum tariffs are provided for architectural drengineering
services for public projects and services. It h&en decided that for service contracts up to
£900,000€ 1.54 min)the tariff is fixed and the award of the publimtract is made on the basis
of quality criteria).

Comments: The Treasury of the Government claims that no guahtice is followed. There are cases
when a ceiling is set to the fee, but then firnesseraluated based on their technical specificatios
classified in order of merit. Then negotiations aeeried out with the best performer which if
successful, lead to an agreement, if not, the skeoome is invited to quote his price and terms Ebe
process of negotiations is stipulated in the Pubdinders Law.

» Ban on advertising(Architects and engineers are banned from advagisheir services on the
basis that citizendo not have the expertise to judge whether adwegtis misleading or not.)

Comments: Advertisement is banned for the reason analysesieabnd also, had it been allowed it
would be in favour of the big offices that can affdo advertise.

» Business Structure (Architects (and engineers) may practise as ke gwactitioner or in a
partnership with one or more registered archite@sgineers). Liability should be personal and
unlimited and therefore the formation of privateied companies is prohibited. Architects (and
engineers) are also prohibited from participatimgfirms with non-architects (engineers).)

Comments: A bill is prepared by the Ministry of Communicat®and Works in co-operation with the
Engineers Association, that will allow the opesatdf private limited companies, provided that éine
employers” responsibility insurance will be sedurét is noted that, now, the responsibility of
engineers with respect to the quality of projebtytcarry out is for life.
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ANNEX 8

Earmarking: The NSRF (2007-2013) contribution to &lbon priorities for growth and employment
in terms of financial effort

Cyprus has always been committed, as analysed abowesing the highest possible proportion of
cohesion policy funds for contributing to the astment of the Lisbon Strategy Objectives
(economic growth and employment), taking into actdhe specific territorial andosio-economic
situation of the country.

Within this framework and despite the fact that agis not bound, according to Article 9(3) of
Regulation 1083/2006, to participate in the earingriprocess, the indicative allocation of EU
contribution that corresponds to earmarked categaf intervention is presented in Table 1 beldw. |
is estimated that nearly 60% of the funds are edwaafor the period 2007-2013.

Table 1: Earmarked Categories of Intervention

Community | Contributing tgrt]gtr; (():fo(r::r:]el?r?i':y
CODE Contribution | Operational allocation to !
€ Programme c
yprus
Research and Technological Development, 132.700.000 21.7

Innovation and Entrepreneurship

1 R&TD activities in research centres 8.500.000  OP SDC 1.4

R&TD infrastructure (including physical
plant, instrumentation and high speed
2 | computer networks linking research 19.000.0000 OP SDC 3.1
centres) and centres of competence in a
specific technology

Technology transfer and improvement of
cooperation networks between small
businesses (SMEs), between these and
other businesses and universities, post-
3 | secondary education establishments of all 15.500.000 OP SDC 2.5
kinds, regional authorities, research centfes
and scientific and technological poles
(scientific and technological parks,
technopoles, etc)

Assistance to R&TD, particularly in SME$
4 | (including access to R&TD services in 15.750.0000 OP SDC 2.6
research centres).

Advanced support services for firms and

5 ; 8.500.000f OP SDC 14
groups of firms

8 | Other investment in firms 51.850.000 OP SDC 8.5
Other measures to stimulate research and

9 | innovation and entrepreneurship in SME$ 13.600.000 OP SDC 2.2

Information Society 15.300.000 2.5
Services and applications for the citizen (e-

13 | health, e-government, e-learning, e- 15.300.0000 OP SDC 2.5
inclusion, etc)

Transport 51.109.484 8.3

20 Motorways 24.709.484 OP SDC 4.0
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Share of Category

Community | Contributing to total Communit
CODE Contribution | Operational allocation to Y
€ Programme C
yprus
30 | Ports 26.400.000 OP SDC 4.3
Energy 5.950.000 1.0
40 | Renewable energy: solar 4.250.000f OP SDC 0.7
Environmental Protection and Risk Preventior] 43.800 7.1
Rehabilitation of industrial sites and
50 contaminated land 16.150.000 OP SDC 2.6
52 | Promotion of clean urban transport 27.720.0000P SDC 4.5
Increas.lng the adaptability of workers and firms, 11.475.000 19
enterprises and entrepreneurs
Development of life- long learning systems
and strategies in firms, training and
62 | services for employees to step up their 7.650.000, OP EHCSC 1.3
adaptability to change, promoting
entrepreneurship and innovation
Design and dissemination of innovative
63 | and more productive ways of organising 2.550.000] OP EHCSC 0.4
work
Development of specific services for
employment, training and support in
64 connection with restructuring of sectors 1 275.000 OP EHCSC 0.2
and firms, and development of systems for
anticipating economic changes and futurg
requirements in terms of jobs and skills
Impro_vmg_ access to employment and 30.600.000 50
sustainability
65 Modern_lsat_lon_and strengthening of labour 5525 000 OP EHCSC 0.9
market institutions
Implementing active and preventive
66 | measures on the labour market 16.575.000| OP EHCSC 2.7
Measures to improve access to employment
and increase sustainable participation and
progress of women
in employment to reduce gender-based
69 | segregation in the labour market and to 4.250.000] OP EHSCS 0.7
reconcile work and
private life, such as facilitating access to
childcare and care for dependent persons
Specific action to increase participation gf
migrants in employment and thereby
70 | strengthen their social 4.250.000 OP EHSCS 0.7
integration
Improving the social inclusion of less-favoured
persons 12.325.000 2.0
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CODE

Community
Contribution

(€)

Contributing
Operational
Programme

Share of Category
to total Community

allocation to
Cyprus

71

Pathways to integration and re-entry into
employment for disadvantaged people;
combating discrimination

in accessing and progressing in the labo
market and promoting acceptance of
diversity at the workplace

ur12.325.000

OP EHSCS

2.0

Imp

roving Human Capital

52.619.1%

4

8.6

72

Design, introduction and implementation
reforms in education and training system
in order to develop employability,
improving the labour market relevance of
initial and vocational education and
training updating skills of training
personnel, with a view to innovation and
knowledge based economy

of
S

11.900.000

OP EHSCS

1.9

73

Measures to increase participation in
education and training throughout the life
cycle, including, through action to achiev
a reduction in early school leaving, gends
based sagregation of subjects and increa
access to and quality of initial vocational
and tertiary education and training

e
or- 36.469.154
1sed

OP EHSCS

6.0

74

Developing human potential in the field o
research and innovation, in particular
through post—graduate studies and traini
of researchers and networking activities
between universities, research centres a
business

f

"9 4.250.000
hd

OP EHSCS

0.7

Investment in Social Infrastructure

5.000.0

00

0.8

75

Educational infrastructure

5.000.0

00 OP SDC

0.8

Total Community financial allocation

612.434.980

100%

Total Community financial allocation to earmarkedegories

360.948.638

58.9%

Notes:

The categories presented in are accordingrioeR IV of Regulation 1083/2006. However,

taking into account the priorities identified iretMational Reform Programme of Cyprus and in
accordance with Article 9.3 of the said Regulatitwo further categories have been included,
namely Code 75 — Educational Infrastructure andeCsitl- Rehabilitation of industrial sites and

contaminated land.

(1)

Abbreviations:
OP SDC: Operational Programme “Sustainable Dewvedop and Competitiveness”
OP EHSCS: Operational Programme “Employment, Hu@epital and Social Cohesion”

(2)
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ANNEX 9
Inventory of Progress for the Measures Included Amnex 1 of the NRP

1. Guideline No. 11: To Encourage the Sustainalilee of Resources and Strengthen the Synergies
Between Environmental Protection and Growth

1.1. Policy Priority: Promote Environmental Friendly Eco-Innovations

Grant Scheme for the protection of the environmentrom industrial pollution (on going since
2004): The progress is presented under the challengevirbemental sustainability.

2. Guideline No 12: To Extend and Deepen the Imal Market
2.1. Policy Priority: Speed up the Transposition binternal Market Directives

Continuous monitoring of the transposition of the emaining internal market directives:
According to the European Commission’s Internal karScoreboard No.16 of July 2007, Cyprus
continues to meet for the third successive timén llbe 1.5% transposition deficit target set by the
European Council in 2001 as well as the new 1% imtéarget agreed by the EU Heads of State in
March 2007 to be reached by the end of 2009 atdtest. With a transposition deficit of 1.0%
corresponding to 17 Directives not notified to @@mmission on time, Cyprus is amongst 9 Member
States with a transposition deficit of 1% or loward compares favourably to the EU average
transposition deficit of 1.6%, up from 1.2% in Dedeer 2006. In additiorCyprus continues to have
no outstanding directives whose transposition dead$ overdue by 2 or more years until May 2007,
compared to the EU average transposition delaymb8ths. Therefore, Cyprus remains in line with
the “zero tolerance” approach decided by the Ewappgeouncil in 2002. Furthermore, Cyprus has the
smallest transposition delay amongst EU-25. Whiligtctives that should have been transposed are
now on average overdue by 8 months, Cyprus hasnagosition delay of only 4 months. Finally,
while Cyprus’ transposition backlog is 17 direcsivEU25 must on average transpose 24 directives in
the next six months to reach the 1.5% target. Mathhis success is due to Cyprus having
implemented the best practices set out in the ZD@mission Recommendation on the transposition
into national law of Internal Market directives.

2.2. Policy Priority: Give Priority to Stricter and Better Enforcement of Internal Market
Legislation

Continuous monitoring of the effective enforcemenof Internal Market legislation: By virtue of a
Council of Ministers decision, the Planning Buredihe Republic has established (at the beginning
of 2006) a new Unit for the coordination of all lrmntal issues pertaining to the Internal Markéte T
Unit has also an advisory role on vertical issuebtae main responsibility for the IM communication

policy.

In order to carry out its prescribed duties andoesibilities, the Unit is in contact with all the
competent authorities of the country, the econanit social stakeholders in the private sector bhed t
civil society at large, as well as with the Comnaesand other Community Institutions and the other
Member States (at national level).

In addition, the Unit represents Cyprus at IMAC tiregs, coordinates the official position on the
future Internal Market policy, the establishment thfe IMI (Internal Market Information —
electronically connected network with all membextet administration) system and the activities in
respect of the first vertical application (Professil Qualifications Directive) and is responsibde f
the promotion of the Commission’s public consuttai on Internal Market issues and the
organisation of Cyprus own public consultations.
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Furthermore, the Unit liaises with the Office okthaw Commissioner for monitoring the effective
application of Internal Market legislation throutte identification of national obligations and acs
stemming from such legislation, the issuance ohmessary instructions to the competent authorities
and the preparation and submission of relevantrtepo the Council of Ministers.

The success of Cyprus” monitoring of the internalkat legislation enforcement, is reflected by the
fact that the infringement cases against Cyprugsuaito 30 compared to an increased average of 53
cases for EU25. Eleven cases concern wrong trait&poof directives by Cyprus and nine cases
relate to wrong application of directives. Furthere, Cyprus requires on average 8 months to
resolve an infringement, the second lowest in thé% compared to the average infringement
resolution speed of 26 months for EU15 and 9 mofathEU10.

2.3. Policy Priority: Apply EU Public Procurement Rules Effectively

Introduction of new legislation on public procurement implementing the new EU Directives
2004/17/EC and 2004/18/ECA new legislation on public procurement was enaatdéebruary 2006
implementing the new EU Directives 2004/17/EC (dumating the procurement procedures of
entities operating in the water, energy, transpnt postal services sectors) and 2004/18/EC
(coordinating the procurement procedures for tharedwof public works contracts, public supply
contracts and public service contracts).

Enhancement of the administrative capacity of the &blic Procurement Directorate (PPD) of the
Treasury: The project is progressing within the timeframegiorally set. The preparation of the Best
Practice Guide is proceeding as scheduled andlibavicompleted before the end of 2007. The trgnin
module has also been progressing as planned amlisdraining sessions have already taken place.
Other training seminars and workshops are planoethé end of the year. The re-organisation stddy o
the Public Procurement Directorate of the Treasuptanned to be finalized by October 2007.

Implementation of e-procurement in Cyprus: Regarding electronic procurement, the first step i
the project planning was concluded in July 2006 ulite completion of the project on the preparation
of a Strategy Study and an Action Plan for the enmpntation of e-procurement in Cyprus together
with the preparation of the Terms of Reference tfg procurement of the project. The Public
Procurement Directorate of the Treasury of the Rbpuhas procured the competition for the
“Introduction, application and deployment of a tasalution for the implementation of electronic
procedures in conducting public procurement cortipa in Cyprus”. The procedure has been
concluded and work is now focused on the signinghef contract and the implementation of the
project within the timeframes stated in the acfitem in order to have the system developed by March
2009. This will be followed by a pilot operationrjwel of seven months and by October 2009 Cyprus
will have the e-procurement system up and running.

2.4. Policy Priority: Promote a Fully Operational Internal Market of Services, while Preserving
the European Social Model

Establishment of a single point of contact to fadiate service providersfrom other member states
to complete at one point all the necessary proesdand formalities needed for establishing and
operating subsidiaries in other member states. The&asure has been substituted with the
establishment of the one stop shop.

2.5. Policy Priority: Accelerate Financial Market Integration by a Consistent and Coherent
Implementation and Enforcement of the Financial Sevices Action Plan

Transposition of the Directive on the prudential spervision of pension funds (2003/41/EC)The

Law implementing the Directive on the prudentiapatvision of pension funds (2003/41/EC) has
entered into force on the 17 of November 2006.
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Transposition of the Directive on Take Over Bids (RQ04/25/EC): The Law implementing the
Directive on Take Over Bids (2004/125/EC) has exténto force on the"5of April 2007.

Transposition of the Directive on Markets in Finangal Instruments (2004/39/EC): A draft Bill
has been submitted to the House of Representditivepproval. It is expected to be enacted befére 1
November 2007.

Transposition of the Transparency Directive (2004/Q9/EC): A draft Bill has been submitted, on
the 17" of August, to the Law Office of the Republic faghl vetting and subsequently it will be
submitted to the House of Representatives for agprdt is expected to be enacted by the end of
2007.

Supplementary FSAP-related measure - Introduction ba widely acceptable primary dealers
mechanism and of an electronic trading platform inthe domestic market for government bonds:
The required legislative changes necessary fopdoittion of a primary dealers mechanism have been
incorporated into the legislation and the procassiow under way for implementing the primary
dealers system. The full implementation of the aystor the government bond market is expected to
take place in early 2008.

3. Guideline No 15: To promote a More Entrepreneali Culture and Create a Supportive
Environment for SMEs

3.1. Policy Priority: Improve Access to Finance, irorder to Favour their Creation and Growth
in Particular Micro-Loans and other Forms of Risk Capital

The progress in the measures included under tloigoseis presented under the challenge: further
diversification of the economy and the challenganmotion of R&D and innovation and facilitation
of ICT diffusion.

3.2. Policy Priority: Provide Relevant Support Serices

Amendment to the Bankruptcy Law The amendment of the Bankruptcy law was approvethby
Council of Ministers in January of 2006 and it wasvarded to the House of Representatives for
approval. The aim of the new legislation is to nmrod to a large extent the current Bankruptcy Law
by simplifying procedures, and by giving a secopgartunity to bankrupts, to start afresh.

4. Measures Covered in the Annex to the Employm€&hapter of NRP

4.1. Policy Priority: Encourage Social Partners whin their own Areas of Responsibility to Set
the Right Framework for Wage Bargaining

Wage increases in the public and semi-governmentaer and in the private sector see macro
section of the report.
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ANNEX 10
SME Policy
3. Promote an Efficient Allocation of Resources

Promotion of investments in SMEs:There are a lot of schemes under implementationtie
promotion of investment in SMEs whereas, a numifghem have expired. The following are the
most important:

« Scheme for improving SME"s competitiveness in tl@uafiacturing sector, (New).

* Scheme for the encouragement of the processingnaartteting of agricultural products
(New).

* Scheme for promoting agrotourism.

« Grant scheme for the protection of the environnaerat industrial pollution;

e Scheme for the Encouragement, Strengthening andnfdReement of Women's
Entrepreneurship;

» Scheme for the Encouragement Strengthening anddRe@ment of Youth Entrepreneurship;

The above are presented in detail under the clyger'Promotion of the further Diversification of
the Economy towards the Production of High Valuelédl Goods and Services — Strengthening the
Competitive Advantages of its Production Base” d@motion of environmental sustainability”, as
well as in Annexes 2 and 6.

7. Increase and improve Investment in R&D Business

Various programmes are being implemented by theed&ek Promotion Foundation with a view to
improving Cypriot enterprises’ competitiveness thgb their involvement in research activities. They
are presented under the challenge “Increase andlmpnvestment in R&D”.

Further, various workshops and information days leeéng organised by the IRC Cypflsn
cooperation with the Cyprus Chamber of Commerce kudistry and the local EurolnfoCentre
targeted at SMEs presenting the various nationaekéRrch Promotion Foundation) and EU (ITE,
FISH, PROMPT, EUMEDIS, TRAINMORE) research fundimgpgrammes available to SMEs.

8. Facilitate all Forms of Innovation

With a view to facilitating innovation by SMEs, tleeare various actions underway, such as:
« Programme for the creation of new high-tech innieeaenterprises through the business
incubators institution;
¢ Regional Innovation Strategy for Cyprus.
They are presented in the relevant section ofgpert on facilitating all forms of innovation.

Furthermore, the IRC Cyprus assists on a continbaists local companies to have on-site visits to
European counterparts, resulting in many case3 hadgreements.

With regard to intellectual property rights, theQRy organised in November 2005 a workshop for
the protection of Intellectual Property Rights. [gr the workshop the participants had the
opportunity to get informed on the procedure arel d¢bsts in Cyprus of filing an application for a
patent as well as the usefulness of patents.

20 The Cyprus Innovation Relay Centre was createdgril 2002 aiming at the identification of local 38
needs and technology offers, search for suitalbni@ogy suppliers/recipients in the Network (temlogy
profile), bringing together companies and promaa@snational cooperation (meetings, brokerage syent
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Further, the Department of the Registrar of ComgmamEind Official Receiver frequently organises
lectures, seminars etc in collaboration with Eussperganisations specialising, in patents like the
EPO, WIPO etc on the issue of patents.

In the context of the promotion of protection ofditectual Property Rights, a new legislation which
will facilitate patent protection was enacted ityJ2006. This makes easier the protection of argate
by introducing new provisions. The provisions thet included in the Patent (Amendment) Law of
2006, Law 122(1)/2006 are briefly:

(8 Enhanced penal provisions in case there @hddience to a civil court order against a person,
who infringes a patent again after a first infringgnt;

(b) The disclosure of confidential information rmoa litigant, on the application of a person
(litigant), who initiates a court action and hagatly filed important proof with the court that an
infringement of a patent has been committed and,

(c) During infringement of a patent proceedingaocommercial scale the court may on a reasoned
application by a litigant order the rendering doimation as to the origin and the network of
distribution of the infringed products or as to tffering of services which infringe a patent.

9. Facilitate the Uptake of ICT

Facilitate the uptake of ICT and e-business by SMERy promoting successful e-business models: It
is noted in this respect, that there is a contisueypansion of the web-enabled systems by the
Government providing on-line services to entergresed the public.

Further, the action plan for the deployment of erowerce has been completed and its implementation
will be launched before the end of 2007.

Details on the above are presented in the sectidadilitating the spread and effective use of ICT.
12. Extend and Deepen the Internal Market

Better access of SMEs to information and advice omew and modified internal market
legislation: The Cyprus Chamber of Commerce and Industry organ@n a continuous basis
seminars with the aim of informing and guiding @wpriot small and medium sized enterprises on the
main provisions of the acquis communautaire th&tcafthem as well as on the institutions and
procedures of the EU that are of primary interegshem.

Elimination of tax obstacles to cross border actities: The tax system is particularly attractive for
both the domestic and the international busineasdscharacterized by a low uniform corporate rate
of taxation (10%) and a broad and continually eséehnetwork of agreements for the avoidance of
double taxation with 40 countries. Moreover, thesealso a favourable tax regime for physical
persons, which provides a very high level of incotaged with a zero rate, which reaches the amount
of €18.000 and low tax rates for income that exs¢bi$ amount.

Supporting the internationalisation of SMEs: The Cyprus Investment Promotion Agency (CIPA)
has been set up, which, in co-operation with theistiiy of commerce, Industry and Tourism, will
also encourage strategic alliances with Cypriot SM#aus supporting the internationalization of
SMEs.

13. Ensure Open and Competitive Markets

Measures to remove obstacles to market entry for SEk: Factors that either hinder or can affect the
ease of entry into the market are the existentep@flative or administrative barriers.

Regarding legislative barriers, all remaining l&gito market access, which were in existence these
in the sectors of telecommunications, electricitg air transport. These barriers have been removed
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and the sectors have been liberalised, at thet lasesom 1.5.2004, the date of Cyprus’s accedsion
the EU.

Regarding the entry of firms in the market, thegedures are relatively simple and are facilitatgd b
the One Stop Shop, which has started operatidmeattinistry of Commerce and Industry on the 2nd
of April 2007.

Regarding the exit of companies from the markas ith accommodated by quite simple insolvency
and liquidation procedures.

14. Create a More Attractive Business Environment

Better regulation: The initiatives underway with a view to reducithg regulatory and administrative
burden are presented under the challenge of “Piomof reforms targeting at enhancing competition
and improving the business climate”.

Simplification of the tax compliance procedures taalleviate compliance costs for SMEsit is
noted in this respect, that one of the major objestof the 2002 tax reform, which entered intacéor
on ' of January, 2003, was the simplification of thep@s tax system and the reduction of
compliance costs for all tax payers and thus, doenrfor further actions seems to be very limited.

Facilitation of business transfers: On this issue during the first months of 200gutations and
forms have been drafted, for the implementatiothefrecent legislation on companies, on the transfe
of the registered office of a company from Cyprsiroad and from abroad to Cyprus. (This occurs
without the company needed to be wound up and fegsarding creditors, the relevant authorities
and all those dealing with the companies conceyné&tle above regulations and forms are now in full
operation.

Revising bankruptcy laws and improve rescue and résicturing procedures: An amendment of
the Bankruptcy Law is before the House of Reprediats awaiting approval, with a view to
modernising it by simplifying procedures, and byigy a second opportunity to bankrupts to start
afresh.

More e-communication between public authorities andSMEs (e-government):lt is noted that A
number of on-line services are already provideenierprises. Indicatively:

Taxisnet provides the facility to the Cypriot taypes to submit their tax returns for both direct
taxation and VAT electronically through internet.

THESEAS system allows traders, or their authoriagdnts, to submit through the Internet their
custom and import declarations for the clearanagoofs.

The Candidate Placement System allows employeraliish and manage job vacancies.

The Government is promoting the expansion of thb-emabled services. The initiatives underway
towards this end are presented under the challeiigeilitating the spread and effective use of ICT

15. Promote a More Entrepreneurial Culture and Gre a Supportive Environment for SMEs

Improvement of access to financeAs stated in the NRP, despite the fact that thaton regarding
access to financing through credit institutions 8WEs is relatively satisfactory and has been
improving over the past few years, following theelialisation of interest rates and capital movesjent
SMEs still face problems in finding the necessanllateral requested by banks, taking also into
account the weak structures of SMEs and the relgthigh mortality rate that is observed.
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It is noted that as far as micro-lending is conedrrfor loans up to €25.000, banks do not require
collateral. Collaterals are necessary for loangedting this threshold.

The government in its effort to facilitate SMEs @ss to finance and foster a more entrepreneurial
culture, to encourage more people to create thair lousiness as well as facilitating the consolafati
of small enterprises, has introduced and will curgithe operation of the following scheftes

* Business Incubators — programme for the creationes¥, high technology enterprises
through the operation of business incubators;

» Scheme for enhancing women'’s entrepreneurship;

» Scheme to foster youth entrepreneurship;

» Establishing a Loan Guarantee Granting Facility.

Details on the above can be found in other sectbtise report.

Further, a code of conduct between the commeraiakdé and the SMEs has been elaborated and it is
being implemented as from September 2005. The tigeof the Code of Conduct is to enhance the
co-operation between banks and SMEs by encourdgengnderstanding of their respective roles and
responsibilities. The Code outlines a set of pgled, which aim to ensure the establishment of a
mutually beneficial, reliable and productive redaship between the two parties. Additionally, it
defines the rules and boundaries that regulatpritfessional conduct of banks vis-a-vis the SMEs.

The Code is applicable to all member banks of tlssagiation of Cyprus Commercial Banks and
covers all SME-related transactions such as cuamdtdeposit accounts, card services and products,
business loans and overdraft facilities and lettérsredit and guarantee. By encouraging the mutual
trust and understanding of banks with SMEs, theeCzh enhance their co-operation and business
relations. Consequently, the banks will be ableffer financing with greater ease and under more
favourable conditions towards the SMEs.

Making full use of the possibilities of Structural Funds to provide finance to SMEs:In order for
the SMEs to be fully aware of the possibilitiesfiofance offered through the Structural Funds, a
number of publicity activities are undertaken.

Furthermore, the Managing Authority for the Struatu-unds has signed a contract for a publicity
campaign covering all the programmes co-financedhgy Structural Funds in the programming
period 2004-2006 as well as the programming pe2a@l7-2013, one of the objectives of which is also
to inform SMEs of all the possibilities of co-fingng.

Reducing the time and cost of setting up a business making the recruitment of the first
employee as simple as possibleAs already pointed out, elsewhere in the refibet,one stop shop is
operating at the Ministry of Commerce, Industry dodirism since April 2, 2007.

Making entrepreneurship education an explicit objetive in framework curricula at all levels,
including specific support to schools and universieés

15.1. Entrepreneurship Education
During the past few years, the Ministry of Educatiand Culture has made the entrepreneurship

education an explicit objective in framework cuufe at all levels, including specific support to
schools and universities.

2L The schemes provide generally for grants, undeciip conditions set in the scheme. The last sEhe
(operating since 2002), i.e. the loan guaranteerseh had attracted very limited interest, dueriotstonditions
to obtain a loan and was terminated on 31.01.03 Ggpuncil of Ministers decision.
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Entrepreneurial education is provided across thdcoda as an integral element of several subjects
and not as a separate subject. More specificayl &&vels of education entrepreneurial skillsisas
creativity, self-confidence, critical thinking, comunication, negotiation, planning, decision-making
or teamwork are promoted throughout the whole sictio@ation. The students have the opportunity to
get familiar with the entrepreneurial concept, utalee relevant case studies and visit enterprises.

The Department of Public and Business Administratibthe University of Cyprus launched a Master
Degree in Business Administration (MBA). The MBAogramme aspires to create visionary and
influential leaders in the local, regional and intgional business community.

The Cyprus Pedagogical Institute has establishegeration with the Greek Pedagogical Institute, in
order to utilize its expertise gained as a restilthe implementation of the programme “Youth
Entrepreneurship”. Part of this cooperation igpactl in-service training seminar for primary and
secondary schools.

The Pedagogical Institute and the Directorate #chhical and Vocational Education of the Ministry
of Education and Culture participate in the progremComenius 2,1 Teach and Esprit “Developing
Entrepreneurial Spirit in European Teachers” trjnfor Vocational Education”. This 3-year

programme Comenius 2,1 started in December 2004 thi¢ participation of Cyprus, Germany,

Norway and the Czech Republic. The purpose of phigramme is to design pre-service and in-
service training courses for teachers in entrepnestigp education. The produced material will be
available to all member states in order to be urséelacher training programmes.

15.2. Multicultural Education

As a result of the growing number of pupils, comimginly from the former Soviet Union and other
foreign countries that have enrolled in primaryaah, the Ministry of Education and Culture has
approached the subject of multicultural educatidth wgreat sensitivity promoting the inclusion of
groups from different cultural identities in a diea environment, regardless of background.

It is worth mentioning that the Ministry, in lineitw the above policy, offers foreign language
speaking pupils extra Greek language courses witmnregular school programme and in extra
classes running in the afternoon. Additionallypisicoming from foreign countries are facilitatied
learn their mother language and become aware af ¢héural identity. The Paedagogical Institute
provides teachers with a special training prograrim@der to address the above needs.

Besides the above, for the purpose of facilitatbitigens” interaction with people from different
countries and cultures, Cyprus education systeergfas compulsory subjects, English language in
almost all school grades and French language ifotter secondary education level. It also offess,
optional subjects, five other foreign languagethaupper secondary education level.

15.3. e-Twinning European Action
eTwinning fittp://etwinning.nétis a framework for schools to collaborate onititernet with partner

schools in other European countries. It is thenmadition of the European Union’s elearning
Programme.

eTwinning promotes school collaboration in Europgerotgh the use of Information and
Communication Technologies (ICT) by providing sugipdools and services to make it easy for
schools to form short or long term partnershiparig subject area.

eTwinning is supported by the European Central SttpPervice (CSS) and a network of National
Support Services based in each European countke Khe Cypriot Support Service
(http://etwinning.moec.gov.gy
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In 2006, more than 150 educators from Cyprus weggstered in the eTwinning database. Among
them, more than 50 educators have developed agpsinip with a European school.

15.4. The Introduction of the Euro

The Ministry of Education and Culture has launchethmpaign on this subject, in order to facilitate
the above target by setting among others theméseadchool year 2006-2007 the introduction of the
euro. The Inspectors of Economics and Commerde tivét cooperation of the Ministry of Economics
and the Central Bank of Cyprus undertook a bigesléthe task of changes. They issued books about
euro for students of the Primary and Secondary &t and a number of conferences have been
organized with the subject of euro and the benefitSyprus economy.

15.5. Participation in European Programmes
» Socrates National Coordination Unit

In view of promoting cooperation between institngoof pre-primary, primary, secondary,
tertiary and adult education with respective Euawpénstitutions, the Socrates Programme
has initiated activities involving the full rangé education bodies in order to establish the
European dimension and improve quality in educafidre Programme aims at offering equal
opportunities in education to children and adultkea as well as to persons with special
needs, regardless of race, creed, sex, languagef@ssion. Moreover, it aims at abolishing
racism and xenophobia at all levels of society atdpromoting the less widely used
languages.

The following activities were carried out duringQ&32007.

Comenius — School Education

a) Comenius 1 - School Partnerships

b) Comenius 2.2. — Training for school educatiatff s
¢) Comenius 2.2.C — In service training

Erasmus — Tertiary Education

Grundtvig — Adult Education and other Educational Pathways
a) Grundtvi2 — Learning Partnerships

b) Grundtvig2 — Preparatory visits

¢) Grundtvig 3 — Individual training grants fafwdt education staff

* Europe at school (E.A.S)
e School Links and Exchanges — International pupilsanference

24. Adapt Education and Training Systems in Respemns New Competence Requirements
Key competences and lifelong learning

The need to equip young people with necessary l@ypetences and improving educational
attainment levels, a priority at European Uniorelgis an integral part of our education systemont
pre-primary and primary education we offer all ygupeople the means to develop key competences
to a level that equips them for adult life and whiorms a basis for further learning and workirig; li
Our focus is on the development of key competersael as communication in the mother tongue and
in foreign languages, mathematical competence @it lcompetences in science and technology,
digital competence, learning to learn, social aidcccompetences, entrepreneurship, critical and
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creative thinking skills etc. We want our peoét able to adapt to change and be easily inesrat
into the labour market.

For the above purpose in service training coursesefachers at all levels are offered on a volyntar
basis, in order to provide them with the necesséilfs to expand their knowledge both on practical
and theoretical matters, emerging from the key a@ienxres, as stated by the EC, and based on the
lifelong learning strategy promoted by the MinistfyEducation and Culture.

Overcoming specific skill shortages, in particular: Increasing links and cooperation between
educational institutions and SMEs to match the comnt of curricula and courses of schools,
universities and training centres with SMEs’ needdor skilled staff: The reforms being promoted

at the upper secondary cycle of the educationalesysincluding the technical and vocational
schooling aim mainly at developing a better balamegween basic areas of learning, new
technological developments related to the shiftaimls a knowledge-based economy and the needs of
the labour market. For this purpose and generaltynfodernizing school carricula the Ministry of
Education and Culture is currently preparing a fidstructuring of the national curriculum in
cooperation with the University of Cyprus.

In the area of training, the HRDA conducts annumdestigations for the identification of initial
training needs, and depending on the findinggjjitsis the programmes that it finances so as tercov
the needs in the labour market. Moreover, the HR124 a specific scheme for enhancing the training
infrastructure of institutions and enterprise. Na&ious initiatives underway are presented in the
section on the employment challenges.

Improve the image of technical jobs among the younthrough cooperation with industry: There
are various initiatives underway to improve the geaf technical schools. Indicatively:

An action aiming at strengthening the quality antlaativeness of the Secondary Technical and
Vocational Education (STVE) and improving the origation of STVE, co-financed from the ESF, is
being implemented. More specifically, the Ministof Education and Culture was undertaken to
conduct an external evaluation of the STVE Cardcuhile at the same time, continues its policy of
developing the infrastructure of technical and vl schools and also of introducing modern
technology in the carricula. Moreover, a close avafion with Employers” and
Employees’organizations and the HRDA is being ptechan order to re-examine and adapt the
content of the curricula to the needs of the Cymesnomy and industry and to the new competence
requirements.

Moreover, the upgrading of the apprenticeship sehesm underway, aiming at rendering it a
creditworthy, desirable and practical option fdrthbse wishing to continue their career developmen
via the vocational and not the educational path.defailed action plan has been conducted by the
Cyprus Productivity Centre, for this purpose. Thanphas been discussed with the Social Partners and
is expected to be submitted for approval to thern€owf Ministers, before the end of October.

The above are presented in more detail under tipdogment challenges section.

Encouraging public funding schemes to support traimg to address specific sectoral skills
shortages The Human Resource Development Authority, the nmpromoter for continuing
vocational training, funds both private and pulgioviders to deliver programmes to address labour
market needs. It is a salient feature of the HRD#Gkcy framework to address in a systematic way
the human resource development and training nefle8ME&s with particular emphasis on SEs, in the
overall effort of the Cyprus Government to increabe adaptability and to strengthen the
competitiveness of SMEs. This is evident from thele spectrum of initiatives underway, which are
presented in the section on the employment chadkeng
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ANNEX 11

Implementation Structure of the National Reform Pgoamme of the Republic of Cyprus

The implementation structure was set up at thenmny of 2006 with a view to promoting the

implementation of the National Reform Programme.n @e 18 of February 2007,

certain

modifications were effected to the original struetutaking into consideration the fact that the co-

ordination of the Lisbon Strategy was assignedhéoRlanning Bureau. The new structure is
herebelow:

presented

(1) Council of Ministers

e It'sthe body that takes the ultimate decisionsssues related to the NRP

(2) National Advisory Committee

7

+« Composition:

« The National Advisory Committee is the Economic &dvy Committeg
extended with the participation of representatio€socal authorities and othe

organised groups (farmers, consumers, NGOs) asawglblitical parties.

7

% Functions:

* The members of the National Advisory Committeeiafermed by the Ministe
of Finance, who is the coordinator at the politimlel, on Lisbon Strategy

issues;

* Review of progress achieved in the implementatibthe measures included
the National Reform Programme;

« Recommendations for the formulation of policy adlwae general guidelines fqg

the continuous improvement of the overall programmme

* Exchange of views regarding the additional measwtésh are needed to tackle

effectively the challenges faced by Cyprus.

7

+ Organisational issues / Operation:

e Itis convened at least twice a year.

=

=

(3) Coordinating Committee
« Composition:
- Chaired by the National Lisbon Coordinator, attiehnocratic level, i.e. the Director

Planning, (Directorate of Sectoral Economic Policjtudies and Evaluation
Development Projects (1)) of the Planning Bureau

of
of
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Representatives / coordinators from the followinigiltries / Services:
Planning Bureau
Ministry of Commerce, Industry and Tourism
Ministry of Labour and Social Security
Ministry of Agriculture, Natural Resourcassd Environment
Ministry of Communications and Works
Ministry of Finance
Human Resource Development Authority (HRDA

Secretariat: Planning Bureau — Directorate of Sectoral Econoifuicy, Studies an
Evaluation of Development Projects (1)

7
0‘0

7
0‘0

Functions:

e Submission of progress reports to the Nationaligaty Committee;
¢ Monitoring the work undertaken by the Technical @aittees and the setting
priorities;

¢ Co-ordination and co-operation between the PlannByyeau and other

Ministries and Services of the Public / Privatet8ec

)

« Coordination and monitoring of the consistency aolderence between the NRP

and the National Strategic Reference Framework;

« Monitoring the on-going progress and submissiorrgorts / recommendations

/ proposals to the Minister of Finance;

« Informing and exchanging of views with the politigaarties. Informing the

competent Parliamentary Committee at regular timervals.

Organisational issues / Operation:

e It is convened every three months or earlier ifdeekfor a comprehensive

review of the matters of the Lisbon Strategy.

(4) Technical Committees

7
0‘0

¢ Technical Committee on the Macroeconomic Challenges
Composition

0 Chaired by the Ministry of Finance - Directorate Bftonomic
Research and EU Affairs

Participants:

Directorate of Budget and Fiscal Control
Central Bank of Cyprus

Planning Bureau

Ministry of Health

Ministry of Interior

Ministry of Labour and Social Insurance
Health Insurance Organization

O O0OO0OO0OO0OO0OOo
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¢ Technical Committee for the Promotion of R&D
+ Composition

o Chaired by the Planning Bureau - Directorate oft@at Economic
Policy, Studies and Evaluation of Development Ritsjéll)

Participants:

Ministry of Commerce, Industry and Tourism

Ministry of Finance — Directorate of Finance anddstments
Research Promotion Foundation

Cyprus Chamber of Commerce and Industry

Employers™ and Industrialists” Federation

Agriculture Research Institute

Cyprus Institute of Neurology and Genetics

O O0OO0OO0OO0OO0OOo

*  Technical Committee for the Promotion of Innovatim
+ Composition
0 Chaired by the Ministry of Commerce, Industry araliiism
Participants:

Ministry of Finance — Directorate of Finance anddstments
Planning Bureau

Research Promotion Foundation

University of Cyprus

Institute of Technology

Cyprus Productivity Centre

Cyprus Chamber of Commerce and Industry

Employers and Industrialists” Federation

ERMIS Research & Incubator Centre

OO O0OO0OO0OO0ODO0OO0OOo

* Technical Committee for the Facilitation of ICT Diffusion
+ Composition

o Chaired by the Planning Bureau - Directorate oft@at Economic
Policy, Studies and Evaluation of Development Ritsjéll)

Participants:

0 Ministry of Finance — Directorate of Economic Resbkaand E.U,
Affairs

Ministry of Commerce, Industry and Tourism

Ministry of Communications and Works

Ministry of Education and Culture

Ministry of Health

Office of the Commissioner of Electronic Communicas and Postg
Regulation

O O0Oo0Oo0oOo
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Department of Information Technology Services
Public Administration and Personnel Department
Cyprus Computer Society

Cyprus Information Technology Enterprises Assoorati
National Contact Point on Research for ICT

O O0OO0OOo0Oo

* Technical Committee for the Diversification of theEconomy
« Composition

o Chaired by the Planning Bureau - Directorate oft@at Economic
Policy, Studies and Evaluation of Development Ritsj¢l)

Participants:

o

Ministry of Commerce, Industry and Tourism

Ministry of Finance — Directorate of Economic Resbaand E.U,
Affairs

Cyprus Tourism Organisation

Department of Town Planning and Housing

Organised groups of Accountants and Lawyers

Cyprus Chamber of Commerce and Industry

Employers” and Industrialists” Federation

(o]

(el elNelNelNo)

* Technical Committee for the Promotion of Reforms Teageting at Enhancing
Competition and Improving the Overall Business Clinate

+ Composition

0 Chaired by the Planning Bureau - Directorate oft@at Economic
Policy, Studies and Evaluation of Development Ritsj¢l)

Participants:

0 Ministry of Commerce, Industry and Tourism

0 Ministry of Communications and Works

0 Ministry of Finance — Directorate of Economic Reskaand E.U,
Affairs

0 Organised groups of Accountants and Lawyers

0 Cyprus Chamber of Commerce and Industry

0o Employers” and Industrialists” Federation

By the discussion of special subjects, participatio is extended to
include:

0 Public Administration and Personnel Department

0 Commission for the Protection of Competition

o Office of the Commissioner of Electronic Communicas and Postg
Regulation

0 Cyprus Energy Regulatory Authority

o Commissioner for State Aid Control

132



e« Technical Committee for the Expansion and Upgrading of Basic
Infrastructures

« Composition
0 Chaired by the Ministry of Communications and Works
Participants:
0 Ministry of Finance — Directorate of Budget anddaisControl

0 Planning Bureau
0 Cyprus Ports Authority

¢ Technical Committee for Security of Energy Supply —Promotion of the
Utilisation of Renewable Energy Sources and Energ@onservation

+ Composition

0 Chaired by the Energy Service (Ministry of Commercelustry and
Tourism)

Participants:
0 Ministry of Finance — Directorate of Finance anddstments

0 Planning Bureau
o Environment Service

* Technical Committee for the Environmental Sustainabity
+ Composition

0 Chaired by the Environment Service (Ministry of Agiture, Natural
Resources and Environment)

Participants:

Ministry of Finance — Directorate of Finance anddstments
Ministry of Commerce, Industry and Tourism
Ministry of Interior

Planning Bureau

Sewage Boards

Department of Town Planning and Housing
Commissioner for State Aid Control

Department of Information Technology Services
Institute of Technology

Research Promotion Foundation

University of Cyprus

Agricultural Research Institute

O O0OO0OO0OO0OO0OO0OO0OO0OO0OO0OO
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¢ Technical Committee for Employment Issues

0 Chaired by the Ministry of Labour and Social Ingura

7

« Composition
Participants:

0 Ministry of Finance - Directorate of Economic Resbaand EU
Affairs

Ministry of Education and Culture

Planning Bureau

Human Resource Development Authority (HRDA)
Labour Department

Social Welfare Services

Cyprus Chamber of Commerce and Industry
Employers” and Industrialists” Federation

Cyprus Workers” Confederation

Pancyprian Federation of Labour

Democratic Labour Federation of Cyprus

Union of Cyprus Municipalities

Union of Communities

Youth Board of Cyprus

Cyprus Federation of Disabled

OO0OO0OO0OO0OO0OO0OOOOOOOO

e Technical Committee on the Development of Indicatar Assessing Progress
in the Implementation of the National Reform Progranme

+ Composition

0 Chaired by Planning Bureau - Directorate of Settdaonomic
Policy, Studies and Evaluation of Development Ritsj¢l)

Participants:

0 Ministry of Finance — Directorate of Finance andvdstments -
Directorate of Economic Research and E.U. Affairs

0 Ministry of Labour and Social Insurance

0 Human Resource Development Authority (HRDA)

0 Statistical Service of Cyprus

The Committee is strengthened via the representafithe chairmen of the technical
committees

7

« Functions:

e The competent Ministry / Service chairing each Técdl Committee S
responsible to set up and convene the respectigbnie@l Committee with th
participation of the appropriate Services of thblRU Private sector;

¢ Monitoring of progress in the implementation of tiheasures;

* Recommendations for further measures:

e Submission of a progress report to the Coordinattgnmittee every si
months.

D
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7

« Organisational issues / Operation:

¢ Meetings of the above Committees take place ewsoy rhonths or earlier if
required.

(5) Unit for the Lisbon Strategy under the Directite of Sectoral Economic Policy, Studies
and Evaluation of Development Projects (I) — Plamg Bureau

e Setting up since 19 February 2007, of a specialigad in the Directorate of
Sectoral Economic Policy, Studies and EvaluatioD@felopment Projects (I) at
the Planning Bureau. It comprises of one Direatat 4 officers, dealing mainly
with issues concerning the Lisbon Strategy. (Befibve date the Unit for the
Lisbon Strategy, was operating at the Ministry iofdfce).

< Functions:

« Coordinating the work of the Technical Committees;

¢ Monitoring and promoting the implementation process the actions includef
in the National Reform Programme;

« Contacts and consultation with the competent aitibésof the European Union

« Organisation, preparation and technical suppothefmeetings of the Nationa
Advisory Committee, Coordinating Committee as wasdlthe meetings of the
Technical Committees;

* Organisation of seminars and workshops to inforendbcial partners, political
parties and journalists;

« Overall coordination in the preparation and finadfting of progress reports.
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ANNEX 12

Simplified Reporting Table (Grid)

INDEX

1. The Direct Budget cost, corresponds to the yea7 200

2. Measures 1 — 6 relate to the Macroeconomic Chatlengeasures 7 — 47 to the Microeconomic
Challenges and Measures 48 — 56 to the EmploymiegiteéDges

3. n.a.: not applicable / not available
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