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On 17 July 2014, a sequence of actions was put in train that had serious consequences for customers, employees and affiliates of FEME Bank, bothin Cyprus
and abroad. People have lost their jobs and firms have been closed down. Moreover, there are other victims who have latterly begun to feel the impact
- the taxpayers, government, banking authorities and justice systemn of Cyprus. In this message, FBME Bank sets out its views on what has occurred.

Everyone Suffers

From This Fiasco

It Is shocking to think that a year has passed since the disastrous
decision of the Resolution Committes of the Central Bank of Cyprus (CBC)
to commandeer FBME Bank's branch In Cyprus. From that day to this,
the Resalution Committes’ actions remaln what they were a year ago:
unexplained, unprofessional, vindictive and possibly the product of a

Consplracy.
=

Resolution authorities in Cyprus - the Besolution Suthority is
the body responsible for impesing Resolution measures on a bank
i Cyprus but it appears that the Authadty, comprised by the CBC
Board of Directors, did not take the decisions on FEME Bank's Cyprus
branch. In contravention of the rubes these decisions were taken
by the Resolution Commitbes on which the Governar and the two
Executive Directors of the Boand served. One of these executive
directors has subsequently resigned.

Dur alm Imowriting this message s ta let peopbe knew our views onwhat
has happened and i 2bert them io the repercussions of the adions of a
handful of officlals. There s 3 way out of this dlemma and we are using
thiis descument to point the way ta finding a sehution.

There are no winmers in this eplsode and few stakeholders can hope
to escape serfous harm. FEME Bank and its Qypnes branch have been
damaged — and It kooks Nk that has been done delberatelyl The nterests
of the Bank’s customers have been maliciously handled. There are other
inmocent victims of the unprofessional imespansibility of this Resolution
Commitiee, induding the govemment and people of the Repub¥ic who ane
Taced with growing daims for pessible compensation,

The reputation of Cyprus a5 & centre for banking and Investment has
been tamished. Serlous questions have been asked of the justice system
and the competence of finandal requlators, And the situation waorsens by
the day. Yel it should be possible i call a halt. Who Is prepared to take this
Torwand?

Probably the most serious oritidsm that can be lald at the door of the
three-person Resolution Commilttes [mow a0 snce one jumped ship)
and its one-man Eesolution Unit is that thelr actions were mmpletely
unnecessary and shways doormed to falll Yet, these actians carry & masshe
penalty for il concerned. This just shows what can happen when an
organisation like the CBC acts with autonomsy but without respons bty
o the finamclal sectar, government, elected officlals or the courts,

On the night of 27 July 2004, for reasons never explained, the (BCs
Ressdution Commiittee used the Besoluthon Law ta take contrel of the FEME
branch, it followed this by appointing is own man to 21 as Administrator,
& man who tumed out B b inept and confilced. From the beginnéng,
the (BCs Administrator acted against the interests of the Bank's customers
by Imitially blocking thelr access to funds. Once be unlocked accounts he
did sa only by applying unwarranted restrictions, which he steadily made
maire prenous and damaging.

Salaries couldn't be pald, vrgent bills couldn't be met, people have lost
Jabs and companies have cut back and in at least one case, suspended
operations. All of this bn a Cyprus economy beset by recessiond

For thelr part, the members of the Besolution Committes underméned
thes with the Bank of Tanzania (BaT), the supervisor of FBME'S head office
and the superior awthority n this case. The dedsion to impose Resolution
Law on FEMES Cypnes branch came as miuch of a surprise to the BaT as it
did to the Bank. Incredibly, the CBC refused the cooperation required by
international practices and took dedshons that harmed their own nterests
& much as anyone else's, To this day, the Besolution Commities has still
T put this right.

FINCEN ALLEGATIONS

The actions of the Resolution Committes followed allegations by the US
FimCEN bureau that FBME had dubiows arti-money laundering practices.
Studies carmied owt by international bedies such as Ernst and Youmg USA,
Hogan Lowells USK and KPMG Germany, have found no evidence of such
prablems. FEME continwes to cooperate with FinCEN to bring about a full
rescission of the allegations. The (B has mot, in amy way, responded o
these allegations.

How the Resolution Commitiee took over the FBME branch was by oo-
opling the highly inappropriate Resolution Law, which had been enacied

For further information on this subject and the points covered here go to www.fbmeftd.com

under great pressure in 2003 o deal with Laikl Bank, which was Insolvent
and Mliquid. This should never have been used against FEME which was
healthy, sobverit and highly liquid {see, The Stary of FBME Bank In Cyprus).
The Resolution Law requires three precanditions to be present In an
Imsolvent bark, none of which applied In FEME' case.

It Is Imporiant to remember that what FinCEN put forward were anly
allegations and the Bank was given 60 days to answer them. The was
mo call fior the Resoluthon Committee to take action and, In fact, It was
eupected that the (B would have assisted FEME to clear its name. After
all, Cyprus and its bank supervision model were also implicated in the
FinEM allegations and the CBC has been responsible for supendsing the
Cyprus branch of FBME for ower 30 years.

Senlor officlals of the CBC were implicated in the allegations in various
ways. MOKAS, the Cyprus finandlal oime fighting agency, has reported
ihat it recefved cormespondence from FinCEN which @ passed on CBC Why
(0BC did not alert FBME or take action to refute acousations it knew to be
wrong has remalned a mystery. One of these allegations was that FEME
hiad besen Faced with a EUR 220 million fine in 2073 which was absolutely
and notorlously untrue, Requests to CBC, possibly iiself the source of
ihe rumour, to Investigate this matter have been met with a resounding
slence.

In addition, the CBCS Special Administrator actually tried to hinder the
Bank In proving its innocence by banning intemational Investigators Ernst
and Young from entering the Bank's Cyprus branch,

Is thiis the way In which the (BC, is Resolution Committes and its
agents should have acted to preserve financlal stabllity in the banking
sector in (ypnis?

CBC'S OWN INVESTIGATIONS

The CBC surely knows the truth regarding FEME'S operations through
its lomg supervision of the Bank's branch. Immediately before and since
FinEN's anncuncement, the CBE has commissioned its own investigations
conducted by intemational spedalists from Pw and Kroll, and by Central
Bank staff. Given the potential importance of the insights of these
irvestigations it is extraordinary that nome of the results have been ever
disclosed to FEME a5 one would have expected|

There is another question and that is the use that the Resolution
Committee has made of depositors’ funds in FBME, spending them
without approwal from the Bank or its depositors, or the use of proper
tender practices.

Two Spedal Adminéstrators have been appointed and others such &
lavwyers, Bquidators, secwity companies and investigators have been
paid from FBME depasits, The first Adminéstrator, Dinos Christofides, was
appointed in July 2014 and resigned abruptly 10 months later, and his
actions are the subject of legal inguiry. The second Administrator is paid
five times more tham the first, thowgh he is enly seldom in Cyprus.

As we mentioned, these actions were and are completely unnecessany,
leading ane towonder if there was a secret hand behind all this: everything
happens for & reason and if there s no reason given, then there is a reason
for that tool Had the CBC worked with the Bank’s management, a5 was
expected, strenuous efforts would have been made to ensure that ham to
third parties was minimised,

FBME has scught repeatedly for dasification from the C3C and its agents
without receiving & reply, while similar overtures from its parent requlatar,
the BoT, have been alse ignored. The CBC thought it could push around its
counterparts in Tanzania but has leamt to its cost that it cannot. It akso
misread the resolve of the international fmancial sectoe, which has acted
i prevent CBC from taking comtred of the bulk of FEME customers’ maney
a5 the (B has attempted on a nember of arcasions.

L

The Payments Motopoly

The decision of the Reschution Committess agent, the first Special

Adminstrator, in Blacking customers from having any acoess to

their own money cadsed the suspersion of FEME Card Services

and put A employess oul of wWork (e AR el il cong’
rree-M T =Mk Wit -meonopods - cond- wanked ). AL 2 Stioke

it destroped competition in card processing, putling up pricss and

underminisig manging. Cyprus’ card processing market is said onge

again to be the anly manepoly market in Eurspe.

The stary of FEME Bank in Cyprus

FEME Eank Ltd was formed in Cyprus in 1982 a5 a subsidiary of the
Federal Bank of Lebanon (FBL), itself established in 1952, FEME was
mwmed 51% by Michel Saab, with the remaining 49% mwned equally
by Ayoub-Fand M 3zab and Fadi M Saab. On the passing of Michel
haab in 1997 his shares were transfemed to Ayoub-Farid and Fadi Saab
in equal propartions, The rebocations of FEME from Cypnus to Cayman
Islards and subsequently Tanzania, were due to the reludane of (R
& amatter of policy to accept the respensibility of 3 Home Regulaton

Ower the course of three decades, the Bank has made a substantial
ortrikartion to the Repudblic. For instance, in the siz-and-a-half years
prinr to the Resoluticn measuress in July 2014, FEME was one of the
largest private sactor taxpayers in Cyprus, Following is & summary of
the contritation by the Bamk over the period from the start of 2008 fo
the middie of 2014

Spending on aeeli, Wwaidng new esvsed,

affie equipment, welivkes, gir EUR 15.6 million
Fxpeses on hocal goods ond jenvices o Ggprus.— EUR 28.5 milllion
Tt st st brclwding safanies EUR 51.6 milllien
ey dty et Tocis) e popmly EUR 38.3 milllicn
Total: B 134.0 million

Other assetance fo Cyprus has been made through loars and
investments. Im 2002, FEME inwvested EUR 240 million in Cyprus
sovereign debt at atime when the Bepublic was entering an extramely
precarious financial pasition. In the first half of 2074 the Ministry of
Finance wrote on twio afasions to thank the Bank for its support and
immediztely prior to the announcement of the Resolution decres,
an agreement in principle had been reached on further substantial
investments wup to § 300 million. FEME akso invested EUR 30 million
in the Cypnes Electricity Autharity in the wake of the dezster at Mari
in Juky 2011, the wiorst ever peacetime explosion in the Repubdic. The
Bank has alse signalled its commitment to the future of Cyprus in the
corstruction of a new building in Micosia.

Fricr to the action of the Resolution Committes, the financial
health of FEME" Cyprus branch, and of FEME Bank 25 a whale, was
exceptionally good. In July 3014, trial balances, as prepared by FEME'
gxternal auditors, wers:

Fragemerty fo depails:  84.15%

FYazanertry v D dpdodaf degasite 104.44%
(s PO o el 15.95%

Nl fouved to depasils:  10.95%

ACTION NEEDED NOW
Currently, it seems that senior officials in the CBC are paralysed by 2
series of scandals, only one of which concerns FBME. To help prevent
this paralysis worsening the sitwation, FEME now publicly repeats its
willingmess to cooperate with CBC officals to find a way out of this mess.
Here is a preliminary list of matters on which we should work:
There should be a prompt agresment between the executive
management of FEME and the CBC on a programme for re-starting
the Bank and FEME Cand Services. This should ocour as a priority.
There should be full cooperation in continusng the relationships with
FBME's comespondent banks.
The findings of all investigations conducted by and on behalf of the
(BC, should be released together with the repart of the Resalution
Commiittee.
The CBC and executive management of FEME should cooperate
hanestly and actively for the resumption of services from Reuters,
Elonmberg and Euraclear.
Meaningful communications based on mutual respect should be
establizhed with BoT and its agents, and FEME owners and managers.
FBME is eaner to renew its cooperation with the Oyprus authorities to
restore confidence in the Republics banking sector and fo refurn o
playing its part in rebuildsag the economy of the country.
Mane of these matters should be problematic and &l are reasonable.

Theey are anly a start but they are important frst steps. We wait to bear
from the Central Bank.



