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EXECUTIVE SUMMARY

A joint Commission/ECB/IMF mission met with the Greek authorities in Athens on 21 August-2
September and on 29 September-11 October 2011. The mission assessed compliance with the
terms and conditions of the Fifth Review under the Economic Adjustment Programme.

The contraction in economic activity is substantially deeper than previously projected.
Despite encouraging positive quarterly growth rates recorded in the first quarter of 2011,
economic activity has contracted substantially in the meantime. For the first semester as a
whole, economic activity was 6 percent below its level a year ago. Demand contracted on
account of fiscal consolidation, the deterioration in the labour market, uncertainties regarding
political and financial prospects, social unrest and industrial action, as well as a deceleration in
activity both within Europe and worldwide. Slower than programmed progress in several of the
structural reforms over this last year has also contributed to economic development being well
below expectations. These reforms have not yet reached the critical mass that is necessary to
boost productivity and transform the investment climate in Greece. While the reshuffle of the
government in June and the euro-area decisions of 21 July have both been helpful in reducing
the uncertainties economic agents are confronted with, the recovery will be delayed. The
contraction in economic activity in 2011, now estimated at 5 percent, will be deeper than in
2010. The projections for 2012 are also revised downwards to a contraction of 2% percent, and
modest positive growth rates are delayed to 2013. Competitiveness is slowly improving: the
constant-tax inflation rate is below the euro-area average, while the overall inflation has come
down as the impact of the several waves of indirect tax increases in 2010 are now fading out.

There are positive indications from the export sector. Exports are rebounding in both goods
and services, with the tourism sector in particular recording dynamic growth rates. During this
summer, the value of merchandise exports increased by 20 percent compared to the same period
a year before. However, shipping has been performing below expectations. The relatively good
results from the external sector partly stem from gains in cost competitiveness, with labour costs
declining, as well as from the pressure on Greek firms to shift their focus from the domestic
market to exports. However, given the low export base of Greece — exports of goods and
services in 2010 made up only 21 percent of GDP —, several years of very dynamic growth rates
are necessary to bring external imbalances back to a sustainable level.

The medium-term growth prospects may need to be revised downwards. In previous
assessments, the medium-term growth rate of the Greek economy — from 2015 through 2020 —
was estimated at close to 3 percent per annum. Several aspects need to be considered when
discussing the Greek medium-term prospects. On the one hand, the deep contraction in
economic activity — economic activity has been contracting by 15 percent during the four years
2009-12 — widens the output gap, which paves the way for a strong recovery with several years
of growth above potential. On the other hand, the ongoing contraction in economic activity is
only partially of a cyclical nature: for a sizable part, it reflects a reduction in production
potential in the context of a structural reallocation of resources from non-tradables to tradables.
Overall, the previous assumption on the medium-term economic outlook is viable only in the
case of a pronounced acceleration of structural reform efforts, including privatisation. In the
absence of such an acceleration, the medium-term real GDP growth rate could be well below
projections.
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While there have been deficiencies in the implementation of fiscal measures, the
Government made important progressin the consolidation efforts. In June, Greece adopted
the medium-term fiscal strategy (MTFS), specifying a set of consolidation and fiscal structural
reform measures through 2015. For 2011, the MTFS provided for fiscal consolidation measures
quantified, at that time, at 3 percent of GDP, and above 10 percent for the period through 2014.
Most measures provided for in the MTFS for 2011 have been duly legislated and are being
implemented. However, in a number of cases, the quantification of the measures had to be
revised downwards, because they were implemented with delay, or with changes to their design
reducing their impact; in a few instances, the agreed measures were not implemented.
Moreover, the recruitment rule, which in 2011 allowed for one entry into the general
government sector per ten exits, has not been fully respected. Despite these deficiencies in the
implementation of austerity measures, the effective consolidation efforts of the Greek
government are very large, well above other EU countries' experiences. Since the previous
review, the deeper-than-expected contraction in economic activity, the taxpayers' liquidity
constraints, as well as other fiscal slippages (e.g. in the fight against tax evasion) have also
contributed to the reopening of a gap vis-a-vis the previously agreed annual fiscal targets. The
performance criterion for end-July for the fiscal primary deficit was respected, but the criterion
for end-September appears to have been failed by a small margin.

The Government has prepared an additional package of expenditure and revenue
measures. On the expenditure side, the main measures affect a frontloaded and reinforced
implementation of the new wage grid for public employment that was already included in the
MTEFS and will substantially reduce the wage bill and ensure a more transparent remuneration
system for the civil servants, cuts in the highest pensions and adjustment in supplementary
pensions and lump-sums paid on retirement. With the aim of reducing overstaffing, the
government has established a labour reserve for excess staff, and decided to move staff close to
retirement into a pre-retirement scheme. Though the labour reserve and pre-retirement scheme
are expected to absorb around 30 000 staff, the effectiveness of these mechanisms in reducing
costs depends on the ability of identifying the public sector units or entities that should be
closed, merged, downsized or otherwise should be freeing workforce. On the revenue side, a
special levy on real estate has been established and the personal income tax base has been
widened through the abolition of a number of tax expenditures and a reduction of the income
tax-free threshold.

These measures bring the 2012 deficit projection in line with the agreed ceiling, but the
2011 fiscal gap will not be fully closed. Most of the new fiscal consolidation measures already
apply in the last quarter of 2011; therefore, they do contribute to improving this year's fiscal
accounts. However, their full-year effect will only be reflected in the 2012 accounts. Since most
expenditure budgeted for 2011 has already been spent or committed, the margin for additional
cuts in operational spending and investment is very limited, if any. Moreover, further tax
increase measures in 2011 would not have been viable either: the several tax and expenditure
measures that are implemented in the last quarter of 2011 and first quarter of 2012 substantially
compress the households’ disposable income and significantly tighten their liquidity constraints.
This also implies that the uncertainty around the 2011 fiscal projection is larger than one could
expect at this time of the year.

The privatisation fund has been established, but the programme targets for privatisation
proceeds will be missed. The government has identified several assets slated for privatisation.



Executive summary

A first batch of these assets has been transferred to the privatisation fund, and the transfer of
most of the assets that will be offered for sale over the next year is imminent. However, given
lengthy administrative and legal procedures, the targets established for the next quarters are now
beyond reach. On top of this, the market conditions have significantly deteriorated over the last
quarter, with the Athens stock exchange index losing more than 38 percent of its value between
June and September. A delay of at least a quarter compared to previous plans is, thus, likely.
However, since the Greek government is one of the EU countries with the richest portfolio of
assets, the objective of collecting EUR 35 billion by end-2014 and EUR 50 billion by end-2015
remains viable. All the more, considering the Government stands ready to reduce its stakes in
the companies by more than currently considered in the privatisation plan. In a medium-term
perspective, the privatisation plan will have to be adjusted and effectively scaled up to take into
account the reprivatisation of banks that might require recapitalisation by the Greek state or the
Hellenic Financial Stability Fund.

The financial sector situation remains fragile. The liquidity of Greek banks has tightened
further, as the level of deposits continues to contract, despite some relatively large inflows in
August. In part, this results from households' and businesses' liquidity constraints, with the
former reducing their deposits to finance and smooth consumption, but also the uneasiness
caused by the ongoing discussion on debt restructuring, as well as the overall market
uncertainty. Concomitantly, the reliance of Greek banks on borrowing from the central bank has
remained very high.

Several banks posted losses due to the PSl-related impairments of Greek government
bonds and the continuation in asset quality deterioration amid a weak economic
environment. This is in spite of relatively strong pre-provisioning income and comparatively
low provisioning levels. Several banks are under restructuring, but the process has been slow so
far. Some banks, however, have pursued domestic consolidation strategies to shield against the
crisis. The Bank of Greece will require additional capital buffers against potential further
deterioration of the operational environment, based on each bank’s specific risk profile. On-
going mergers will also result in stronger capitalisation. The outlook for the Greek financial
sector is not independent from choices affecting private sector involvement. The new bank
resolution framework provides new tools to deal with ailing banks while the Hellenic Financial
Stability Fund is being strengthened and stands ready to support the banking system.

The implementation of the growth-enhancing structural agenda continues, but the pace of
reform has so far been insufficient. The adjustment programme contains a very wide-ranging
programme of reforms covering practically all spheres of the economy. In addition to measures
that directly contribute to fiscal consolidation, including public administration reforms, the fight
against tax evasion, healthcare and pension reforms, there has been some progress in increasing
labour market flexibility, the liberalisation and deregulation of professions and services,
including utilities, the simplification of investment licencing and the deregulation of the
business environment. However, the pace at which these reforms have been legislated and
implemented has by far not been commensurate to the needs of the Greek economy. A decisive
implementation of structural reforms and confrontation of vested interests requires committed
action, not only by the whole Greek government, but also via a consensus of the main political
forces.

Government debt dynamics remain extremely worrying. At the end of last year, the gross
debt ratio exceeded 140 percent of GDP. If fiscal consolidation and privatisation targets are
respected, and growth responds to structural reforms, the debt ratio may start declining from
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2013 onwards. The peak level depends on the technical features of the private sector
involvement (PSI), as well as on some accounting issues that are still under discussion.
However, the debt ratio will remain at very high levels for many years, and would be vulnerable
to adverse shocks. When compared with the outlook of a few months ago, the debt sustainability
has effectively deteriorated, given delays in the recovery, in fiscal consolidation and in the
privatisation plan, as well as the perspective of bank recapitalisations. The 21 July decisions, by
increasing official financing available to Greece and by reducing interest rates, as well as the
involvement of the private sector, have reduced the financing costs of Greece, and more
fundamentally, have lowered substantially the financing needs of the Greek government for a
decade. However, in a scenario in which policy implementation going forward is weak, this
could not suffice for the debt dynamics to be described as sustainable. The likelihood of such a
situation depends on policy choices: on the extent and persistence of fiscal restraint, determining
the medium-term primary balance path, and structural reform implementation, influencing the
country’s growth prospects. In order to steer policy choices towards a sustainable path, Greece
has to face strict institutional and political obligations to follow a durable and ambitious reform
agenda.

The international assistance loan already disbursed to Greece amounts to EUR 65 billion.
Of this amount, EUR 47.1 billion have been paid by the euro-area Member States, and EUR
17.9 billion by the IMF. The sixth disbursement will increase the overall amount of official
loans to EUR 73 billion.

The Commission services recommend the sixth disbursement to Greece to take place as
soon as possible, as soon as the agreed prior actions on fiscal consolidation, privatisation and
labour market reform, which were announced by the government, have been legislated. This
disbursement of an amount of EUR 5.8 billion will take place under the bilateral loans pooled
by the Commission, as agreed under the Greek loan facility agreement of May 2010. The IMF is
also expected to contribute and additional EUR 2.2 billion to this disbursement.

It is crucial to overcome administrative capacity constraints in implementing the
adjustment programme. The scale of the reforms that need to be prepared, implemented and
followed up is continuously testing the capacity limits of the Greek administration. Technical
assistance to be provided by the European Commission, the IMF, the EU Member States or
other organisations may, therefore, effectively contribute to the adjustment programmes'
objectives.

The conditions of success of the economic adjustment programme remain the same: quick
reduction in the fiscal deficit, implementation of the privatisation plan and unleashing the
potential growth of the Greek economy through structural reforms. The deterioration in the
economic activity will make policy-making even more challenging. Given the scale of the
required reforms, political coordination inside the government and consensus in the whole
Greek society remain as essential and decisive as ever. A full implementation of the fiscal,
financial and growth-enhancing measures is indispensable: any measures that are announced but
are not promptly implemented and followed-up will simply deplete political capital and add to
uncertainty. A swift decision on a second programme could reduce uncertainty and help
restoring economic confidence.



1. INTRODUCTION

1. Thisreport assesses compliance with the conditions of the fifth review of the Greek economic
adjustment programme. While the fifth review was initially expected to assess compliance until
end-July, this report assesses developments until end-September, due to delays. The assessment is
based on the findings of the joint Commission/ECB/IMF mission to Athens (21 August-2 September,
and 29 September-11 October 2011). The mission assessed compliance with conditionality associated
to the sixth disbursement and progress towards the key programme objectives of securing fiscal
sustainability, safeguarding the stability of the financial system, and boosting competitiveness,
potential growth and jobs. It also revised the specific policy conditionality while keeping unchanged
its main objectives.”

2. After five disbursements, the euro-area Member States and the IMF have already paid EUR 65
billion to Greece: EUR 43.1 billion by the euro-area Member States and EUR 17.9 billion by the
IMF. Total disbursements so far have been used to repay EUR 37.1 billion of medium- and long-term
bonds and loans that matured between May 2010 and September 2011, while the rest covered the
Greek government deficit or other financing needs, including setting aside resources for the Hellenic
Financial Stability Fund. Once the sixth disbursement has taken place, the total disbursement will
have increased to EUR 73 billion.

Table 1. Disbursements under the economic adjustment programme

(EUR billion)
Past disbursements
Euro-area Member States IMF Total
Ist tranche 18 May 2010 14.5 12 May 2010 5.5 20.0
2nd tranche 13 September 2010 6.5 14 September 2010 2.5 9.0
3rd tranche 19 January 2011 6.5 21 December 2010 2.5 9.0
4th tranche 16 March 2011 10.9 16 March 2011 4.1 15.0
Sth tranche 15 July 2011 8.7 13 July 2011 3.3 12.0
Total past disbursements 47.1 17.9 65.0
Planned disbur sements
Euro-area Member States IMF Total
6th tranche November 2011 5.8 November 2011 2.2 8.0
Remaining 27.1 * 9.9 37.0
Total programme 110.0

* Original amount to be provided by the euro-area Mermber States, as agreed in May 2010. Thetotal amount available under theloan
facility agreement (LFA) may be lower. This is because Sovakia decided not to participate in the LFAwhile Ireland and Portugal have
stepped down fromthe facility as these two countries requested financial assistance themsel ves This dtuation of these three countries
reduced the facility by EUR 2.7 billion.

Source: Commission services and IMF.

During the review mission in Athens, the Commission/ECB/ IMF staff teams met with the minister of Finance and the
governor of the Bank of Greece; as well as with the ministers for Regional Development and Competitiveness and
Shipping; Labour and Social Security; Health and Social Solidarity; Administrative Reform and e-Governance;
Education, Lifelong Learning and Religious Affairs; Environment, Energy and Climate Change, and Infrastructure,
Transport and Networks. Moreover the teams met with staff of these ministries and the central bank, as well as of the
ministries of Culture and Tourism; the Hellenic Parliament Budget Office, Public Debt Management Agency, Hellenic
Statistical Authority (ELSTAT), Hellenic Financial Stability Fund, and Hellenic Asset Development Fund (privatisation
fund). Meetings also took place with the main opposition party leadership, some social partners, think-tanks and several
banks.
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3. Theadjustment programme will be facilitated by the lengthening of loansto Greece. On 21 July,

the euro-area Member States decided that loans to be granted in future to Greece will have maturities
between 15 and 30 years. This compares with average maturities of 7' years that are currently in
force, and the initial average maturities of 4 years. The amounts already disbursed under the Greek
loan facility agreement will also have their maturity substantially extended. This means that the
bilateral loans extended to Greece by the euro-area Member States will only start being repaid in
2020. This will provide a major improvement in the liquidity conditions of the Greek state and of the
Greek economy at large for several years. The IMF loans granted under a stand-by arrangement have
average maturities of 4 years and their reimbursement is expected to start already in the third quarter
of 2013.

Table 2. Contributions by the eur o-area Member Statesto disbursementsto Greece so far

(EUR million)

BE DE IE ES FR IT CcY LU
M ay 2010 0.0 44279 0.0 1,941.6 33252 29219 32.0 40.8
September 2010 7588  1,495.9 3474 656.0  1,123.4 987.2 10.8 13.8
January 2011 2388  1,864.4 - 817.5  1,400.1 1,230.3 13.5 17.2
March 2011 530.0 611.8 - 1,8144  3,1074 27305 29.9 38.2
July 2011 1953  5,050.5 - 668.5 1,448  1,006.0 11.0 14.1

MT NL AT PT Sl K FI Total
M ay 2010 14.8 932.5 454.0 409.3 0.0 - 0.0 14,500.0
September 2010 5.0 315.0 1534 138.3 102.9 - 3922 6,500.0
January 2011 6.2 392.6 1912 172.3 32.4 - 1234  6,500.0
March 2011 13.8 871.4 4243 382.5 71.8 - 274.0  10,900.0
July 2011 5.1 321.1 1563 - 26.5 - 100.9  8,700.0

Source: Commission services.

4. A reduction in interest rates will contribute to fiscal adjustment and debt sustainability. Future

5.

loans to Greece to be provided by the European Financial Stability Facility (EFSF) will be charged at
low lending rates.

A PSI programme of debt exchange, roll-overs and buy-backs is expected to substantially
reduce the financing needs over the next decade. However, the precise contribution of the private
sector to the financing programme depends on technical adjustments to be agreed, as well as on the
way bond holders will choose among available options.

Box 1: The 21 July 2011 statement by the heads of state or government of the euro area and EU

“We reaffirm our commitment to the euro and to do whatever is needed to ensure the financial stability of the
euro area as a whole and its Member States. We also reaffirm our determination to reinforce convergence,
competitiveness and governance in the euro area. Since the beginning of the sovereign debt crisis, important
measures have been taken to stabilize the euro area, reform the rules and develop new stabilization tools. The
recovery in the euro area is well on track and the euro is based on sound economic fundamentals. But the challenges
at hand have shown the need for more far reaching measures.




1. Introduction

Today, we agreed on the following measures:
Greece:

1. We welcome the measures undertaken by the Greek government to stabilize public finances and reform the
economy as well as the new package of measures including privatisation recently adopted by the Greek Parliament.
These are unprecedented, but necessary, efforts to bring the Greek economy back on a sustainable growth path. We
are conscious of the efforts that the adjustment measures entail for the Greek citizens, and are convinced that these
sacrifices are indispensable for economic recovery and will contribute to the future stability and welfare of the
country.

2. We agree to support a new programme for Greece and, together with the IMF and the voluntary contribution of the
private sector, to fully cover the financing gap. The total official financing will amount to an estimated 109 billion
euro. This programme will be designed, notably through lower interest rates and extended maturities, to decisively
improve the debt sustainability and refinancing profile of Greece. We call on the IMF to continue to contribute to the
financing of the new Greek programme. We intend to use the EFSF as the financing vehicle for the next
disbursement. We will monitor very closely the strict implementation of the programme based on the regular
assessment by the Commission in liaison with the ECB and the IMF.

3. We have decided to lengthen the maturity of future EFSF loans to Greece to the maximum extent possible from the
current 7.5 years to a minimum of 15 years and up to 30 years with a grace period of 10 years. In this context, we will
ensure adequate post programme monitoring. We will provide EFSF loans at lending rates equivalent to those of the
Balance of Payments facility (currently approx. 3.5 percent), close to, without going below, the EFSF funding cost.
We also decided to extend substantially the maturities of the existing Greek facility. This will be accompanied by a
mechanism which ensures appropriate incentives to implement the programme.

4. We call for a comprehensive strategy for growth and investment in Greece. We welcome the Commission’s
decision to create a Task Force which will work with the Greek authorities to target the structural funds on
competitiveness and growth, job creation and training. We will mobilise EU funds and institutions such as the EIB
towards this goal and relaunch the Greek economy. Member States and the Commission will immediately mobilize
all resources necessary in order to provide exceptional technical assistance to help Greece implement its reforms. The
Commission will report on progress in this respect in October.

5. The financial sector has indicated its willingness to support Greece on a voluntary basis through a menu of options
further strengthening overall sustainability. The net contribution of the private sector is estimated at 37 billion
euro.(*) Credit enhancement will be provided to underpin the quality of collateral so as to allow its continued use for
access to Eurosystem liquidity operations by Greek banks. We will provide adequate resources to recapitalise Greek
banks if needed.

Private sector involvement:

6. As far as our general approach to private sector involvement in the euro area is concerned, we would like to make
it clear that Greece requires an exceptional and unique solution.

7. All other euro countries solemnly reaffirm their inflexible determination to honour fully their own individual
sovereign signature and all their commitments to sustainable fiscal conditions and structural reforms. The euro area
Heads of State or Government fully support this determination as the credibility of all their sovereign signatures is a
decisive element for ensuring financial stability in the euro area as a whole.

Stabilization tools:

8. To improve the effectiveness of the EFSF and of the ESM and address contagion, we agree to increase their
flexibility linked to appropriate conditionality, allowing them to:

- act on the basis of a precautionary programme;
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- finance recapitalisation of financial institutions through loans to governments including in non-programme
countries;

- intervene in the secondary markets on the basis of an ECB analysis recognizing the existence of exceptional
financial market circumstances and risks to financial stability and on the basis of a decision by mutual agreement of
the EFSF/ESM Member States, to avoid contagion.

We will initiate the necessary procedures for the implementation of these decisions as soon as possible.

9. Where appropriate, a collateral arrangement will be put in place so as to cover the risk arising to euro area Member
States from their guarantees to the EFSF.

Fiscal consolidation and growth in the euro area:

10. We are determined to continue to provide support to countries under programmes until they have regained market
access, provided they successfully implement those programmes. We welcome Ireland and Portugal's resolve to
strictly implement their programmes and reiterate our strong commitment to the success of these programmes. The
EFSF lending rates and maturities we agreed upon for Greece will be applied also for Portugal and Ireland. In this
context, we note Ireland's willingness to participate constructively in the discussions on the Common Consolidated
Corporate Tax Base draft directive (CCCTB) and in the structured discussions on tax policy issues in the framework
of the Euro+ Pact framework.

11. All euro area Member States will adhere strictly to the agreed fiscal targets, improve competitiveness and address
macro-economic imbalances. Public deficits in all countries except those under a programme will be brought below 3
percent by 2013 at the latest. In this context, we welcome the budgetary package recently presented by the Italian
government which will enable it to bring the deficit below 3% in 2012 and to achieve balance budget in 2014. We
also welcome the ambitious reforms undertaken by Spain in the fiscal, financial and structural area. As a follow up to
the results of bank stress tests, Member States will provide backstops to banks as appropriate.

12. We will implement the recommendations adopted in June for reforms that will enhance our growth. We invite the
Commission and the EIB to enhance the synergies between loan programmes and EU funds in all countries under
EU/IMF assistance. We support all efforts to improve their capacity to absorb EU funds in order to stimulate growth
and employment, including through a temporary increase in co-financing rates.

Economic gover nance:

13. We call for the rapid finalization of the legislative package on the strengthening of the Stability and Growth Pact
and the new macro economic surveillance. Euro area members will fully support the Polish Presidency in order to
reach agreement with the European Parliament on voting rules in the preventive arm of the Pact.

14. We commit to introduce by the end of 2012 national fiscal frameworks as foreseen in the fiscal frameworks
directive.

15. We agree that reliance on external credit ratings in the EU regulatory framework should be reduced, taking into
account the Commission's recent proposals in that direction, and we look forward to the Commission proposals on
credit ratings agencies.

16. We invite the President of the European Council, in close consultation with the President of the Commission and
the President of the Eurogroup, to make concrete proposals by October on how to improve working methods and
enhance crisis management in the euro area.”

(*) Taking into account the cost of credit enhancement for the period 2011-14. In addition, a debt buy back programme will
contribute to EUR 12.6 billion, bringing the total to EUR 50 billion. For the period 2011-2019, the total net contribution of the
private sector involvement is estimated at EUR 106 billion.




2. MACROECONOMIC DEVELOPMENTS

6. Growth forecasts have been revised downwards significantly since the fourth review. The
encouraging developments in the first quarter of 2011 when, according to the revised statistics, GDP
increased by 0.2 percent, compared with the last quarter of 2010, were short-lived. Economic activity
in the second quarter was very disappointing, with an annual rate of contraction of around 7 percent.
Although quality issues with the available macroeconomic statistics do not allow a detailed
assessment of these developments, there is no doubt that Greece is undergoing a recession that is
deeper and longer than expected in the previous quarterly report. The deterioration in the labour
market, with employment falling much faster than expected, uncertainties of political and financial
nature, and social unrest and industrial action have weighed on supply and on domestic demand. Net
exports have been the only GDP component adding to economic activity in recent quarters, but it too
has suffered from the deceleration in activity at the EU and global level. While a number of political
decisions — domestically, the June government reshuffle following a parliamentary vote of
confidence, and the euro-area decisions of 21 July — have contributed to reducing the uncertainties
economic agents are confronted with, credit tightening by banks and the slow pace of structural
reforms are hampering a speedier recovery. Additional austerity measures also contribute to delaying
the return to growth.

Graph 1. Real GDP growth
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7. Domestic demand is contracting strongly, as private agents adjust their patterns of
consumption, savings and investment. In 2011, private consumption is expected to decline by 6
percent, as the fall in employment, wage cuts in the public and private sectors, and the increase in the
tax burden compress households’ disposable income and stretch their liquidity limits. In particular, the
fiscal austerity measures on the revenue and expenditure side of the budget will lead to a sharp
reduction of disposable income in the last quarter of 2011 and first quarter of 2012. The contraction in
private consumption will continue in 2012 and positive annual growth rates may only be expected, in
connection with a recovery in employment, in the second half of 2013. Excessive productive capacity,
weak credit demand and the banks' tightening of credit standards act as a drag on investment which is
estimated to fall by 16 percent in 2011. In 2012, gross fixed capital formation, in real terms, will be 45
percent below the level recorded in 2007. Progress in structural reforms and efforts to accelerate the
absorption of EU structural funds to finance productive activity could, however, if implemented in a
timely and determined manner contribute to halting the plunge of investment.
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8. Competitiveness in the tradable sector isimproving, but remains fragile. Strong growth rates in

exports together with soaring industrial orders from abroad for several months in a row suggest that
the process of rebalancing towards the tradable sector is of a more permanent nature. The main
driving forces behind this development are the strong rise in the volume of goods exports, which are
expected to increase by 7 percent in 2011 and in tourism from abroad. However, these gains are partly
offset by a decline in the exports of transport services, in particular maritime transport, which seems
to be affected by global trade patterns and increased competition from Asia. It remains to be seen,
however, whether export growth will retain its dynamism in the coming quarters in the face of a
deceleration in economic activity in trading partners.
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9. Inflation is declining in line with projections. The decline in headline inflation (HICP) in recent

quarters (1.4 percent in August 2011 from a peak of 5.7 percent in September 2010) was interrupted
in September (2.9 percent) reflecting the shift of some goods from the reduced to the standard VAT
rate and an increase in excises. Constant-tax inflation was much more moderate (1.2 percent for
August 2011) but remains arguably excessive for an economy that is undergoing a strong recession
and in which private and public wages are falling. Although rising import prices have contributed to
this development, the stickiness of inflation is an indication of a lack of competition in the Greek
economy. Nevertheless, constant-tax inflation, which is a better proxy of competitiveness
developments than the overall price index, has been below the euro-area inflation for several months
in a row. The overall inflation rate for 2011 is now estimated at close to 3 percent, while constant-tax
inflation should be half of this figure. Overall inflation is projected to be below 1 percent in 2012, as
higher energy and commodity prices are expected to be counterbalanced by the deflationary impact of
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the further contraction in economic activity. In a medium-term perspective, inflation in Greece is
likely to be below the euro-area average for several years to come.

Graph 8. HICP inflation developments and projections
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10. Labour market adjustment continues. Total employment is projected to fall by almost 6 percent in
2011, and an additional contraction is projected in 2012. Only in 2013, is employment expected to
recover and to start increasing again. The unemployment rate in 2011 is hovering at 16 percent and
will increase further to 17 percent, in 2012, an historical peak for Greece. Labour costs are falling,
primarily as a result of the deterioration in the labour market but wage-setting reforms may also have
contributed to this development. According to Eurostat data, total labour costs in the business sector
fell by 4'4 percent year-on-year in the second quarter of 2011. For the entire year, unit labour costs in
the economy as a whole may contract by 3 percent. Further declines in unit labour costs are likely to
continue in coming years. In this context, the increase in the minimum wage by 1.6 percent in July
2011 within the framework of the national collective agreement does not appear in line with the
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economic conditions of the country and risks to further aggravate and entrench unemployment of the
low-skilled.

Graph 10. Employment and unemployment rate Graph 11. Nominal unit labour cost
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11. The external imbalance is being slowly absorbed but remains at a high level. Despite falling by
around 2 percentage points in 2011, the current account deficit remains at an unsustainably high level
at close to 10 percent of GDP. Over the next two years, the current account is projected to fall to 8 and
6" percent of GDP, mainly driven by the continued expansion of exports and a further contraction in
imports, partly offset by an increase in the outflow of income: mainly interest on public and private
debts owed to the rest of the World. Transfers are expected to improve somewhat on account of an
expected acceleration in the absorption of structural funds from the EU. Net external liabilities are
estimated to stabilise at around 125 percent of GDP over the medium term. However, the continued
strong reliance of the external deficit in a context of a deep recession is worrying, illustrating the
magnitude of the competitiveness problem in Greece and calls for decisive steps to reduce production
costs and boost the economy’s supply potential.

Graph 12. Current account and net external liabilities
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Table 3. Macroeconomic scenario: main features

2009 2010 2011 2012 2013 2014 2015

Real GDP (growth rate) -3,2 -3,5 -5.5 -2,8 0,7 2,4 2.9
Final domestic demand contribution* -3,6 -7,0 9,0 -5,3 -0,8 1,2 1,8
Net trade contribution 3,1 3,1 29 2,5 1,5 1,2 1,1

Employment (growth rate) -0,7 -1,9 -5,7 2,8 0,4 1,0 1,2

Unemployment rate (percent of labour force) 8,9 11,7 15,7 17,5 17,5 16,9 16,3

Unit labour cost (growth rate) 43 -1,6 -3,1 -2,9 -1,5 -1,0 -0,6

HICP inflation 1,3 4,7 3,0 0,7 0,8 1,0 1,1
HICP inflation at constant taxes 1,1 14 1,0 -0,3 0,4 1,0 1,1

Current account balance (percent of GDP) -143 -12,3 99 -7,9 -6,9 -5,9 -4.5

Net borrowing vis-a-vis RoW (percent of GDP) -13,3 -10,6 -7,8 -5,4 -4.4 -3,4 -2,0

Net external liabilities (percent of GDP) 111,3 124,1 1373 146,4 149,3 148.,7 145.,6

* Exduding changein inventories and net acquisition of valuables

Source: Eurostat and Commission services.



80% 1

60% -

40% -

20%

0% -
Jan-09

3. FINANCIAL MARKETS AND FINANCIAL SECTOR
DEVELOPMENTS

12. Yields in the secondary Greek government bond market are well above the pre-programme
peaks. In spite of progress in several areas of the adjustment programme, and of the euro-areca
Member States commitment to keep supporting Greece, the market remains sceptical of the future of
the economic adjustment programme, the sustainability of Greek government debt and the soundness
of domestic financial institutions. This scepticism is not only illustrated by the high market yields, but
also the sovereign CDS spreads, accompanied by a very low level of transactions. Moreover, the
sovereign ratings were further downgraded in June and July.
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Graph 16. Sovereign credit ratings
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Table 4. Ratings

Moody's Fitch Standard & Poor's
Rating Effective Rating Effective Rating Effective
Sovereign Ca 25-Jul-11 CcCcC 13-Jul-11 CC 27-Jul-11
ATE Caa2 23-Sep-11 B- 14-Jul-11 - -
NBG Caa2 23-Sep-11 B- 14-Jul-11 CCC 15-Jun-11
Eurobank Caa2 23-Sep-11 B- 14-Jul-11 CCC 15-Jun-11
Alpha bank Caa2 23-Sep-11 B- 14-Jul-11 cce 15-Jun-11
Piracus Caa2 23-Sep-11 B- 14-Jul-11 CCC 15-Jun-11

Source: Bloomberg

The quality of the loan portfolio of Greek banks continues to deteriorate. Non-performing loans
(NPLs) increased to 13.3 percent on a solo basis in the second quarter of 2011 from 10.8 percent at
the end of last year, and 9 percent in the first half of 2010. An additional indicator of deteriorating
loan portfolio quality is the significant share of restructured loans, which are increasing at a higher
pace than NPLs, accounting for about additional 4 percent of total loans in Q2-2011. The coverage
ratio of NPLs with accounting provisions increased to 45.4 percent on average in the same quarter,
stable compared to Q1.

Despite the wor sening macr oeconomic environment, banks were able to maintain the level of
pre-provisioning profits. Significant cuts in staff and administrative costs have led to a total
reduction in operating expenses over the last twelve months by 14 percent. Consolidated pre-
provisioning income of the banking groups in the first half of 2011 amounted to EUR 3 billion, eight
percent higher compared to the previous year results. On a solo basis, commercial banks recorded
EUR 2 billion pre-provision profit, a 41 percent increase compared to the same period in 2010.
Nevertheless, high provisions on bond and loan portfolios resulted in large losses recorded in the first
semester: provisions tripled, year-on-year, and leading to losses before tax of EUR 5.9 billion on a
consolidated basis and EUR 6 billion on a solo basis.

Banks announced their intentionsto participate in PSl. The six largest Greek banks have thus far
indicated their intentions to participate in PSI with EUR 32.4 billion of eligible bonds. This accounts
for approximately 21 percent of the EUR 154 billion government bonds maturing up to 2020. The
weighted average impairment rate on PSI-eligible bonds held by these banks on their balance sheets,
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as reported by the banks, currently stands at about 17 percent. This implies, on average, a pre-tax
adverse impact on the banks’ profit and loss account amounting to approximately EUR 5.5 billion,
leading to a substantial drain on banks’ capital. As a result, the average capital adequacy ratio of the
banking sector stood at 10.6 percent on a consolidated basis at the end of the second quarter, while the
average core tier 1 ratio was at 8.6 percent, compared to 12.5 percent and 10.5 excluding PSI-related
write-downs, respectively.

Box 2 : Greek banksin the EBA stresstests

Six Greek banks participated in the 2011 EBA stress test exercise with four banks passing the test. The six
largest Greek banks tested (National Bank of Greece (NBG), Eurobank EFG, Alpha Bank, Piracus Bank, ATE Bank
and Hellenic PostBank (TT)) represent over 90% of the Greek banking system’s total assets. The stress test used an
assumption of a 14.4 percent loss rate for exposures to the Greek sovereign and financial institutions in the banking
book. Due to their high exposures to the Greek sovereign, Greek banks were expected to perform less well in the
stress test than most of their European peers. However, NBG and Alpha Bank passed the test with relatively high core
tier 1 (CT1) ratios after the shock (7.7 and 7.4 percent respectively), while TT and Piraeus Bank passed the test, albeit
with low mark of 5.5 and 5.3 percent, respectively. Two banks, namely ATE Bank and Eurobank, fell under the 5.0
percent CT1 threshold in the adverse scenario. All banks, however, have disclosed mitigating measures that take them
above the 6.0 percent stressed CT1 ratio threshold, which has been deemed by regulators as desirable.

Graph 1. EBA stresstest resultsfor GR banks
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16. The deleveraging continues, while the liquidity position of banks tightens further. The balance
sheet of the Greek banking sector contracted by 7.6 percent in the twelve months to June 2011. Credit
to the domestic economy shrank by 2.9 percent driven by loans to corporations (-4.6 percent) and
households (-1.3 percent). To date, deleveraging in Greece does not seem to be excessive compared to
the contraction in nominal GDP. However, the risk of a potential credit crunch needs to be carefully
and continuously monitored. Deposits decreased at the higher pace than loans (-14 percent year on
year by June 2011), leading to increases in loan-to-deposit ratios in most banks. Retail deposits have
dropped by 4.9 percent from August to mid-October. This contraction followed a period of relative
stability during the summer and is comparable to the previous episode of deposit attrition in April-
June 2011. The reduction of the Greek State’s bank deposits since mid-August has further aggravated
banks’ funding stress. Finally, banks continue to not have access to wholesale funding markets. As
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banks struggle to reduce their assets, the loss of retail and wholesale funding sources has kept the
recourse to central bank borrowing at very high levels, including emergency liquidity assistance.

17.The Bank of Greece continues to monitor liquidity in the banking sector. The supervisor has
asked banks to submit updated medium-term funding plans (MTFPs) by December 2011 in order to
monitor the banking sector's structural liquidity position and their possibility to gradually reduce their
reliance on Eurosystem refinancing. In doing so, the Bank of Greece also ensures that the MTFPs are
consistent with the overall economic adjustment programme's macroeconomic and fiscal framework.

18.Changes in the legal framework provide new tools to deal with ailing banks. A new bank
resolution framework was adopted in September and concerns the banking law, the deposit guarantee
law and the HFSF. Available intervention techniques have been expanded to include transfer of assets
and liabilities and creation of an interim credit institution (‘good bank’). Shareholders and
subordinated bond holders will always remain with the transferring entity (‘bad bank”). The Hellenic
Deposit and Investments Guarantee Fund (HDIGF) will maintain and manage two funds: the existing
depositor protection fund and a new resolution fund. It will also have creditor preference in resolution
to better ensure recovery of guarantee funds. Also, the new framework conferred upon the HFSF new
roles as the HFSF will provide capital into interim credit institutions to bring them in line with the
capital adequacy requirements. Proton Bank was the first bank that was resolved under the new
framework. On 10 October 2011, the Greek Ministry of Finance announced its decision to establish an
interim credit institution, called New Proton Bank, and to transfer the Proton Bank’s good assets and
deposits to it. The HDGF covered New Proton’s funding gap and the HFSF provided the new bank
with capital.

19. A detailed diagnostic of loan portfolios of all Greek banksisongoing. The exercise, commissioned
to an internationally recognized capital advisory firm will estimate the expected credit losses over a
three year-period as well as over lifetime. It is expected to be completed by end-2011. The estimated
loan losses will feed in an assessment of capital needs for each bank to be carried out by the Bank of
Greece and published by end-February 2012. Subsequently, banks may be granted up to six months to
raise the required Tier 1 capital from the market. In case they fail, the HFSF will be available as a
capital backstop for viable banks.

20. Restructuring of banks having received state aid continues. The capital increase of ATEbank has
been closed on 7 July 2011. However, following the write downs in September due to the anticipated
participation in PSI, the bank’s capital ratio fell under the minimum capital regulatory requirement,
thus, the bank needs further capital injection. To this end, its restructuring plan will be updated with
the aim of minimizing the cost for the State. Preliminary restructuring and/or viability plans submitted
for nine other banks will have to be aligned with the liquidity and solvency requirements of the
programme.

21. Domestic banks pursue consolidation strategies so as to shield themselves against the crisis. On
23 June 2011, TT Postbank and T-Bank announced that they would merge with the latter being
absorbed by the former. The merger is expected to be completed by end-October 2011 and will be
considered under state aid rules before TT is privatised. On 28 August 2011, Alpha Bank and
Eurobank announced an all-share merger to be followed by an issuance of EUR 500 million
mandatory convertible bonds subscribed by a Qatari investor and raising €1.25bn in fresh capital. The
merger is expected to be completed by end-year, following the approval by the supervisor. Both banks
are under the obligations to submit a viability plan to the Commission as a consequence of the
injection of preference shares by the State in 2009.

22. Supervision of the insurance sector has been intensified. During the first half of 2011, the Bank of
Greece conducted on-site examinations and established a new supervisory review process.
Meanwhile, the insurance companies have been shrinking their portfolios, implementing stricter
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underwriting rules and increasing profits. The Bank of Greece will require insurance companies which
did not pass the recent EIOPA stress test exercise to accelerate their restructuring plans. In addition,
insurance companies not meeting minimum Solvency Il requirements will be required to submit to the
Bank of Greece a business plan comprising actions to be taken by mid-2013.
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Table 5. Banking sector soundnessindicators

basis 2007 2008 2009 2010 | 2011 H1 (4)
Capital adequacy ratio consolidated 11.3 95 11.9 12.3 10.6
solo (1) 12.7 10.7 133 139 n.a
Tier I ratio consolidated 9.3 8.1 10.9 11.2 n.a.
solo 9.4 838 123 125 n.a
Return on assets (after tax) consolidated 1.4 0.7 0.1 -0.3 2.2
solo 1.0 0.2 -0.1 -0.6 -25
Return on equity (after tax) consolidated 17.8 10.0 2.3 -4.2 -30.6
solo 146 31 -17 -8.6 -36.6
Loan to deposit ratio consolidated 106.0 114.0 113.8 121.9 137.6
Non performing loan ratio (2) solo 4.7 51 8.1 10.8 13.3
Coverage ratio (3) solo 53.9 49.5 421 46.3 45.4

Notes: (1) at the level of the individual entity. (2) Non-performing loans as percentage of total gross loans. (3)
Provisions as percentage of non-performing loans. (4) Provisional and incomplete data; including impact of the PSI.

Source: Bank of Greece
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4, PROGRAMME IMPLEMENTATION AND POLICY DISCUSSIONS

23. There has been progressin the implementation of the programme. This applies to each of the key policy
areas: fiscal consolidation, fiscal institutional reforms and growth-enhancing reforms. However, in several
areas, as described below, progress has been slower than expected. Part of this was due to the deterioration in
economic activity, which made policy-making more challenging. In order to ensure that Greek government's
track record in implementing the necessary reforms will be in line with the targets, political consensus and
administrative capacity need to be strengthened.

Table 6. Summary of compliance with policy conditionality

Overall assessment Comments

For July, the performance criteria on primary balance,
state's primary spending, net guarantees granted by
central government, and central government debt have
been respected. The criterion on non-accumulation of
external payment arrears has been missed by a small
amount — which was settled in the meantime. The
indicative criterion on non-accumulation of arrears to
suppliers has been missed.

For September, complete data are not yet available;
however, There are indications that the performance
Fiscal policy Partially observed criterion for the primary balance has been missed by a
small margin. The criteria for state's primary spending,
net guarantees granted by central government, and
central government debt have most likely been
respected.

While most austerity measures agreed during the fourth
review were adopted, several measures had to be re-
quantified of account of implementation issues.

The ceiling for the ESA-defined general government
deficit for 2011 will most likely be missed, in spite of
additional measures.

The quantitative cumulative criteria on privatisation
receipts for end-July have been respected, but not the
one for end-September, as no additional privatisation
receipts were collected.

Several measures have been adopted in relation to the
fight against tax evasion and public finance
management, and restructuring of public enterprises.
Moreover, there has been progress in healthcare reform.
Several preparatory steps have been taken in advance of
the second phase of pension reforms.

The Parliament budget office initiated its activities, but
its board has collectively resigned in the meantime.
Payments into the Hellenic Stability Fund and an
intermediate account have continued according to plans.
The Bank of Greece continues to monitor liquidity in the
banking sector, and it has asked banks to submit updated
Financial sector policy Largely observed medium-term funding plans.

Changes in the legal framework have been adopted to
provide new tools to deal with ailing banks. A detailed
diagnostic of loan portfolios of banks is ongoing, and the
supervision of the insurance sector has been intensified.
There has been progress in several areas such as some
business environment related measures (namely
concerning business start-ups and business licensing).
Partially observed The government decided to accelerate the liberalisation
of road haulage compared to previous commitments
Progress in liberalising regulated professions has been
relatively disappointing so far.

Structural fiscal reforms Partially observed

Growth-enhancing
structural reforms

Source: European Commission.

4.1. FISCAL POLICY

24. Most performance criteria for end-July have been met, but not for end-September. Given the delays in
the previous review, the criteria for end-June were replaced with criteria for end-July, and updated taking
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into account fiscal developments and measures. The criteria on the general government primary balance, on
the State’s primary deficit, central government debt and guarantees granted by central government for end-
June have all been met. Complete data for end-September are not yet available. However, most likely the
primary balance criterion has been failed, while the other above mentioned criteria appear to have been met.

25. Theindicative criterion on non-accumulation of arrearsto supplierswas missed. According to available

data, arrears to suppliers continue accumulating and have reached EUR 6.5 billion (or almost 3 percent of
GDP) by end-July 2011. The accumulation of arrears is partially related to the delays in the fifth and sixth
disbursements. However, they are also related to lingering deficiencies in expenditure control in the several
government entities, and administrative delays in payments by social security to hospitals which in turn lead
to delays in hospitals’ payments to suppliers.

Table 7. Fiscal quantitative performancecriteria

(EUR million)
end-July 2011 end-Sept 2011
Performance criteria Data Criterion Data Criterion |
General government primary cash balance -4.9 -5.1 ... -5.0
State primary spending 33.5 34.7 42 (p) 44.5
Central government debt 377 394 394
New guarantees granted by central government 0.3 1.0 0.3 1.0

Source: Commission services.

26. There were deficiencies in the implementation of the measures agreed in the previous review. In June,
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the Hellenic Parliament adopted the medium-term fiscal strategy through 2015 (MTFS). For 2011 and 2012,
the MTFS provided for deficit-reducing measures quantified in June at 3 percent of GDP for 2011 and a
cumulative 6 percent of GDP for 2012. Most measures were legislated and implemented. However, because
of delays and other issues in the implementation of these measures, their deficit-reducing effect has been
revised downwards. This together with similar issues in measures adopted in the context of the budget for
2011 and slippages in expenditure control, tax collection and recruitment implied that, without additional
measures, the 2011 and 2012 deficit ceilings would be missed by a large margin.

Table 8. Medium-term deficit ceilingsand projections

2011 2012 2013 2014
Deficit ceilings (EUR million) 17065 14916 11399 6385
Indicative as per centage of GDP 7.8 7.0 5.3 2.9
Projection (per centage of GDP) | 8.5-9 7.0 | 5.3 (%) | 2.9 (%)

(*) Including measures that require further specification.

Source: Commission services.



4. Program implementation and policy discussions

Table 9. Implementation monitoring: Estimated yield of measuresagreed in June 2011

4th review (July 2011)  5th review (Oct. 2011) Difference (*)
2011 2012 2011 2012 2011 2012
Total measures 6744 13641 5834 11279 910 2362
% of GDP 3.0 6.0 2.7 5.3 0.4 1.1
Wage hill 770 1370 642 960 128 410
% of GDP 0.3 0.6 0.3 0.5 0.1 0.2
Operational expenses 190 282 180 262 10 20
% of GDP 0.1 0.1 0.1 0.1 0.0 0.0
Extra-budgetary funds 540 690 304 396 236 294
% of GDP 0.2 03 0.1 0.2 0.1 0.1
State-owned enterprises 0 414 0 414 0 0
% of GDP 0.0 02 0.0 0.2 0.0 0.0
Health care 60 264 53 267 7 -3
% of GDP 0.0 0.1 0.0 0.1 0.0 0.0
Phar maceutical spending 250 743 372 601 -122 142
% of GDP 0.1 03 0.2 0.3 -0.1 0.1
Social benefits 1188 2286 748 1664 440 622
% of GDP 0.5 1.0 0.3 0.8 0.2 0.3
I nvestment spending 950 504 800 804 150 -300
% of GDP 0.4 02 0.4 0.4 0.1 -0.1
Other expenditure 150 505 150 250 0 255
% of GDP 0.1 0.2 0.1 0.1 0.0 0.1
Tax policy 2646 6583 2584 5661 62 922
% of GDP 1.2 29 1.2 2.7 0.0 0.4

(*) Ratios to GDP in this column are calculated on the basis of the latest GDP figures.
Source: Commission services.

27. In response, the Government has announced a fiscal austerity package to ensurethat the 2012 deficit is
on target. To the extent that most, although not all, measures frontload action planned for later years, they
reduce or close fiscal gaps in 2011, but are not, from a medium-term perspective, additional to the MTFS.
Main measures include:

e The implementation of a new uniform wage grid for public employment, which will, already in the
short term, substantially reduce the wage bill and aims at a more transparent remuneration system for
the civil servants of several government departments. This measure was already planned in the June
2011 MTFS, but its implementation was expected to be spread over several years. It is now frontloaded.
The average wage is expected to be reduced by 17 percent, although there is substantial variation
between the government departments. Bonuses will be provided to officials involved in tax collection
and expenditure control. For the time being, the wage reform does not affect the so-called special
regimes (military and policy, judges and political personnel, doctors and university staff).

e Cuts in the highest pensions and adjustment in supplementary pensions and lump sums paid on
retirement. The adjustments in the supplementary pension and in lump sums paid on retirement were
also provided for in the MTFS, but were expected to be implemented later on.

e  With the aim of reducing overstaffing, the government established, already in July, a labour reserve for

excess staff. It has now decided to move an estimated 15 000 staff very close to retirement age into a
pre-retirement scheme, and the same number of staff into a labour reserve.
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e A new property tax has been established; this will be collected through electricity invoices (though the
tax base is the surface of the property, modulated by additional parameters like age and location of the

property)

e The personal income tax base has been widened through the abolition of a number of tax expenditures
and reducing the income tax-free thresholds. In particular, the tax-free income threshold, which used to
be EUR 12 000 per person per year was reduced to EUR 8 000 in June, is further reduced to EUR
5 000.

e The acceleration in the reduction (quasi-abolition) in the subsidy to heating oil, which was planned for
the next year.

28. It is no longer viable to close the fiscal gap for 2011. The 2011 government deficit will most likely be
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between 8.5 and 9 percent of GDP, i.e. well above the ceiling of 7% percent of GDP (or EUR 17 065
million). Given the late stage of the year in which this residual fiscal gap has been identified, the margin for
cuts in operational spending and investment is very limited, as most expenditure budgeted for 2011 has
already been spent or committed. Moreover, further tax measures in 2011 would be unbearable for the
economic agents and would not bring much in revenue. The mission stressed that, given the implementation
of many measures in a short period of time — the new measures and many of the measures agreed in June are
implemented in the last quarter of 2011 and first quarter of 2012 —, the impact on the deficit may be smaller
than the sum of the quantifications of each one of them. In particular, the several tax measures will be testing
many households’ liquidity constraints.
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Table 10. Deficit and measur es accounting: from deficit in one year to the next

EUR million % of GDP
cumulative measures cumulative measures
2010-2014 2010-2014
2009 deficit 36150 15.4
primary deficit drift in 2010 6149 2.7
change in interest expenditure 266 0.1
measures in 2010 1/ 18372 18372 8.1 8.1
impact on ratio of nominal GDP growth -- 0.5
2010 deficit 24193 10.6
primary deficit drift in 2011 12724 5.8
change in interest expenditure 1997 0.9
measures in 2011 1/ 19514 37886 9.0 16.8
impact on ratio of nominal GDP growth -- 0.5
2011 deficit 19400 8.9
primary deficit drift in 2012 6808 3.2
change in interest expenditure 509 0.2
measures in 2012 1/ 11801 49687 5.6 21.8
impact on ratio of nominal GDP growth -- 0.2
2012 deficit 14916 7.0
primary deficit drift in 2013 1045 0.5
change in interest expenditure 509 0.2
measures in 2013 1/ 2/ 5071 54758 2.4 23.3
impact on ratio of nominal GDP growth -- -0.1
2013 deficit 11399 53
primary deficit drift in 2014 1307 0.6
change in interest expenditure 800 0.4
measures in 2014 1/ 2/ 7121 61879 3.2 25.5
impact on ratio of nominal GDP growth -- -0.1
2014 deficit 6385 2.9

Note: Deficit in year t = deficit in year t-1 plus primary deficit drift plus change in interest expenditure minus
measures (and for the GDP ratios: plus impact on debt ratio of nominal GDP growth).

1/ Including carry-overs.
2/ Including measures which still require further specifications.
Source: Commission services.
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Table11. Arrears (EUR million)

31Dec2010 |31 March 2011 (30 June 2011 |31 July 2011 |31 Aug2011
Total State 866.2 1087.9 980.0 949.9 938.7
Local Government 591.2 834.3 903.5 878.8 9432
Hospitals (*) 1514.2 1687.1 1846.6 17474 173322
Social Security Funds 2131.5 2433.2 2662.6 2757.2 2649.8
Other government entities 197.5 215.5 245.1 2013 2344
Total General Gover nment 5300.6 6258.0 6637.8 6534.6 6499.3

All debts 90-days overdue are considered arrears

(*) Of which EUR 113 million incurred by end 2009.

Source: General Accounting Office.

Graph 23. Government revenue and expenditure
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Graph 25. Government primary balance — 2011
(cash basis, cumulative balance, EUR million)

Outcomes and quarterly criteria

1500

500 A

-500 -

-1500 -

-2500 A

-3500 -

-4500 -

-5500 -

QOutcome o far

-6500 -

-7500

Performance criteria

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Source : GAO and Commission services..




4. Program implementation and policy discussions

Table 12. Staffing plans

Projections

2010 2011 2012 2013 2014 2015
Total 775994 708780 669632 625548 614810 602472
Permanent Employment 682258 646480 612104 572315 565443 556584
of which: tenure 600497 577927 553686 524191 519173 512747
Exit 48273 43830 47041 14765 11812
Normal retirement 47273 36256 24922 14765 11812
Through retirement schemes 1000 7574 7574 0 0
Through labour reserve 0 0 14545 0 0
Other 0 0 0 0 0
Hiring 12495 9455 7251 7893 2953
Professional Schools 4146 4146 4146 4146 4146
Transfer from SOEs 2883 0 0 0 0
From the labour reserve 0 0 1045 0 0
Other 5466 5309 2060 3747 -1193
Palitical appointees 25526 14576 14576 14576 14576 14576
Temporary contracts 68210 47724 42952 38657 34791 31312
M emorandum items:
Total employment reduction since 2010 67214 106362 150447 161184 173522

Source: Greek Ministry of Finance

29. The fiscal consolidation effort of Greece has been very large, but more measures will be necessary.
Despite the implementation issues that this report and previous reports have documented, the fiscal
consolidation of Greece has been well above the fiscal efforts in other European countries. According to
available estimates, in 2010 and 2011, Greece has implemented more than 16 percent of GDP of
consolidation measures so as to reduce the deficit from 15%: percent of GDP in 2009 to 8.5-9 percent in
2011. Without these measures, the government deficit would have kept on increasing. Given the deepening
recession, which has been weighing in revenue performance, the increase in interest expenditure and the
underlying increase in expenditure (e.g. related to the population ageing or the public sector wage drift) large
measures are necessary simply to avoid that the deficit increases. The same is expected to happen until the
debt declines and economic growth resumes. For 2012, to reduce the deficit ratio to the agreed ceiling, the
government implements 5% percent of GDP in measures, as described in previous paragraphs.
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Box 3: Debt sustainability assessment

This box looks at the sustainability of the Greek sovereign debt in view of the latest macr oeconomic developments,
and the experience of 18 months of programme implementation. The Greek government debt-to-GDP ratio is projected
until 2030, on the basis of a number of assumptions on real and nominal growth, primary surplus and other financial
transactions not captured in the ESA deficit, such as privatisation receipts and the recapitalisation of banks, and interest rates
on official and market financing.

At the time the previous compliance report was published, the Greek government debt was deemed to be sustainable
under the condition that the adjustment programme was fully implemented. The central scenario envisaged in the debt
sustainability assessment of July 2011 predicted the debt ratio would peak at 161 percent of GDP in 2012, and could decrease
to 127 percent by 2020. This reduction in the debt burden assumed very strong policies: a swift improvement in the primary
balance to around 6 percent of GDP by 2014, and a stabilisation of the primary balance ratio at that high level over the period
2015-20; privatisation proceeds of EUR 50 billion over the period 2011-15; full implementation of the structural reform
agenda leading to a gradual return to robust economic growth. However, as the previous report made clear, the central
scenario was susceptible to very substantial downside risks: the debt trajectory would worsen significantly if the growth
performance fell short of expectations or the fiscal adjustment were less pronounced than programmed. The report of July
illustrated that, in a scenario of weak implementation of the programme, the debt ratio could enter into an exponentially
increasing path, even if privatisation receipts were able to delay such a development for a number of years.

The implementation of the programme so far indicates that a scenario of 'full implementation of the programme' is
not the most likely scenario. During the last 18 months, Greece made progress in many areas, in particular a large reduction
in the government deficit under a particularly severe recession. However, both in 2010 and 2011, the actual government
deficit exceeded the targets. In relation to structural reforms, there has also been progress in many fields. However, as this
report documents, the pace of these reforms has not been commensurate with the needs: the reforms have not yet reached the
critical mass that is necessary to boost productivity and transform the investment climate. Thus, while the programme
objectives and targets have not been revised, a scenario of 'full implementation' is not the most likely, and it would be
imprudent to base an assessment of sustainability on such an assumption.

The main assumptions for the medium- to long-term debt projections are as follows:

e PSl. It is assumed that the private sector involvement announced on 21 July is implemented at the beginning of 2012.
However the information available on the investors' responses to the letter of inquiry have led to revise the assumed
participation rate to 80 percent, while those that expressed their intention to participate in PSI have, for a very large
majority, stated a preference for the so-called option 1 (exchange of bonds at par, with extended maturities and
collateral). PSI requires the government to borrow additional funds (around EUR 35 billion) in order to place AAA
securities in a defeasance structure that guarantee the payment of the exchanged bonds principal. At the time of writing,
Eurostat has not yet announced whether the PSI-related collateral should be netted out in the official debt statistics. In
any case, for the purpose of the debt sustainability assessment the relevant concept is debt net of collateral.

e Bank recapitalisation. For the purpose of bank recapitalisation and to cover the losses that Greek banks incur by
participating in PSI, the projections assume government borrowing EUR 20 billion, on top of the funds previously
earmarked for the Hellenic Financial Stability Fund.

e  Economic activity. Economic activity is contracting in 2011 by 5% percent, and will most likely keep contracting in
2012. The recovery is assumed to take place from 2013 onward, and real GDP growth could approach 3 percent in
2015-19, given a cyclical upswing after a deep recessions. Afterwards, growth is assumed to decline to 2 percent, and in
a longer horizon to 1% percent given demographic trends. Given the need to restore competitiveness, inflation is
projected to remain below the euro area for several years, at least until 2020.

e Fiscal stance. The medium-term fiscal strategy adopted by Greece in June 2011 pointed to a reinvigoration of the
authorities’ resolve to bring the fiscal accounts back on track. However, implementation has disappointed. As a result, in
2011 (as was already the case in 2010) the deficit ratio will be above the target. The harshness of the measures that were
necessary to reduce the deficit suggests that it is unlikely Greece will be able to reach a primary surplus of 6 percent of
GDP, a level that only a few countries managed to reach and sustain. Thus, the central scenario for the purposes of
assessing debt sustainability assumes that the primary deficit will reach a maximum of 4% percent of GDP in 2014-16.
This primary surplus is then modelled to progressively decline to 4 percent by 2020 and to 3% percent of GDP in the
second half of the next decade. These levels of primary surplus remain relatively large by international standards. The
overall deficit would hover 3 percent of GDP for the whole period.
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e  Privatisation. Although the ultimate objective of Greece privatising EUR 50 billion of assets remains viable, a prudent
scenario assumes that Greece will need a longer period to reach this amount, that is until 2020, rather than 2015 as
assumed so far. However, even in this case, Greece would privatise assets worth 2 to 2% percent of GDP per year, for
several years, an outcome that only a few countries delivered.

Compared to the previous report, the government debt outlook has deteriorated. The debt path that results from these
assumptions is substantially above the projections of the 4th review. Under the above described assumptions, the government
debt net of collateral would increase up to 186 percent of GDP and then decline slowly to just above 150 percent of GDP in
2020. If this scenario materialised, by 2030, the net debt ratio would be close to 130 percent of GDP (see table with detailed
data). Since the debt would remain very high — though declining — access to markets could be endangered and the debt would
be extremely vulnerable to any adverse development.

Graph 1. Debt sustainability assessment
Central scenario; gross debt and debt net of collateral
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Sensitivity scenarios demonstrate the wide spectrum of outcomes, given policy choices and macroeconomic
developments. Graph 2 shows how the debt ratio would evolve if the modelling assumptions are relaxed. The following
alternative assumptions are illustrated in the graph below: (i) lower real GDP growth by 1 percent per annum, over the whole
forecasting horizon leading to a lower primary surplus (ii) lower real GDP growth, while keeping the same primary surplus
of the central scenario, thus requiring a stricter fiscal stance; (iii) unsuccessful privatisation, with lower annual privatisation
proceeds and total receipts not exceeding EUR 10 billion by 2020; (iv) incomplete fiscal consolidation with the primary
surplus 1 percentage point of GDP below the central scenario, that is never exceeding 3.5 percent of GDP, but still above the
debt-stabilising primary surplus; (v) higher interest rates by 1.5 p.p., either because the official financing costs increases
following market developments, or because any market access would be at rates above the central scenario; and (vi) a
favourable scenario with higher growth reflecting a better implementation of structural reforms.
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Graph 2. Debt sustainability assessment
Central scenario and alternative scenarios
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These projections raise doubts regarding government debt sustainability. The debt ratio does slowly decline under most
of the scenarios illustrated in the chart, but it remains very high and therefore endangering access to market, and requiring
large volumes of official financial support for long. Unless the PSI agreed on 21 July was reconsidered, with the private
sector providing a larger contribution to the sustainability of debt.

Theincentivesto respond to the debt sustainability challenge differ with theinstitutional and political consequences of
an alternative course of action. The debt trajectory crucially depends on policy choices, such as the extent and persistence
of fiscal restraint (determining the medium-term primary balance path) and structural reform implementation (improving the
country’s growth prospects). If Greece can expect that its official creditors will eventually substitute for a lack of policy
performance through additional financial support, the painful and politically difficult adjustment efforts needed to achieve
sound fiscal position and healthy economic growth are unlikely to materialise. By contrast, if confronted with a hard budget
constraint and the corresponding incentives to decisively break with past fiscal profligacy and weak policy implementation,
debt sustainability prospects could be markedly improved.
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Table1l. Debt sustainability assessment
Baseline scenario

in bn EUR, unless otherwise noted

Q42011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2025 2030
A. Government cash deficit 3.0 14.9 11.4 9.2 8.7 8.5 10.0 9.5 10.0 8.6 10.6 14.7
Primary deficit ("-" is surplus) -1.7 2.0 -6.5 -9.9 -10.3 -10.6 -10.4 -10.9 -11.4 -12.0 -13.3 -13.8
Interest payments 4.6 12.9 17.9 19.1 19.0 19.1 20.3 20.4 21.4 20.6 23.8 28.5
B. Other government cash needs 2.6 18.0 6.8 34 0.5 0.5 0.5 0.0 0.0 0.0 0.0 0.0
C. Maturing debt 31 26.7 15.8 21.9 17.3 14.1 115 6.0 9.2 7.4 12.6 4.2
D. Cost of PSI 75.6
Collateral 35.6
Cost of buy-back (bonds before 2020) 20.0
Bank recap 20.0
E. Gross financing needs (A.+B.+C.+D.) 8.6 135.2 34.0 34.6 26.5 23.1 22.0 155 19.2 16.0 231 18.9
Gross debt 351.4 420.0 434.0 442.4 445.9 448.9 4533 457.7 462.4 465.5 515.6 583.6
Gross debt (% of GDP) 161.3 198.2 203.1 201.9 197.0 191.2 185.9 180.4 174.8 169.0 155.7 148.6
Debt, net of collateral 351.4 384.4 397.0 404.0 406.0 407.6 410.3 413.1 416.1 417.5 457.8 513.9
Debt net of collateral (% of GDP) 161.3 181.4 185.8 184.4 179.4 173.6 168.3 162.8 157.3 151.5 138.2 130.8
Gross interest payments (% of GDP) 2.1 6.1 8.4 8.7 8.4 8.1 8.3 8.0 8.1 7.5 7.2 7.2
Debt servicing (% of GDP) 4.6 13.0 18.0 19.2 19.1 19.1 20.4 20.4 214 20.6 23.9 28.5
Main assumptions
General government deficit (% of GDP) -1.4 -7.0 -4.7 -3.6 -3.2 -3.0 -3.4 3.1 3.1 -2.5 2.6 3.1
Primary deficit (% of GDP) 0.8 -0.9 3.1 4.5 4.5 4.5 43 43 43 43 4.0 35
Real GDP growth (%, p.a.) -5.5 -2.9 0.5 2.1 2.7 2.9 2.8 2.8 2.7 24 1.7 1.5
Nominal GDP growth (%, p.a.) -4.2 -2.7 0.8 25 33 3.7 3.8 4.0 43 42 3.6 34
Debt reduction due to buy-back -33.3
Debt reduction due to discount bond exchange -3.4
Privatisation 0.6 3.2 43 4.4 5.7 5.9 6.1 5.1 5.3 5.5 0.0 0.0
Privatisation (% of GDP) 1.5 2.0 2.0 2.5 2.5 2.5 2.0 2.0 2.0 0.0 0.0
GDP 217.8 211.9 213.7 219.1 226.4 234.8 243.8 253.7 264.5 275.5 331.3 392.8
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4.2. STRUCTURAL FISCAL REFORMS

4.2.1. Privatisation

30.

31

32.

The privatisation fund has now become operational. After the identification in June of the assets
that will be privatised, a professionally-managed privatisation fund (HRADF, Hellenic Republic
Assets Development Fund) was legally established and is now fully operational. The ultimate
objective of the privatisation plan is to reduce government financing needs, to improve economic
efficiency, and to bring in foreign capital. The first transactions by an overall amount of EUR
1.2 billion (though most receipts have not yet been cashed in) have already taken place. They affect a
stake in a telecommunication company and two gaming-related concessions. However, given the
delays in establishing the fund itself, and other administrative and legal procedures, the value of
transactions agreed by end-September was well below the performance criterion for the third quarter
of the year. The substantial deterioration in the financial markets between June and September, when
the Athens stock exchange lost almost 40 percent, may have also weighed on the proceeds.

The near-term privatisation target needs to be readjusted, while the longer-term objective
remains viable. Given the above-described delays, the amount previously planned to be collected by
end-September is now expected by end-year, while the cumulative targets for 2012 have also been
delayed by a quarter. Despite these delays, the aim of collecting EUR 35 billion by end-2014, and
EUR 50 billion as the ultimate objective, stay unchanged. If one takes into account the reprivatisation
of shares of banks recapitalised directly by the State or by the HFSF, privatisation receipts may
exceed those values. Given the crucial nature of the privatisation plan in the overall strategy of the
adjustment programme, the mission has judged appropriate the Government's commitment of
reaching the privatisation targets, if necessary by offering for sale larger stakes than initially planned
in state-owned enterprises.

The implementation of the privatisation plan requires determination by the Government and
the Fund. In order to allow the privatisation fund to play its role, the Government will have to
continuously transfer assets to the fund and prepare assets for privatisation. A first batch of assets has
already been transferred and a second one is expected shortly: the latter will cover most of the
transactions taking place by end-2012. Moreover, preparing assets for sale often requires time-
consuming procedures including the unbundling of utilities, the creation of portfolios of real estate
assets, and more fundamentally, resolving issues related to land ownership and, in several cases,
allocating the respective land use rights.
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Table 13: Privatisation plan: transactions so far

Remaining
stakes Collected
Assets Date of deal ;Zlkde owned by (EUR I(E)llJ) ; Crﬁlillfféﬁ?
the Greek million)
gover nment
OTE July 2011 10% 4% 392 --
375
OPAP 1 (by end-November)
(license October 2011 * .
extension - - 0 5 percent on gross gaming
2020-30) revenue during the extension
period (present value estimated at
EUR 86 million).
OPAP 2 (b end-élt\?jvember)
(sale of new October 2011 i ) 0 Y n
license for 36
VLTs) (by Q4-2013)

Table 14: Planned privatisation receipts

By end of: Privatisation
receipts

(EUR million)
2011 Q4 1700
2012Q1 5000
Q2 7000
Q3 9 000
Q4 11 000
2013 Q1 15 000
Q2 17 000
Q3 18 000
Q4 20 000
2014 35000
2015 50 000

Note: Reprivatisation of banks' shares
that the state or the HFSF may acquire in
the context of recapitalisations is not
included in the planned privatisation
receipts.

4.2.2. Tax reform and fight against tax evasion

33. An overhaul of thetax system will haveto be properly prepared. As discussed in previous review
missions, the Government is committed to overhaul its tax system with the aim of simplifying and
making it more growth-friendly. The widening of tax bases, abolition of exemptions and preferential
regimes under the corporate income tax and VAT, as well as a more uniform treatment of individual
capital income, would allow a reduction in tax rates, in particular on labour — such as social
contributions — and corporate income. The mission stressed that cuts in tax rates should only take
place once it is clear that the reform will be revenue-neutral. For the time being, a reduction in rates,
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in particular in indirect taxes, does not appear to be appropriate. Furthermore, international experience
shows that a major reform of the tax system requires careful preparation, and that an incomplete
reform or a reformed prepared in a rush would not be advisable. However, the mission agreed that a
simplification in the Code of Books and Records could contribute to reducing the businesses’
compliance costs.

34. The success of the fight against tax evasion iscritical for the programme. This is not only because

of additional receipts, but also because of the social acceptability of adjustment programme as a
whole. Results so far are not satisfactory, though a number of actions are ongoing. In particular the
government is reassessing the performance targets of tax agency’s managers, and strengthening the
tax dispute system. With delays compared to previous plans, a large taxpayers’ unit and a directorate
to debt collection have been established. Also, the tax audit department has scaled-up risk-based
audits and have initiated audits of high-wealth individuals and self-employed. There has been much
less progress in consolidating and merging the tax offices spread over the country, which can only be
completed once a new, modern, IT system interconnecting all tax offices is in place.

4.2.3. Public administration and social programmes

35.

36.

Public administration reforms need determination and political will. The ongoing functional
reviews should be a basis for an ambitious administrative reform. A first report on the functional
review of the central administration, drafted by the OECD secretariat, touches fundamental areas that
need to be prioritised in the reform of public administration, including a better coordination between
ministries, an improvement in monitoring and implementation of coherent policies, setting strategic
directions and priorities, reducing the excessive formalism that limits mobility between ministries,
reducing the number of hierarchical levels and management positions, a more complete human
resources strategy and a better control over budget formulation. The mission was of the view that an
effective public administration reform required the identification of policy priorities. The government
committed to identify in the course of 2012, with the help of external technical assistance, entities that
are overstaffed or have overlapping mandates with a view to downsizing, merging or closing them.

It ispossibleto increase efficiency and save money in social programmes. An OECD report on the
functional review on social programmes is also being prepared. The report which will be concluded in
two phases will include policy recommendations on a better policy design, organisation and
management of existing social programmes. Preliminary conclusions of the report refer to high levels
of fragmentation in the distribution and use of social programmes.

4.2.4. Healthcare

37.

38.

There has been progress in relation to health sector reforms. Given the high share of public
expenditure that is spent on healthcare, healthcare reform is a crucial component of Greece's fiscal
consolidation efforts. These efforts will depend a lot on an efficient pricing of medicines, the proper
accounting and monitoring of expenditure, modern procurement, invoicing and administration, the
introduction of the positive list linked to the reference price system; the full implementation of the e-
prescription system and the concentration and specialisation of NHS hospitals and departments while
ensuring mobility of staff.

Despite progress, the mission stressed that more effort needs to be made in several areas. These
areas include: equalising contribution rates for EOPYY, i.e. increasing contribution rates for OGA;
reducing the number of administrative staff and the number of physicians contracted with EOPY'Y;
increasing substantially the use of generics in hospitals and the outpatient services; applying binding
clinical and prescription guidelines, eventually linked to the e-prescription system; speeding up the
implementation of e-prescription; and minimising delays in invoicing and eliminating arrears. This
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last point is particular important as some social security funds have not been able to collect the rebate
from pharmacies when there are delays in payment. Finally, the current practice of NHS hospitals
invoicing Social Security Funds with constantly slow internal auditing procedures appears
cumbersome, time and resource consuming, potentially leading to delays in the payment of suppliers.
This requires a substantial revision in the month to come.

4.2.5. Pension reform

39. Pension reform isa major achievement of the programme. Though a number of adjustments to the
Greek pension system are still necessary, the available data indicate that the reforms implemented
since the beginning of the adjustment programme have substantial improved the dynamics of pension
expenditure. Other than the parametric reform of July 2010, and the reduction in highest pensions,
attention has now shifted to fight fraud in disability pensions and to the pension regimes of specific
professions. A single centre for certification of disability has started operating, replacing a large
number of regional disability committees, while a more restrictive definition of disabilities has been
adopted. Authorities aim at reducing the share of disability pensions in total pensions from 14 percent
to 10 percent, in line with the European average. These measures, together with a pensioner's census
may decisively contribute to fight fraud and reduce waste.

40. The reform of supplementary pensions will also contribute to the actuarial fairness of the
pension system as a whole. Following the completion of ongoing actuarial studies, a draft bill to
reform supplementary pensions is in preparation. Authorities aim at further reducing the number of
funds, eliminate imbalances and guarantee the budgetary neutrality of supplementary pension
schemes through a strict link between contributions and benefits. After delays, the list of arduous and
hazardous professions, which allow earlier retirement ages, is being revised following the work of a
committee of experts and social partners. The new list will cover no more than 10 percent of
employment, and should enter into force immediately.

4.2.6. Public procurement

41. A new central body (SPPA) is established for the coordination of public procurement policy.
The Single Public Procurement Authority is expected to become instrumental in monitoring, planning
and the implementation of procurement procedures. This implies a significant change in the currently
decentralized system, whereby various bodies (mainly ministries) conduct their own public
procurement policy, implement it and supervise it. This system has, among other, led to different
practises for the same type of tendering procedure, and/or to different selection criteria and technical
specifications for the provision of similar goods and services, resulting at the same time in numerous
infringements of EU law and in costly delays.

4.3. GROWTH-ENHANCING STRUCTURAL REFORMS

4.3.1. Labour market

42. Despite recent reforms aimed at enhancing the dynamism of the labour market, serious
shortcomings in the wage bargaining system remain. The economy is contracting more than
envisaged at the onset of the Programme in May 2010. Despite a considerable reduction in per capita
income, downward rigidities in wage-setting systems have prevented the necessary adjustment of
private sector wages, thus contributing to a sharp increase in unemployment.
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43. The government is adopting a number of measures in relation to collective bargaining so as to

reduce the downward rigidity on wages. These measures aim to lessen the increase in
unemployment, including among the low-skilled:

The suspension of the extension of occupational and sectoral collective agreements until at
least end-2014. The aim of this measure is to give flexibility to firms and their staff in order to
agree wage setting at the firm-level, if they wish so. Indeed, there is evidence that wages agreed
at a sectoral level are becoming increasingly binding for small firms and contributing
substantially to job losses.

The suspension of the favourability clause. The aim is to decentralise collective bargaining by
enlarging the scope of firm-level collective agreements, in conjunction with extending workers’
representation in the bargaining process. The suspension of the favourability principle should
imply that, as in some other EU countries, firm-level agreements prevail over sectoral
agreements.

Firm-level wage bargaining is being further facilitated by allowing for workers
representatives to negotiate firm-level collective agreements. The government will extend the
right to negotiate firm-level collective agreements to staff representatives other than trade
unions, applying to firms of all sizes. Indeed, in some cases, and notably for small firms, the
main obstacle to firm-level agreements is the absence of a counterpart for the negotiations.

44. The Government will promote discussions with the social partnersin order to examine labour

market parametersthat affect the firms competitiveness and the economy as a whole. The goal
is to conclude a national tripartite agreement addressing the macroeconomic challenges to the
economy and to support stronger competitiveness, growth and employment in Greece. All parameters
that have an impact on labour costs should be open for discussion, including wages, minimum wages
and the national collective agreement, and the several non-wage labour costs, including social

contributions.
Graph 26. Total labour costs Graph 27. Minimum wages
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4.3.2. Regulated professions

45. The new law on regulated professionsisin place; yet moretimeis needed for the law to be fully
effective. The logic of the new law is to lift restrictions on practicing the regulated professions, unless
such restrictions are reintroduced for public interest reasons during a transitory period which expired
in July 2011. This means that, in principle, all professions and economic activities — other than the
main regulated professions, like lawyers, doctors, engineers, notaries, etc. — are no longer subject to
restrictions.

46. Requests for reinstating restrictions have been put forward after the transitory period. In
reality, the four-month transitory period was not used effectively to introduce required modifications
in an orderly and timely fashion, and there have been pressures from interest groups to reintroduce
restrictions and specificities to the licensing system of several professions. It could be that, in some
cases, restrictions and derogations to the principle of professional freedom are warranted. To ensure
an orderly procedure, such derogations should be made within a clear and should be limited time
frame, and be limited to what is strictly necessary taking into account the public interest.

47. The scope of the law should be clarified. A comprehensive list of regulated professions or economic
activities affected by this law is needed to give certainty to service providers and competent
authorities. The regulations governing these professions and activities should be screened and
modified in the interest of legal certainty to make them fully compatible with the liberalizing
provisions of the new law on regulated professions. Moreover, implementing regulations and
ministerial circulars need to be updated expeditiously to ensure that the reform can take full effect.

48. In addition, there is a need for further changes to the regulatory framework of the main
regulated professions. The impact of this recent reform on the modus operandi of the main regulated
professions does not yet go far enough. For example, the mission noted that, the recent legal
provisions have been ineffective in reducing notary fees in Greece, which remain well above the fees
charged in other EU countries with the same notary system. In this sense, the mission welcomes the
Government's commitment to substantially reduce notaries' fees and increase competition among
notaries. With regard to lawyers, whilst the recent reform has eliminated geographical restrictions for
individual lawyers, it has failed to abolish minimum fees, which will outlive the reform under the
guise of legal fees and reference amounts (see appendix). In addition, the reform appears to infringe
the EU law, as it unnecessarily curbs the freedom of individuals to incorporate law firms in Greece
and of law firms to open branches in Greece. Moreover, the recent reform has also done little to
change the price formation mechanism of engineers/architects. As in the legal profession, legal fees
will de facto behave as minimum prices, as the system of paying the social contributions and fees to
the Technical Chamber of Greece penalizes engineers that would otherwise agree on lower prices
with their clients. In addition, current regulations significantly reduce the possibility for engineers and
clients to agree on prices below the legal fee, since cases of 'unusual low fees' agreed between the
engineers and his/her client, can be investigated and sanctioned by the Technical Chamber of Greece.

4.3.3. Energy and transport

49. Thetransport sector has experienced a number of reformssince last summer 2010. Several laws
have been approved in relation to road freight, railways and urban transport, while the restructuring
plans for the railway and urban transport companies are being implemented. A new provision on
occasional passenger transport was approved in August and secondary legislation establishing the
costs and the time required for issuing new licences will be adopted by end-October this year.
Moreover, the Government has announced the intention of accelerating the liberalisation of road
haulage, by reducing a three-year transitional period to one-and-a-half year earlier, as well as by
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50.

reducing costs for the issuance of new road transport operator licences. A number of entry barriers to
the taxis market are also expected to be lifted soon.

Energy is one of the policy areas that have accumulated most delays in relation to policy
conditionality. By October 2011, Greece has accumulated a ten-month delay in the identification of
measures to grant competitors of PPC (the incumbent energy producer) access to 40 percent of lignite-
fired capacity. Whilst several options have been put forward by the authorities, these have not been
suitable to meet the objectives. Such measures should be identified and implemented swiftly, before
privatisation of PPC takes place in 2012. Otherwise, the competition problem in the generation side
will be transferred to the newly privatized undertaking. On the management of hydro reserves, policy
conditionality requires that this is assigned to an independent body. This follows the same logic of
giving access to this comparatively cheap source of energy to generators other than PPC. However, as
of October 2011, the authorities have failed to propose a mechanism that complies with this
requirement. Moreover, the memorandum of understanding calls on the Greek government to
transpose the common rules of the third energy package on the generation, transmission, distribution
and supply of electricity as well as on the strengthening of the role of the energy regulator (RAE).
This has been done by the law of 2 August 2011, on the regulatory framework for the operation of
electricity and gas energy markets. Given the upcoming privatisation plans of the electricity and gas
undertakings, the main challenges now are to effectively unbundle the electricity and gas transmission
and distribution systems, by ensuring a timely transfer of assets and staff, as well as to enhance the
role of RAE.

4.3.4. Business environment

51.

52.

The government should not delay the presentation of the Business Friendly Greece action plan
any further. This plan aims at tackling restrictions to business activities and innovation that have not
been addressed so far. By mid-October, the action plan has not been made public yet. Instead, the
government has decided to wait for the presentation of a draft law covering a number of measures of
the plan. The draft action plan includes around 70 actions ranging from the creation of company to its
liquidation. The expected benefits of the plan derive from measures clarifying spatial planning rules,
rationalizing environmental permits and simplifying tax rules.

A new environmental licensing law is expected to significantly ease procedures. The time
required for environmental licensing is expected to decrease by an average of 50 percent. For this, the
law aims at reducing significantly the number of environmental impact assessments (EIA) required
for new projects. Furthermore, it provides for the creation of an electronic environmental register
(most likely operational after 1.5 years after its entry into force) to carry out licensing procedures for
all types of environmental projects in a faster and more transparent way. Also, it sets up an
environmental licensing department in the Ministry of Environment, thus addressing the concerns
over the lack of administrative staff to process applications at the Ministry level, as well as
strengthens the mechanisms for ensuring compliance with the environmental terms, namely via
environmental inspectors. The mission insisted that appropriate coordination mechanisms between the
central government and the regional administration as well as the sufficient qualification of staff for
the processing of applications at lower level of governments are needed to ensure a successful
application of the new law. Equally important is the speedy issuance of implementing regulations.

4.3.5. Absorption of structural funds

53. Implementation of the structural fund conditionality is on track, though absor ption of funds has

been dower than expected. Whilst the semi-annual target for the absorption of structural funds was
missed, the annual target (EUR 3.35 billion) is still within reach. This is due to a large number of
projects maturing towards the end of the year and to the increase in the EU co-financing rate — from
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an average of 78 percent to 85 percent; this is expected to increase further to 95 percent of the eligible
expenditures. The government is also likely to meet the annual target for the submission of 15 large
projects. In addition, in July 2011, the overall absorption rate of the National Strategic Reference
Framework (NSRF) was 28.2 percent, up from 11.1 percent in July 2010 and only slightly below the
EU27 average. This reflects progress since the beginning of the adjustment programme.

54. The government is strengthening the administrative capacity for the design and implementation
of NSRF projects. This takes place through (i) the ongoing work on a monitoring tool for the
approval and implementation of public project proposals, (ii) the elimination of inactive projects, (iii)
the increase in flexibility of the managing authorities to transfer resources between codes within the
same priority axes — so that funds can go from underutilized projects to projects that are absorbing
more funds, as well as the (iv) reinforcement of public services involved in the implementation of the
NSREF.

4.3.6. Judicial reform

55. Greece has undertaken a number of important commitments to reform the Greek judicial
system. These include, inter alia, the clearance of the existing case backlog in courts, improving
judicial case processing, designing a performance and accountability framework for courts and
reviewing the Greek Code of Civil Procedure to bring it in line with international best practices. As
far as the case backlog is concerned, although the revamped managerial and organisational measures
to facilitate the clearance of tax cases and non-tax cases have not yet been put in place, the
Government expects to meet the 15 percent reduction target for tax cases by end-year. There is not yet
enough evidence that the Government has made progress with the improvement of judicial case
processing, although the Government is implementing ambitious e-justice applications as well as
other changes to court processes.

56. The Government is also committed to changing the existing culture of dispute resolution. This
can take place, for example, by taking cases out of the formal court system and encouraging private
individuals and businesses to use alternative modes of dispute resolution, such as mediation. There is
therefore a need to speed up the adoption of implementing rules for the new Mediation Law and
specific measures to promote and improve alternative dispute resolution.

4.3.7. Education

57. A new framework law on higher education was approved by Parliament in late August. The law,
which gathered a wide political consensus, provides for a radical overhaul of the tertiary education
sector, including higher autonomy, but also of higher performance-related funding, of universities.
The reform has incorporated the recommendations of a report prepared by the OECD-led task force
on 'Education Policy Advice for Greece.' The full implementation of the framework law is expected to
take two years. The reform of the primary and secondary education sector is under preparation and
will also consider the recommendations of the report. Despite ongoing reforms, major challenges
remain in the primary and secondary education sector, which include: (i) an excessively centralised
governance of the system; (ii) inefficient allocation of resources, with the student/teacher ratio and
teachers' working time significantly lower than in other EU countries; (iii) lack of external assessment
of schools and teaching and (iv) excessive constraints on private schools.

4.4. FISCAL FINANCING AND TREASURY MANAGEMENT

58. The stock of Treasury bills have increased substantially in the summer. Greece continued issuing
short-term debt in the form of 3-months and 6-months paper at high frequency. Previous expectations
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to start auctioning 12-months T-bills were abandoned. The increase in issuance amounts was partially
caused by this short maturity, which naturally required a frequent refinancing. Higher financing needs
also played a significant role in the increase in the T-bill stock.

Graph 28. T-bills stocks (EUR million)
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59. Yields on short-term securities in the primary market increased modestly compared to sharp
increases in bond yields, amid prevalence of Greek buyers. Yields on 6-months securities rose
marginally to 4.9 percent in both July and August auctions (up from an average yield of 4.7 percent
recorded during the first year of the programme). A more visible, albeit still limited, cost increase was
recorded in 3-months maturities, where yields rose to 4.5 percent in July and to 4.6 percent in August,
compared to an average of 4 percent. Such a contained raise in yields was driven by heavy
participation of the Greek banks in the auctions. Foreign participation, despite exemption of T-bills
from the PSI operation, became almost non-existent.

Graph 29. T-bill auctions since July 2010
(amounts and yields)
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Graph 30. Maturing debt (EUR billion)
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Box 4: Interest rates on euro area assistance loans

The original interest rate charged to Greece by the euro-area Member States under the Loan Facility
Agreement was variable. According to the Loan Facility Agreement, the interest rate is based on the three-month
Euribor rate plus a margin. The margin was initially set to 300 basis points for the period up to and including the third
anniversary from the disbursement date of each euro area loan tranche. A margin of 400 basis points was set to be
applied for subsequent interest periods. In March 2011 the euro-area Member States have decided to lower the
interest rate on loans to Greece. The margin was reduced by 100 basis points, that is, to 200 basis points for the
interest periods up to and including the third anniversary and to 300 basis points for the subsequent interest periods.
This decision concerns all future interest payments made by Greece after the Amendment of the Loan Facility
Agreement is signed.

Table: Interest ratesand interest payments for Euro Arealoan to Greece

Date Interest rate Interest paid, bn EUR
15 June 2010 3.423% 0.039
15 September 2010 3.719% 0.138
15 December 2010 3.879% 0.207
15 March 2011 4.026% 0.250
15 June 2011 4.173% / 3.173% ** 0.408
15 September 2011* 4.494%/ 3.494** 0.506

* calculated to be paid
**1 p.p. reduction will be retroactively applied after Amendment enters into force

Interest rate under the EFSF loans

Euro area member states have taken decision on 21 July that the EFSF loans will be provided at interest rates
close to, but without going below, the EFSF funding cost (in line with interest rates applied on the balance of
payments facility). The latest estimate suggests that in current market condition interest rates on EFSF loans to
Greece will be around 4 percent, albeit this estimate is subject to change, as it depends on actual EFSF cost prevailing
at the time of its borrowing.
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Box 5: Financing of the Greek sovereign state sincethe start of the programme: planned ver sus actual outcome

Financing needs. The financing of the Greek economic adjustment programmes, as initially designed, foresaw
financing maturing medium- and long-term debt, deficit (including needs of state owned companies), bank
recapitalisation, and a part of the outstanding short-term debt. The actual financing needs differed from the initial
estimates, mostly due to the fact that the cash fiscal needs have been substantially above the forecast. In addition,
maturing medium and long-term debt was slightly underestimated. The chart below summarises the original estimates
of the Greek sovereign needs and the actual outcome till the end of the third quarter 2011.

Graph 1. Financing needs
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Sour ces of funds. During the programme, the largest part of financing is provided by international assistance loans.
However, a sovereign itself can also cover some part funding, by selling state assets. Accumulation of arrears also
often serves as a funding source. The Greek government arrears amounted to EUR 6.5 billion at the end of July 2011,
and have, most likely, increased in the meantime.

The chart below summarises the planned and actual needs and funding sources (excluding arrears). It illustrates that
Treasury bills have been used as the adjustment variable given higher-than-planned financing needs.

Graph 2: Greece'sfinancing from May 2010 to September 2011: planned versus actual
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4.5. TECHNICAL ASSISTANCE

60. The Commission has established a taskfor ce to coordinate the provision of technical assistance
to Greece. Currently, there are ongoing technical assistance projects in statistics (by Eurostat),
absorption of structural funds (by the Commission and the EIB), public finance management, and
revenue administration (by the IMF), and tax policy (by the IMF and the Commission). Technical
assistance to Greece has been lifted to a new level with the establishment of a taskforce under the
direct supervision of the Commission President and the Commissioner for Economic and Monetary
Affairs. The goal of the taskforce is to coordinate the technical assistance that Greece needs to deliver
the economic adjustment programme, and to recommend measures for an accelerated take-up of EU
funds, focusing on competitiveness, growth and employment. The taskforce has started operating in
September and will enhance significantly the scope of technical assistance offered to Greece, drawing
on resources and expertise, in addition to Commission-internal ones, of EU Member States and
international organisations. The focus of the assistance will be on the rapid deployment of projects
boosting economic growth, particularly those financed by the EU structural funds, and the
enhancement of the administrative capacity of the Greek government to implement the structural
reforms under the adjustment programme. Other priorities of the taskforce will be on tax collection
and administrative reform. A preliminary list of projects for which Greece requests technical
assistance has been transmitted to the taskforce and the response of potential technical assistance
providers to a call for interest has been positive. The taskforce is expected to submit its first progress
report by early November.
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Appendix 1. System of tax and social contributions and payments of lawyersto the Bar Association

Before Law 3919/2011 After Law 3919/2011
Compulsory minimum fees: fees are determined by agreement o o .
§§ o . Principle of free negotiation of fees between lawyers and their
b reached between the advocate and their client but this may not . ] N . .
o o o . . clients if and only if this is done in writing. In the absence of a
5 be below the lower minimum limits contained in the Lawyers' ] . .
= . . . valid written agreement, legal fees apply to a variety of
‘_g Code; otherwise the agreement governing a lower fee is null .
5] and void. cases. (%)
& .
VAT: 23 percent VAT was calculated on the actual fee
VAT: calculated on the actual amount declared in the invoice.
collected by the lawyer.
Contributions to the Bar Association: Every Bar Association
g took 10 percent of the minimum fee, of which 2 percent . o
8 . Contributions to the Bar Association: calculated on the legal
g covered the operating —and other- costs of the Bar, 3 percent .
o] . fee (former minimum fee).
g went to the Fund of Lawyers (pension) and 5 percent to the
‘% Insurance Fund of Lawyers (healthcare).(**)
38
5 . .
g Income tax: 15 percent income tax deduction was calculated on
L the minimum fee after deducting the 10 percent (or 12 percent)
Income tax: the 15 percent withholding tax is calculated on the
contribution. This tax deduction acted as withholding tax (i.e., . . .
. . . entire amount of lawyer's fees, without the deduction of 12%.
the lawyer had to submit an annual income tax declaration,
after which, adjustments were made).
VAT: 23 percent VAT calculated on the actual fee collected by . o
VAT: calculated on the actual amount declared in the invoice.
the lawyer.
Contributions to the Bar Association: The Bar Association
retained 10 percent of the minimum fee (based on the value of | Contributions to the Bar Association: No significant changes in
% the contract) for the Fund of Lawyers (pension) and another | the modus operandi, except that the contributions are based on
= percentage for the Cooperation Fund, which was different in | the reference amounts and the specific percentages are subject
g each Bar Association. For example, in the Athens Bar | to changes. Temporarily, the former minimum fees apply as
.% Association, a 25 percent of the minimum fees of contracts go | reference amounts.
v to the Cooperation Fund.
Income tax: A 15 percent withholding tax is calculated on the
Income tax: 20 percent withholding tax calculated on the | entire amount of the lawyer's fees, without prior deduction of
minimum fee (net of the above mentioned percentages of 10% | the amounts paid to the Bar association.
and 25%)
(*) For the provision of legal services relating to the conduct of a trial under the voluntary procedure; for the award of court costs; for fees for the
court lawyer appointed to provide legal assistance or legal aid; for fees regulated in a number of articles of the Code of Lawyers.
(**) In Athens and Piraeus, the percentage was 12 percent, which was distributed as follows: 3 percent covered the operating costs of the bar, 1
percent for the young lawyers' distributive fund, 3 percent goes to the Fund of Lawyers (pension) and 5 percent goes to the Insurance Fund of
Lawyers (healthcare).
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Annex 1: Assessment of compliance with the
Memorandum of Understanding on Specific Policy Conditionality

(fourth update, 2 July 2011)

Requirementsin the memorandum of under standing

Comments

FISCAL CONSOLIDATION

Achieving 2011 fiscal target

Adoption of additional fiscal measures for 2011 with the aim of reducing the deficit to EUR 17 065
million [Q2-2011].

Medium-term fiscal strategy

Adoption by Parliament of the medium-term fiscal strategy (hereinafter MTFS) through 2015 and
respective implementing bill. The MTFS elaborates on the permanent fiscal consolidation measures,
which ensure that the deficit ceiling for 2011-15 as established by the Council Decision are not exceeded,
and that the debt-to-GDP ratio is put on a sustainable downward path. [Q2-2011]

The MTFS includes, in particular:

- prudent macroeconomic forecasts;

- baseline revenue and expenditure projections for the state and for the other government entities;

- a description of permanent fiscal measures, their timing and quantification;

- annual spending ceilings for each ministry and fiscal targets for other government entities through 2015;
- post-measures fiscal projections for general government in line with the deficit and debt targets;

- longer-term debt projections based on prudent macroeconomic and fiscal projections, and privatisation
plans.

The MTFS provides for fiscal consolidation measures as described in Annex 1.

Partially observed.

The MTFS has been adopted by Parliament (Law 3985/2011), and
implementation laws have also been adopted.

However, the way some specific measures are being implemented lead to
fewer saving than in the MTFS.
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Budget implementation

Government rigorously implements the budget for 2011, including supplementary measures. Government
stands ready to define and enact additional measures if needed to respect the budgetary ceilings
established in Council Decision 2010/320/EU. [continuous]

The Ministry of Finance ensures tight supervision of expenditure commitments by the government
departments, including extra-budgetary funds, the public investment budget, social security funds and | Given deviations in budgetary implementation, the Government has
hospitals, local governments and state-owned enterprises, and effective tax collection, to secure the | announced new austerity measures. However, projections indicate that
attainment of the programme quantitative criteria (Article 1 (2 and 3) of Council Decision 2010/320/EU, | the 2011 deficit ceiling will be exceeded.

as amended, and Table 2 of the MEFP). [continuous]

Partially observed.

Government will adopt and implement the budget for 2012 and subsequent years in line with the MTFS,

this memorandum, and Council Decision 2010/320/EU. Not yet applicable.

STRUCTURAL FISCAL REFORMS

Asset management and privatisation

Government privatises assets worth at least EUR 390 million, and adopts a privatisation programme [Q2-
2011] with the aim of collecting at least EUR 15 billion by end-2012, and at least EUR 50 billion by end- | Partially observed.

2015 The target for the collection of privatisation proceeds until end July has
Proceeds from privatisation of financial and non-financial assets are to be used to redeem outstanding | been achieved through the sale of 10 percent of the share capital of the
medium- and long-term debt and do not substitute fiscal consolidation efforts. When restructuring state- | telecommunication company OTE.

owned enterprises with a view to preparing them for privatisation, specific attention will be given to a

timely clearance of state aid issues. [continuous] However, the performance criterion for end-September has not been

met, while projections suggest the end-December 2011 target (EUR 5
Government privatises assets (listed and non-listed companies, concessions and real estate) to collect | billion) will not be met either.
receipts in line with [Annex 3]. [continuous]

A privatisation fund with sound governance is established to accelerate the privatisation process and | Observed.
guarantee its irreversibility and professional management [Q2-2011] The Hellenic Republic Asset Development Fund (HRADF) has been
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established by Law 3986/2011.

Government publishes an inventory of state-owned assets, including stakes in listed and non-listed
enterprises and commercially viable real estate and land. [Q2-2011] The inventory will continue to be
updated until end-2011 to ensure it is comprehensive.

Observed.

An inventory of state-owned assets is being compiled

A new General Secretariat of Real Estate Development is established with the aim of improving
management of real estate assets, clear them of encumbrances and prepare them for privatisation. [July
2011]

Partially observed.

The secretariat has been legally established (Law 3965/2011) but no
terms of reference on the operational role of this Secretariat has been
sent. Its exact role needs to be clearly defined.

Government adopts an act enabling the promotion of investment in the tourism sector (tourist resorts and
secondary tourist housing). This act, together with the bill on land use will allow for accelerating the
privatisation process of land plots managed by the Greek Tourist Real Estate Agency (ETA). [August
2011]

Observed.

The act was included in the Second Implementation Bill, adopted in
August 2011

Government adopts the legal framework enabling fast assignment of land use and accelerates state land
ownership registration. [Q3-2011]

Not observed.

Fighting waste in public enterprises and other public entities

Legislation to close, merge and downsize non-viable entities will be tabled by the government [July 2011]
and adopted by Parliament. [mid-August 2011] Among other, the legislation will relate to large entities
which will be closed with functions transferred accordingly, merged or substantially downsized: KED ,
ETA , ODDY, National Youth Institute, EOMEX , IGME, (closure), OSK , DEPANOM , THEMIS ,
ETHYAGE, DIMITRA (merger), ERT (downsizing). [Q3-2011]

Partially observed.

Government has adopted legislation that will lead to the closure,
merger or downsizing of these entities.

However, the savings that are expected from this reform are less than
projected in the MTFS.

Government takes measures enabling a reduction in procurement and third party costs in state-owned
enterprises, updating tariffs, and creating new business lines, and reduce personnel costs by completing and
implementing an employment retrenchment plan. [Q3-2011]

Ongoing.

Excess staff that cannot be removed by the hiring rule of 1 recruitment for 5 exits (1 for 10 in 2011) will be
dealt with through non-voluntary redundancies and furlough (labour reserve). This rule is without sectoral
exceptions; it also applies to staff transferred from public enterprises to other government entities after
screening of professional qualifications by ASEP under its regular evaluation criteria. Staff in the labour
reserve will be paid at 60 percent of their wage (excluding overtime and other extra payments) for not more

Partially observed.

The law that establishes the labour reserve has been adopted in
Parliament. However, so far, no public entity has released staff to the
labour reserve.
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than 12 months, after which they will be dismissed. [continuous starting Q3-2011] The recruitment rules have not been respected.

Tariffs in OASA and OSE and other state-owned enterprises will increase by at least 25 percent. [Q1-2013] | Not yet applicable.
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Tax reform and revenue administration reforms

In line with the recent anti-tax evasion action plan, the Government will step up audits of large-scale tax
payers, high-wealth individuals and self-employed, and accelerate the resolution of tax arrears. Progress
will be monitored by quantitative indicators. [continuous]

To simplify the tax system, improve tax administration, and achieve fairer taxation, Government

-broadens the personal income tax base by limiting the application of the basic allowance, introducing a
ceiling to deductions; [July 2011] Observed.

-moves non-basic goods and services (restaurants and bars) from the VAT reduced rate to the standard rate; Included in Law 3986/2011.
[July 2011]

-widens the property tax base and increases rates; [July 2011]

-reduces investment-related tax expenditure. [ministerial decision in July 2011]

To avoid that measures to increase revenue translate into additional spending by local government,

Government introduces mechanisms to adjust revenue-sharing agreements. [Q3-2011] Observed.
To advance the reforms of revenue administration, Government will

-prepare a strategic plan for medium term reforms [July 2011], setting the priorities and timeline for reform

of the tax administration, including adopting risk management approaches, establishing a large taxpayer Observed

unit, reshaping tax audit, debt collection, and administrative dispute resolution and introducing taxpayer
services.

) ) ) ) Partially observed.
-establish a central directorate general for debt collection, and a large-scale tax payers unit. [Q3-2011]
The central directorate for debt collection has been established,

including the approval of the organisational structure, appointment of
director and start of hiring staff.

-overhaul the administration into a more modern functionally-based organization including the work of the
5 task forces which have designed short-term anti-tax evasion action plans, and identified barriers to
effective administration that need to be removed. [Q3-2011] The large-taxpayer unit is expected to be operational by end October.
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-implement the recently announced anti-tax evasion action plan. [continuous]|

-remove barriers to effective tax administration by implementing the key reforms of the new tax law,
including reassessing tax auditors’ qualifications and hiring new auditors by Q3-2011.

Ongoing.
-make operational the newly established arbitration agency and set up an independent fast track
administrative dispute resolution process to deal rapidly with large dispute cases (i.e. within 90 days). [Q3-
2011]

Not observed.

-merge, transfer competences and close 200 local tax offices identified as inefficient, starting by Q3-2011,
completed by Q4-2011

Because of IT-related constraints, the number of local tax offices to be
merged is being reduced to around 31.

To speed up judicial appeals, the government has created the possibility of dedicated court chambers for tax
cases, which are expected to be operational by end-September 2011.

Ongoing.

The government will adopt further measures to simplify the tax system, broaden bases and reduce tax rates
in a fiscally-neutral manner. This relates to the personal income tax, corporate income tax and VAT.

[September 2011]

Delayed.

This reform is postponed to end-year, to ensure growth-enhancing
changes in the tax structure and revenue neutrality.

Public financial management reforms

Government clears payment arrears accumulated until end-2010 and ensures that no payment arrears are
accumulated from Q3-2011 on. To strengthen expenditure control, Government

Not observed

By end-August, the stock of arrears coming from 2010 and earlier years
amounted to 6.5 billion.

From 1 January 2011 to 31 August 2011, the stock of arrears owed by
the states and hospitals increased by 1.2 billion.

-adopts a decision specifying the qualification and responsibilities of accounting officers to be appointed in
all line ministries with the responsibility to ensure sound financial controls; [July 2011]

Observed.
The decision has been adopted with circular n. 2/46369/0004 (15 July
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2011).

-appoints financial accounting officers; [July 2011]

Ongoing.

Interim accounting officers have been appointed. Permanent officers
are expected to be appointed by end-November.

-accelerates the process of establishing commitment registries. It will make operational registries covering
the whole general government (except the smallest entities); [July 2011]

Partially observed.

Commitment registry is operational in each mine ministry but not yet in
all the other government entities. Fiscal reporting has improved
significantly in terms of coverage but the quality of reported data can
be improved.

-undertakes inspections in the several ministries and general government entities with the largest arrears, to
ensure the application of registers. Inspections cover entities accounting for at least 75 percent of arrears;
[July 2011]

Observed.

Inspections have been carried out. The main findings are that outside
the central government, some entities are not fully complying with the
new fiscal reporting standard of quality...

-creates general directorates for financial services in each ministry. [Q3-2011]

Observed with delays

The organizational plan for the new directorates of financial services
has been completed and approved. Line ministries will be obliged to
adopt and implement the new plan by end-November.

To modernise public administration

Functional reviews

Government assesses the results of the first phase of the independent functional review of central
administration, including operational policy recommendations. These recommendations should determine
how to achieve a more streamlined and effective public service, define clear responsibilities and command
lines of ministerial departments, eliminating overlapping competences, and improving inter- and intra-
mobility. [Q2-2011]

Delayed.

The report prepared by the OECD is available. The assessment of the
results is ongoing, through the preparation of an action plan.

The functional review of existing social programmes is finalised. [Q3-2011]

Ongoing.
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The draft report prepared by the OECD is ready and now being
reviewed.
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Government assesses the results of the second and final phase of the independent functional review of
central administration. Government adopts legislation and measures to implement the operational
recommendations of the first phase of the functional review of public administration at central level and of
the full review of existing social programmes. [Q3-2011]

Delayed.

The assessment will depend on the agreement on the action plans for
the central administration and the social programmes, respectively.

Government assesses the results of the second and final phase of the independent functional review of
central administration [Q4-2011]

Not yet applicable.

Public sector wages and human resour ce management

Government finalises a medium-term staffing plan for the period up to 2015 in line with the rule of 1
recruitment for 5 exits (1 for 10 in 2011). The plan will include tighter rules for temporary staff,
cancellation of vacant job post and reallocation of qualified staff to priority areas and takes into account the
extension of working hours in the public sector. [July 2011]

Not observed.

The rule of 1 recruitment for 5 exits (1 for 10 in 2011) is official
government policy and it was enshrined in law. The staffing plans that
would contribute to the prepare the reallocation of staff have not been
prepared.

Given the number of exits in 2010 (53 336), the 1-for-10 rule would
allow 5 333 recruitments during the whole year 2011. However, in the
first and second quarters 2011, the number of hirings is estimated to
have been 10 862.

A detailed action plan with a timeline to complete and implement the simplified remuneration system is
presented, in line with private sector wages, achieving a reduction in the total wage bill. This plan is based
on the results of the report published by the Ministry of Finance and the Single Payment Authority. The
legislation for a simplified remuneration system will be introduced in Parliament by July 2011 and phased
in over 3 years. Wages of state-owned enterprises employees will be in line with the new wage grid for the
public sector.

Observed with delay.

The bill that implements the simplified remuneration scheme has been
tabled in Parliament at the beginning of October and is expected to be
adopted shortly.

Publication of monthly data on staff movements (entries, exits, transfers among entities) of the several
government departments commences. [July 2011]

Partially observed.

Quarterly data on staff movements are available.

Public procurement

Legislation is adopted to establish the Single Public Procurement Authority (SPPA) with the mandate,
objectives, competences, powers and schedule for entry into force, in line with the Action Plan agreed with
the European Commission in November 2010. [July 2011]

Observed.

Law 4013/2011 setting up the Central Public Procurement Authority
was adopted by Parliament on 6 September .
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Government launches the development of an e-procurement IT platform and sets intermediate milestones in
line with the action plan. This includes testing a pilot version (agora.gov.gr), availability of all
functionalities for all contracts and phasing-in of the mandatory use of e-procurement system for supplies
and services. [July 2011], Works contracts will also be added to the e-procurement platform, promptly.

Observed, with delay.

The contract for the development of an e-procurement IT platform was
signed on 5 October 2011. Some functions, such as the e-auctioning
system will be available by January 2012, whereas all applications of
the platform are expected to be fully operational by October 2012.

A thorough review of the system of redress against award procedures and the role to confer to the SPPA is
carried out, in agreement with the European Commission. [Q3 2011]

Ongoing.

The information provided so far is not comprehensive and does not
have sufficient degree of breakdown. The Greek authorities committed
to provide a thorough study on this issue by the end of October 2011.

Government undertakes a review identifying areas to increase the efficiency of the public procurement
system outside the SPPA, as specified in the Action Plan. The review includes conclusions and actions in
agreement with the European Commission. [July 2011]

Ongoing.

A first report assessing the Greek public procurement system and the
place of the SPPA within this system prepared by the Greek EU
economic law centre (MOPADIS) was submitted to the Commission at
the end of August 2011. Conclusions and actions need to be developed
in cooperation with the European Commission.

Government issues decisions

-to provide for the institution and establishment of positions for the SPPA’s personnel, as well as for the
organization of human resources and services of the Authority in accordance with the provisions of the law
on the SPPA

-to appoint the members of the SPPA. [Q3-2011]

Ongoing.

The Greek Government has communicated that drafts of these
Ministerial Decisions should be ready by end-October 2011.

The SPPA starts its operations with the necessary resources to fulfil its mandate, objectives, competences
and powers as defined in the law on the SPPA and the Action Plan agreed with the European Commission
in November 2010. [January 2012]

The e-procurement framework is fully operational, and a common website is created for the publication of
all procurement procedures and outcomes. [Q2-2012]

Not yet applicable.

54



European Commission
The economic adjustment programme for Greece

To complete the pension reform

The National Actuarial Authority (NAA) continues the submission of long-term projections of pension
expenditure up to 2060 under the adopted reform. The projections shall encompass the main supplementary
(auxiliary) schemes (ETEAM, TEADY, MTPY), based on comprehensive data collected and elaborated by
the NAA. [Q2-2011]The projection will be peer-reviewed and validated by the EU Economic Policy
Committee and the European Commission, ECB, and IMF staff. For the remaining supplementary schemes,
the same procedure is followed. [Q3-2011]

Ongoing.

The NAA is producing long-term projections for the main
supplementary pensions. The actuarial studies for all supplementary
pensions and Pension projections for main and supplementary pension
funds are to be submitted to the AWG by 25 October 2011 to be peer
reviewed in November.

The list of heavy and arduous professions is revised and its coverage is reduced to no more than 10 percent
of employment. The new list of difficult and hazardous occupations (Law 3863/2010) applies with effect
from 1 August 2011 to all current and future workers.

Government proceeds with an in-depth revision of the functioning of secondary/supplementary public
pension funds, including welfare funds and lump-sum schemes. The aim of the revision is to stabilise
pension expenditure, guarantee the budgetary neutrality of these schemes, and ensure medium- and long-
term sustainability of the system. The revision achieves:

-a further reduction in the number of existing funds;
-the elimination of imbalances in those funds with deficits;

-the stabilisation of the current spending at sustainable level, through appropriate adjustments to be made
from 1 January 2012;

-the long-term sustainability of secondary schemes through a strict link between contributions and benefits.
[Q3-2011]

Ongoing with delays.

A Committee has analysed the criteria by other EU countries to classify
professions as hazardous and has reviewed the current list in Greece
proposing the removal of various professions from the list. The first
part of the new list is to be published by end-October 2011. Authorities
indicated that the list of hazardous professions would correspond to less
than 9 percent of employment.

The government is waiting for the completion of the actuarial studies
for the supplementary pension funds to start the legislative process of
reforming supplementary pensions. The legislative process is to be
finalised by the end of the year and new rules should be in place from 1
January2012. In the meantime, the government is introducing cuts in
the main, auxiliary and lump sum pensions,
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The reform of the secondary/supplementary schemes is designed in consultation with European
Commission, ECB and IMF staff, and its estimated impact on long-term sustainability is validated by the
EU Economic Policy Committee. The parameters of the new secondary notional defined-contribution
system ensure long-term actuarial balance, as assessed by the NAA. [legislation: Q3-2011; implementation:
Q1-2012]

Government identifies the schemes for which lump sums paid on retirement are out of line with
contributions paid, [Q3-2011] and adjusts the payments. [Q4-2011] Not yet applicable.

The reform contributes to achieve the overarching target of reducing the overall (basic, contributory,
supplementary and any other related scheme, including lump sums at retirement) increase of public sector
pension spending, over the period 2009-60, to under 2.5 percentage points of GDP. If the projections by the
NAA show that, even after the reforms of the supplementary schemes, the projected increase in the total
public pension expenditure exceeds the limit of 2.5 percentage points of GDP over 2009-60, Government
revises also the main parameters of the pension system provided by Law 3863/2010. [Q4-2011]

Ongoing with delays.

. ) ) o o After one year since the law was enacted, a single centre for
The Health Committees set up by Law 3863/2010 will start operating the planned revision of disability | .ertification of disability will start operating as of September 2011,
status and produce a first quarterly report of its activities by end-December 2011. The objective is to replacing a large number of committees. This is complemented by an
reduce the disability pensions to not more than 10 percent of the overall number of pensions. For this updated definition of disability and the use of electronic registration of
purpose, the definition of disability and respective rules will be revised by end-August 2011. beneficiaries. The share of disability pensions is currently 14% of all

pensions but authorities expect it to go down to 10% in the coming
years to reach less than 8% in 2020.

Government implements the reform of the secondary/supplementary pension schemes, by merging funds
and starting the calculation of benefits on the basis of the new notional defined-contribution system.
Government freezes nominal supplementary pensions and reduces the replacement rates for accrued rights
in funds with deficits, based on the actuarial study prepared by the NAA. In case the actuarial study is not Not yet applicable.
ready, replacement rates are reduced, starting from 1 January 2012, to avoid deficits. All funds set up a
computerised system of individual pension accounts. [Q1-2012]

The Bank of Greece commits not to grant pension privileges to its staff and to revise the main parameters of
its pension scheme to align them with those of IKA.
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To modernise the health care system

Government continues to implement the comprehensive reform of the health care system started in 2010
with the objective of keeping public health expenditure at or below 6 percent of GDP, while maintaining
universal access and improving the quality of care delivery. Policy measures include the integration of
primary healthcare, strengthening central procurement and e-health capacity. Ongoing.

Government continues to undertake measures yielding savings on pharmaceuticals of at least EUR 2 billion
relative to the 2010 level, of which at least EUR 1 billion in 2011. This will bring average public spending
on outpatient pharmaceuticals to about 1 percent of GDP (in line with the EU average) by end 2012.

Governance

The provisions of Article 31 and 32 of Law 3863/2010 are implemented. In particular, the Health Benefit
Coordination Council (SYSPY):

-continues the work on establishing new criteria and terms for the conclusions of contracts by social
security funds with all healthcare providers, and all other actions envisaged in Article 32 with the aim of | Ongoing.
achieving the targeted reduction in spending;

-initiates joint purchase of medical services and goods to achieve substantial expenditure reduction of at
least 25 percent compared to 2010 through price-volume agreements. [July 2011]

Ongoing.
Government equalises the common benefit package for the insurers of EOPYY, with the aim of full | Tpe regulation defining the common package of health services for

equalisation of benefits and contributions across funds by December 2011, and align the contributions paid | EopyY will be adopted in October. The contributions rates will have

by OGA members to those of other members of EOPYY, as envisaged in the medium-term fiscal strategy. | peen equalised across all originating funds except for OGA. For OGA

[July 2011] authorities intend to apply a stepwise process of increasing
contribution, but a date for a full equalisation is not yet planned.

All necessary steps are taken for EOPY'Y to initiate its operations as planned 6 months after the adoption of
Law 3918/2011, including the appointment of the necessary and qualified staff. To this aim, government
sets up a selection committee and devises objective criteria to ensure transparent procedures to govern the | The Members of the Board have been chosen and the administrative
selection of the management of EOPY'Y. Members will be required to be qualified experts of recognised | gtaff has been attributed from each of the originating funds to EOPYY.

standing in health, management and health administration. [July 2011]

Observed
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EOPYY starts operating. The new fund will lead to a substantial reduction of administrative staff of at least
50 percent and of contracted doctors of at least 25 percent as compared to the four originating funds
combined. The aim is to achieve a ratio of patients per doctor in line with the European average. [Q3-2011]

Ongoing

EOPYY will start its operations as of October 2011. It remains to be
verified that the number of doctors contracted by EOPYY is 25% lower
than the number of doctors corresponding to the sum of the four
originating funds.

Government revokes market regulation 40 (17.12.1990) to abolish the 0.4 percent contribution of wholesale
sales prices in favour of the Panhellenic Pharmaceutical Association. [Q3-2011]

Not observed.

An action plan is adopted by early November 2011, based on the final report of the task force (see below),
including a timetable for concrete actions. [Q4-2011]

Not yet applicable.

Pricing of medicines and medical services

Government

-collects the rebates from pharmacies with sales above a designated threshold against the payment due to
pharmacies; it continues to do so on a monthly basis;

-publishes the complete price list for the medicines in the market, using a new pricing mechanism based on
the three EU countries with the lowest prices. The list will be updated on a quarterly basis.

-lifts the caps to the price reductions used when the price list was first introduced. [Q2-2011]

Ongoing:
Social security funds are collecting the rebate, although this may not

have materialised in the reduction of profit margin as initially expected.

The price list for medicines has been updated on the basis of the three
cheapest countries of a sample of 22 EU Member States. The next
mission will review if there has been an update.

The caps on price reductions used when the first price list has first been
introduced have been lifted.

Fees for medical services outsourced to private providers are reviewed with the aim of reducing related
costs by at least 15 percent in 2011, and by an additional 15 percent in 2012. [Q4-2011]

Starting from 2012, pharmacies' profit margins are calculated as a flat amount or flat fee combined with a
small profit margin with the aim of reducing the overall profit margin to no more than 15 percent, including
on the most expensive drugs as defined in law 3816/2010. [Q1-2012]

Not yet applicable.
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Prescribing and monitoring

Government

-publishes binding prescription guidelines for physicians defined by EOF on the basis of international
prescription guidelines to ensure a cost-effective use of medicines; [July 2011]

-publishes and continuously updates the positive list of reimbursed medicines using the reference price
system developed by EOF. [Q2-2011]

Ongoing with delays.

A large number of prescription guidelines have been developed and
await final agreement by the National Health Council. However, they
have not been published and they are not binding. This risks
jeopardising their effectiveness.

After some delay and following several rounds of consultation and
changes, the criteria for the positive price list and reference price
system for reimbursement has been published in September 2011. The
reference price system and positive list implementation are due to
follow.

Government takes further measures to extend in a cost-effective way the e-prescribing of medicines,
diagnostics and doctors' referrals to all social security funds, health centres and hospitals. In compliance
with EU procurement rules, Government conducts the necessary tendering procedures to implement a
comprehensive and uniform health care information system (e-health system). [Q3-2011]

Ongoing.

Some e-health project proposals have been approved by the Digital
Convergence Programme to be launched in the coming months. Next
review will verify if these have been launched.

EOPYY and the remaining social security funds establish a process to regularly assess the information
obtained through the e-prescribing system and produce regular reports, at least on a quarterly basis, to be
transmitted to the competent authorities in the Ministry of Labour, Ministry of Health, Ministry of Finance
and ELSTAT. Monitoring and assessment is carried out through a dedicated common unit under SYSPY.
Feedback is provided to each physician at least every quarter and a yearly report is published. Sanctions
and penalties will be enforced as a follow-up to the assessment. [Q4-2011]

Government starts to produce a semi-annual report on the prescription and consumption of medicines and
diagnostic tests. This report includes information on the rebate received from pharmacies and from
pharmaceutical companies and on the volume and value of medicines. It provides a feedback report to all
physicians on their prescription volume and value, at least on a quarterly basis. Monitoring and reporting of
misconduct and conflict of interest in prescription behaviour are intensified. [Q4-2011]

Not yet applicable.
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E-prescribing covers all medical acts (medicines, referrals, diagnostics, surgery) in both NHS facilities and
providers contracted by EOPYY and the social security funds. Detailed monthly auditing reports are
produced by NHS facilities and by providers. [Q1-2012]

Ongoing.

The authorities are extending the OAEE and OPAD e-prescription
systems to other funds and NHS facilities. Until December 2011,
EOPYY will also scan all prescriptions, because the other components
— former IKA and OGA- are not ready with e-prescription.. Authorities
have prepared a tender specification for full e-prescription system to be
launched in early September.

Increasing use of generic medicines

Additional measures are taken to promote the use of generic medicines through:
-compulsory e-prescription by active substance and of less expensive generics when available;

-associating a lower cost-sharing rate to generic medicines that have a significantly lower price than the
reference price (lower than 60 percent of the reference price) on the basis of the experience of other EU
countries;

-setting the maximum price of generics to 60 percent of the branded medicine with similar active substance.
[Q2-2011]

Not observed

Although generic prices are now at 63% of the originator drug and a
new policy sets the price of originator off patent drugs to 75% of the
patent price.

Government takes further measures to ensure that at least 30 percent of the volume of medicines used by
public hospitals is composed of generics with a price below that of similar branded products and off-patent
medicines, in particular by making compulsory that all public hospitals procure pharmaceutical products by
active substance. [Q3-2011]

Ongoing.

Generic use in hospitals is increasing and constitutes 17% of the whole
expenditure on pharmaceuticals in hospitals. There is still a very large
variation across hospitals (between less than 10% and more than 60%).
The government has launched the first e-tender for drugs by active
substance and which can lead to potential large savings and increased
use of generics in hospitals

Further measures ensure that at least 50 percent of the volume of medicines used by public hospitals is
composed of generics with a price below that of similar branded products and off-patent medicines, in
particular by making compulsory that all public hospitals procure pharmaceutical products by active
substance. [Q4-2011]

Not yet applicable.
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NHS (ESY) service provision

A plan for the reorganisation and restructuring is prepared for the short and medium term with a view to
reducing existing inefficiencies, utilising economies of scale and scope, and improving quality of care for | Ongoing.
patients. The aim is to reduce hospital costs by at least 10 percent in 2011 and by an additional 5 percent in

2012 in addition to the previous year. This is to be achieved through: Joint management of hospitals has been introduced reducing the

number of hospital boards down to 81. Joint management is the first
-adjusting public hospital provision within and between hospitals within the same district and health region; | step in hospital restructuring and reorganisation. Authorities need now
to start concentrating and specialising NHS hospitals and departments,
including emergency departments and reviewing and ensuring mobility
of staff in order to produce more substantial savings. This has only
-increasing the mobility of healthcare staff (including doctors) within and across health facilities and health | started and needs to be fully implemented in the coming year possibly
regions; using a plan proposed by a dedicated task force.

-revising the activity of small hospitals towards specialisation in areas such as rehabilitation, cancer
treatment or terminal care where relevant;

-preparing a joint management/operation system in districts with more than one hospital, excluding
university hospitals. [Q2-2011]

Government sets up selection criteria to ensure transparent procedures to govern the selection of the | Opserved.
management of hospitals. Members will be required to be persons of recognised standing in health, o )
management and health administration. [Q2-2011] The open government criteria were used to choose hospital managers.

A system for comparing hospital performance (benchmarking) is set up on the basis of a comprehensive set

of indicators. [Q1-2012] Annual reports will be published as of end-2012. Not yet applicable.

Wages and human resource management in the health care sector

The Ministries of Health and Labour, in cooperation with the Ministry of Finance, prepare the first draft
report presenting the structure (age, specialty, grade, regional distribution), levels of remuneration
(including fees provisions to consultants and doctors) and the volume and dynamics of employment in
hospitals, health centres, and health funds. This report will be updated annually and be used as a human | The authorities are collecting the requested data.
resources planning instrument. The 2011 report will present plans for the allocation and re-qualification of
human resources for the period up to 2013 as well as providing guidance for the education system. It
specifies a plan to reallocate qualified and support staff within the NHS and health funds. [Q3-2011]

Ongoing.
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Government extends the use of capitation payments of physicians, currently used by OAEE, to all contracts
between social security funds and the doctors they contract. The new payment mechanism starts for each
new contract renewed in 2011 and for all contracts from 2012. It defines a minimum number of patients per
doctor, on the basis of the experience of other EU countries. The new system will lead to a reduction in the
overall compensation cost (wages and fees) of physicians by at least 10 percent in 2011, and an additional
15 percent in 2012 as compared to the previous year. [Q3-2011]

Ongoing

EOPYY will apply the capitation system to their contracts with
physicians. The next review will verify the cost savings involved.

Accounting and control

Internal controllers are assigned to all major hospitals. [Q3-2011]

Ongoing

EOPYY will apply the capitation system to their contracts with
physicians. The next review will verify the cost savings involved.

By Q2-2011, Government starts publishing the monthly report with analysis and description of detailed
data on healthcare expenditure by all social security funds with a lag of three weeks after the end of the
respective month.

Ongoing.

The biggest social security funds provide this information but not all
funds report the information monthly and with the same level of detail
as the four biggest.

Social security funds start publishing an annual report on medicine prescription. Individual prescription
reports serve as regular feedback to each physician (at least semi-annually). The annual report and the
individual prescription reports examine prescription behaviour with particular reference to the most costly
and most used medicines. [Q1-2012]

Not yet applicable.

Hospital computerisation and monitoring system

The necessary tendering procedures are carried out to develop the full and integrated system of hospitals' IT
systems. [Q3-2011]

Ongoing.

Several projects have been agreed by the Digital Convergence
programme and tenders need now to be launched.

The Ministry of Health completes the programme of hospital computerisation. Building on the web-based
platform ESY .net, it finalises the process of centralisation of information. The Ministry of Health, through a
dedicated service/unit, collects and scrutinises data and produces monthly and annual reports, which are
published. [Q2-2011]

Ongoing

ESY .net is functioning and a dedicated unit in the Ministry of Health
centralises financial and activity data. However, data for some hospitals
is still provided through excel sheets. Improving data reporting requires
improvements in hospital ICT systems.
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Further measures are taken to improve the accounting, book-keeping of medical supplies and billing
systems, through:

-finalising the introduction of double-entry accrual accounting systems and the regular annual publication
of balance sheets in all hospitals;

-the calculation of stocks and flows of medical supplies in all the hospitals using the uniform coding system
for medical supplies developed by the Health Procurement Commission (EPY) and the National Centre for
Medical Technology (EKEVYL) for the purpose of procuring medical supplies;

-timely invoicing of treatment costs (no later than 2 months) to Greek social security funds, other EU
countries and private health insurers for the treatment of non-nationals/non-residents. [Q4-2011]

Ongoing

The process of hospitals computerisation is ongoing but a small number
of hospitals (10) still do not have adequate ICT systems. See previous
point.

Hospitals are slowly using the uniform coding and observe.net has been
put in place to monitor hospital use of supplies.

Invoicing times have been reduced but the process is still cumbersome.

The programme of hospital computerisation allows for a measurement of hospital and health centres
activity. Government defines a core set of activity and expenditure indicators in line with Eurostat, OECD
and WHO health databases. ELSTAT starts providing data in line with the System of Health National
Accounts (joint questionnaire collection exercise). [Q4-2011]

The programme of hospital computerisation allows for the setting up of a basic system of patient electronic
medical records. [Q4-2011]

Not yet applicable.

In a group of hospitals, Government pilots the set of DRGs (diagnostic-related groups) developed, with a
view to developing a modern hospital costing system for contracting (on the basis of prospective block
contracts). To support the development of DRGs, the government develops clinical guidelines. [Q4-2011]

Ongoing: DRGs have been developed for the Greek context on the
basis of German and Australian DRGs and are being piloted.

Centralised procurement

Government will move towards centralised procurement of pharmaceuticals and medical goods for the
NHS through the Supplies Coordination Committee with the support of the Specifications Committee,
using the uniform coding system for medical supplies and pharmaceuticals. [Q1-2012]

Ongoing: Several tenders have been launched including a recent e-
tender for drugs. The process needs now to be extended to other drugs
and medical supplies and to all hospitals.
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Independent task force of health policy experts

The independent task force of health policy experts produces, in cooperation with the European
Commission, ECB and IMF, a first draft of its policy report, with specific recommendations on policies to
be implemented. The report and policies proposals cover the following areas:

-health system governance to reduce the fragmentation of the system;
-financing: pooling, collection and distribution of funds;
-harmonisation of health packages across funds;

-service provision and incentives for providers including:

-integration between private and public provision;

-primary care vis-a-vis specialist and hospital care; Ongoing with delays

The task force is working on the 1* draft of the final report which will
be delivered by end-October 2011 and the final report which it will
-pharmaceutical consumption; deliver by end-November 2011. The delay is mainly related to the
change of Chairman.

-efficiency in the provision of hospital services;

-human resources;
-public health priorities, health promotion and disease prevention;
-data collection, health technology assessment and assessment of performance;

-expenditure control mechanisms. [Q2-2011]

The report will provide preliminary quantitative targets in the fields above, in order to contribute to keep
public health expenditure --constant at, or below, 6 percent of GDP. The task force of health policy experts
produces the final comprehensive policy report, with specific recommendations on policies to be
implemented. [Q3-2011]

On the basis of this report, the Government adopts an action plan by October 2011, including a timetable
for concrete actions.
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The taskforce produces an implementation report, revising the policies implemented so far. [Q1-2012] Not yet applicable.
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FINANCIAL SECTOR REGULATION AND SUPERVISION

Government transfers, each quarter, EUR 1 000 million to a dedicated government account opened by the
General Accounting Office. Funds from this account are regularly released to the Hellenic Financial
Stability Fund to ensure the latter keeps a cash balance of EUR 1 500 million and if programme reviews of
bank capital suggest that the resources are necessary. The release of the funds is subject to agreement by the
European Commission, ECB and IMF staffs.

The Bank of Greece has developed a supervisory watch list for weak insurance companies and completed
comprehensive on-site inspections. It has participated in the EIOPA stress tests and uses its supervisory
powers to deal with firms which have not passed the stress test.

Legislation establishing a bank resolution framework, including a revision of the HFSF law, is adopted by
the Parliament and enacted.

The Bank of Greece completed the quarterly forward looking profitability assessment in the context of its
regular Pillar II reviews.

The capital increase of ATE is completed.

Observed.

The Bank of Greece will require the banks whose capital base has fallen short of regulatory requirements to
take appropriate actions via capital injections or restructuring. Should it include the involvement of other
local financial institutions, the Bank of Greece will submit a financial impact analysis and legal opinion.

Partially observed.

Due to the length and complexity of procedures some banks have not
yet completed the required actions.

The Bank of Greece transfers staff with prerequisite specialist skills into the supervision department. It will
also consider requesting long-term technical assistance to be resourced from other European supervisory
authorities.

Partially observed.

Strengthening of the supervision function is ongoing. Contacts have
been established with the Central Bank of Ireland.

FSF is adequately staffed.

Partially observed.

Top management is adequately staffed. The number of lower level
employees are, however, still not adequate. Six vacancies have been
published.

The Bank of Greece and the HFSF complete a memorandum of understanding to further strengthen their
cooperation, including sharing of appropriate supervisory information.

Partially observed.

Legal changes have been passed enabling signature of the

memorandum.
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The Bank of Greece commits to reduce remuneration of its staff in light of the overall effort of fiscal | Partially observed.

consolidation. A reduction of about 4 percent in the wage bill — with no individual

wage cuts was achieved by the Bank of Greece in 2010.

Government tables legislation that places all registered banks' employees under the same private sector
status, regardless of the bank ownership.

Not observed.
To support banks in their effort to restructure operations, Government takes steps to limit bonuses and to

eliminate the so called 'balance-sheet premium,' or other equivalent measures.

GROWTH-ENHANCING STRUCTURAL REFORMS

To strengthen labour market institutions:

Government reforms legislation on fixed-term contracts (including by establishing specific fixed-term | Qpserved.
contracts for youth at sub-minima wages) and on working-time management, and simplifies the procedure o )
for the creation of firm-level trade unions. [Q2-2011] Legislation was passed in July 2011.

Government adapts legislation on tackling undeclared work to require the registration of new employees Observed.
before they start working. [July 2011] Legislation was passed in July 2011.

The reform to strengthen the Labour Inspectorate is completed, with the appropriately qualified staff.
Quantitative targets on the number of controls to be executed are set for the Labour Inspectorate. A pilot
study is implemented to verify the favourable financial net impact on the overall social security budget of a Not observed.

discount of up to 10 percent on social contributions for those enterprises introducing the labour card. The | The economic pilot study has not yet been prepared.
pilot study covers a limited scope of firms (maximum 100), over a short period of time (maximum four
months). [Q3-2011]
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Government promotes, monitors and assesses the implementation of the new special firm-level collective
agreements. It ensures that there is no formal or effective impediment to these agreements and that they
contribute to improve the adaptability of firms to market conditions, with a view to create and preserve jobs
and improve the firms’ competitiveness, by aligning wage developments with productivity developments at
firm level, thereby promoting competitiveness and creating and preserving jobs. It provides a report on its
assessment. Any other amendment to the law on sectoral collective bargaining is adopted before end-July
2011.

Partially observed.

Until October 2011, ten special firm level collective agreements
(SFLCAs) have been signed. The procedure according to which the
Labour Inspectorate provides an opinion on each new SFLCA has
effectively blocked the acceleration of procedures.

No complete report has been made public, and no further amendment to
the law has been tabled.

An assessment on the effectiveness of the Labour Inspectorate law will be made six months after its
implementation. Should the law prove ineffective, an appropriate amendment will be adopted. In particular,
any wider-scale application of a discount of up to 10 percent on social security contributions for those
enterprises introducing the labour card will be conditional on the pilot study showing sufficient evidence of
a favourable financial impact of the discount on the overall social security budget. [Q4-2011]

Not yet applicable.

To improve the business environment and enhance competition in open markets

Regulated professions

In the implementation of Law 3919/2011, restrictions to be reinstated consider the need to promote
competition and take into account international best practice. Government consults widely before the
adoption of these restrictions. [Q2-2011]

Not observed.

A Presidential Decree (for court clerks) was issued during the four
months' transitory period provided for in Chapter A of Law 3919/2011.

A Ministerial Decision is issued setting the value of a transaction above which the notaries' pro rata fee for
drafting contracts is the maximum permissible fee. For transactions below this maximum value, pro rata
fees are set at successively decreasing rates in inverse proportion to the graduated increase, with the starting
fee, ending fee and the number of tranches set so as to ensure a sharp reduction of the average fee by, at
least, 50 percent. The Ministerial Decision also lowers fees for company creation, for copies and for
additional pages. [Q3-2011]

Not observed.

A Ministerial Decision on notaries' fees was issued in August 2011.
The Decisions provides for a regressive scale of pro rata fees, leaving
the status quo virtually unchanged —i.e., there is a very small reduction
in pro rata fees below EUR 2 billion (of 4 percent compared to the
previous system), a tranche capturing a sizeable share of notaries
transaction. In addition, the Decision does not reduce the fees for
copies and for additional pages.

For the legal profession, Government issues a Presidential Decree revising the percentages applicable to the
reference amounts (Article 96(2) of the Code of Lawyers, as amended), which sets prepaid amounts for
each procedural act or court appearances (i.e., it sets a system of prepaid fixed/contract sums for each
procedural act or appearance by a lawyer which is not linked to a specific ‘reference amount”). [Q3-2011]

Not observed.

This Presidential Decree has not been issued, and no draft of it has been
presented.
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Government screens the laws and other regulations of the professional chambers to identify rules on
pricing, on access to, and exercise of, the profession that are against Law 3919/2011, EU law and
competition rules. [July 2011]

Observed.

The government has reported that no contradictions were found with
EU law / competence rules. The Commission has given examples of
regulations of lawyers and engineers that could be problematic from the
point of view of EU law / competition rules. These items are under
discussion.

Measures are identified to ensure that providers of services are not subject to requirements which oblige
them to exercise a given specific activity exclusively, or which restrict the exercise jointly or in partnership
of different activities, except in the circumstances and under the conditions set in the Services Directive.
[July 2011]

Not observed.

The only restriction reported concern lawyers; however, the restriction
does not concern multidisciplinary activities, but shareholding capital
requirements.

Government identifies measures to remove complete prohibitions on commercial communications by the
regulated professions and to ensure that professional rules on commercial communications are non-
discriminatory, justified by an overriding reason relating to the public interest and proportionate. [July
2011]

Not observed.

No draft regulations have been reported except a proposal from the Bar
Association which contains complete bans on some forms of
advertising.

An audit is launched to assess to what extent the contributions of lawyers and engineers to cover the
operating costs of their professional associations are reasonable, proportionate and justified. [July 2011]

Not observed.

The Technical Chamber of Greece (i.e., professional body for
engineers) plans to start the audit in October 2011. There is no
information about the plans of the Bar Associations (i.e., professional
bodies for lawyers) in this respect.

Government starts screening legislation on the main regulated professions in order to assess the justification
and the proportionality of requirements in force reserving certain activities to providers with specific
professional qualifications. [July 2011]

Not observed.

This screening has not been launched. A clarification of the scope of
the screening was send to the Greek government in mid September
2011.
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Government publishes a report on the implementation of Law 3919/2011, including
-the list of professions falling under the scope of the law;

-the list of professions exempted from the lifting of restrictions by Presidential Decree and the justifications
for such exemptions;

-an assessment of whether further measures are needed on the rules on access to, and exercise of the
profession and on pricing to align Greek legislation with EU law and competition rules;

-a timetable to screen existing legislation and to adopt the necessary changes to the existing specific
regulations of the professions (i.e., Presidential Decrees, Ministerial Decisions and Circulars) to make them
fully compatible with chapter A of Law 3919/2011, EU law and competition rules. [July 2011]

Partially observed.

The report submitted does not include a timetable to screen existing
legislation and to adopt the necessary changes to the existing specific
regulations of the professions to make them fully compatible with
chapter A of Law 3919/2011. However, the government has committed
to complete the screening of all professions and economic activities
falling under chapter A of law 3919/2011 by end March 2012, to
eliminate inconsistencies with the provisions of that chapter concerning
the exercise and the licensing of the profession. This screening will be
outsourced.

The said Presidential Decrees, Ministerial Decisions and Circulars are promptly adopted. [Q3-2011]

Not yet applicable.

Government identifies measures to reinforce transparency in the functioning of professional bodies by
requiring them to publish an annual report on their webpage regarding their financial performance and
statistics on disciplinary actions in defence of consumers' interests. [Q3-2011]

Partially observed.

The Ministry of Infrastructure has reported on the transparency
requirements of the Technical Chamber of Greece. There is no
information about the plans of other professional associations. In any
case, this requirement calls for a horizontal approach, rather than each
professional association deciding by themselves on how to comply with
the principle of transparency.

Government monitors the implementation of Law 3919/2011 and publishes a study on how effective such a
law is in increasing competition and reducing prices. [Q3-2011]. Adjustments to the law with the aim of
increasing competition are adopted by Q1-2012.

Partially observed.

The Government has commissioned a study to the Centre of
Programming and Economic Research (KEPE), i.e., a Greek think tank,
to prepare a study on the impact of the law on prices, quality,
employment and competition effects. The study will updated on a
quarterly basis, with the first interim reports taking place in December
2011 and the final study presented in August 2012.

Government presents the results of screening of the requirements reserving certain activities to providers
with specific professional qualifications for the main regulated professions. [Q3-2011]

Not observed.

As of October 2011 the screening referred to in this requirement had
not been launched.

All Presidential Decrees needed for the implementation of the law on fast-track licensing procedure for

Ongoing. Four draft Presidential Decrees have been submitted to the
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technical professions are adopted. [October 2011] Commission Services at the beginning of October 2011.
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Government prepares acts by end-2011, to be adopted by Q1-2012, to

-abolish provisions of the regulations of the professional chambers on access to, and exercise of, the
profession and on pricing, that are against Law 3919/2011 and EU law including competition rules (see
requirement for Q2 2011).

-ensure that providers of services are not subject to requirements which oblige them to exercise a given
specific activity exclusively, or which restrict the exercise jointly or in partnership of different activities,
except in the circumstances and under the conditions set in the Services Directive.

-remove complete prohibitions on commercial communications by the regulated professions and to ensure
that professional rules on commercial communications are non-discriminatory, justified by an overriding

reason relating to the public interest and proportionate. Not yet applicable.

-reinforce transparency in the functioning of professional bodies (see requirement for Q3-2011).

-set up contributions of lawyers and engineers to their professional associations that reflect the operating
costs of the services provided by those associations.

-simplify the requirements reserving certain activities to the legal and engineering professions that are not
justified or proportionate.

-tackle any other issues identified in the assessment of the implementation of Law 3919/2011 carried out by
the government in Q3-2011.

Government requests the Hellenic Competition Commission to issue an opinion of the proposed acts. [Q4-
2011]
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Recognition of professional qualifications

All the necessary measures are taken to ensure the effective implementation of EU rules on recognition of
professional qualifications, including compliance with ECJ rulings (inter alia, related to franchised | Ongoing.
diplomas). Government-updates information on the number of pending applications for recognition of

professional qualifications, and sends it to the Commission Information on the implementation of EU rules on recognition of

professional qualifications has been submitted at the end of September
-presents draft legislation amending Law 3328/2005 on the Hellenic Academic Recognition and | 2011. At the same time, the government has provided draft legislation
Information Center and other provisions in order to remove the prohibition to recognise the professional | in early October in response to the requirement to recognise franchise
qualifications derived from franchised degrees. Holders of franchised degrees from other Member States | degrees for the purposes of accessing the labour market.

should have the right to work in Greece under the same conditions as holders of Greek degrees. [Q3-2011]

Legislation amending Law 3328/2005 is adopted to ensure that holders of franchised diplomas from other
Member States have the right to work in Greece, accordingly, under the same conditions as holders of | Not yet applicable
Greek degrees. [Q4-2011]

Services Directive
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Government completes the adoption of changes to existing sectoral legislation in key services sectors such
as retail (e.g. open air markets and outdoor trade), wholesale (e.g. central markets), agriculture (e.g.
veterinary services), employment (employment agencies), and technical services. Government specifies, for
any remaining services sector, a timetable for adopting sectoral regulations by end-2011 that ensures full
compliance with the requirements of the Services Directive. New regulations should:

-facilitate establishment by

-abolishing or amending requirements which are prohibited by the Services Directive; -
abolishing or amending unjustified and disproportionate requirements, including those relating to
quantitative and territorial restrictions, legal form requirements, shareholding requirements, fixed
minimum and/or maximum tariffs and restrictions to multidisciplinary activities.

-facilitate the provision of cross-border services, so that providers of cross-border services are
required to comply with specific requirements of the Greek legislation only in exceptional cases
(when admitted by Articles 16 or 17 of the Services Directive).

-provide legal certainty for providers of cross-border services by setting out in the respective
(sectoral) legislation which requirements can and which requirements cannot be applied to cross-border
services. [Q3-2011]

Ongoing.

Compared to July 2011, fixed minimum tariffs for veterinarians have
been abolished. However, the following sector specific legislation is
pending /requirements should be abolished: i) legislation providing for
the cross border provision of services in organized street markets, for
ambulant traders (itinerant/standing) and for providers of exhibitions
and of trade fair services; ii) abolition of the requirement that no
exhibitions are allowed in Greece during the Thessaloniki International
Fair; iii) abolition of the requirement that the provider of exhibitions
and of trade fair services cannot exercise other professions;
iv) abolition of the economic test for slaughter houses; v) law allowing
for secondary establishments of employment agencies after
authorisation; abolishing fixed maximum rates for private employment
agencies and allowing for the cross border provision of services —with
some conditions; vi) law on real estate agents and commercial
representatives; etc.

Government ensures

-that the point of single contact (PSC) distinguishes between procedures applicable to service providers
established in Greece and those applicable to cross-border providers (in particular for the regulated
professions). [July 2011]

-adequate connection between the PSC and other relevant authorities (including professional associations).
[July 2011]

Ongoing.

The Authorities have reported that as of end Q3 2011 there were 163
procedures available online. These procedures are only applicable for
the establishment in Greece. For cross border provision of services, the
situation is complicated, as the Greek legislation does not distinguish
between establishment and cross border provision.

Connection with other authorities, such as with the Ministry of
Education for the recognition of professional qualifications, is not
available.
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Ongoing.
The online completion of procedures covers, at least, the procedures in the distribution services, tourism, o ) S
education and construction sectors as well as in food and beverage services, services of the regulated | Tourism is the area where progress with the simplification of the

professions, real estate services, and business services. [July 2011] authorisation schemes and access via the Point of Single Contact is
most advanced.

The PSC is fully operational and the completion of procedures by electronic means is possible in all sectors

covered by the Services Directive. [Q3-2011] Not observed
Any remaining sectoral regulation is adopted ensuring full compliance with the Services Directive. [Q4- Not yet applicable
2011]

Sectoral growth drivers

Government publishes reports which analyse

-the potential contribution of the tourism sector to growth and jobs. It should identify legislative,

administrative and other obstacles hindering competition and market entry to the realisation of sector

potential. [July 2011]

-the potential contribution of the retail sector to price flexibility, growth and jobs. It should identify

legislative, administrative and other obstacles hindering competition and market entry to the realisation of

sector potential. [July 2011] Not observed or not yet applicable

Legislation and other structural actions are prepared [Q3-2011] and adopted [Q4-2011] to implement the
findings of the reports which analyse the potential contribution of the tourism and retail sectors to growth
and jobs, and price flexibility, in the Greek economy.

Government initiates additional studies on manufacturing, energy, and wholesale sectors with a view to
removing remaining obstacles to growth in these sectors. [Q3-2011] On the basis of these studies,
Government prepares concrete actions and a timetable for implementation [Q4 2011].
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Business environment

Government presents a plan [Q2-2011] for a "Business-Friendly Greece" to tackle 30 remaining restrictions
to business activities, investment and innovation. The plan identifies hurdles to innovation and
entrepreneurship - ranging from company creation to company liquidation - and presents the corresponding
corrective actions. The plan includes measures, among others, to

-simplify and reduce costs linked to company publication requirements;

-complete the setting-up of the General Commercial Registry (GEMI) by promptly taking measures such as
the training of OSS and GEMI users, the completion of the GEMI database, the further development of web
services and use of electronic signatures, the interconnection of GEMI to the Chamber's information
systems and to the PSC, in order to ensure access to online completion of procedures both for company
formation and for any administrative procedures necessary for the exercise of their activities;

-simplify location, environmental, building and operating permits;-eliminate distortions in fuel distribution;

-develop a "single electronic window" centralizing standardized trade-related information and simplifying
the number of documents needed to export;

-address restrictions in the transport sector, including the transport of empty containers and of non-
hazardous waste;

-reduce the complexity of the Code of Books and Records and provide clarity on all categories of non-
deducted expenses.

Partially observed.

The action plan has not been published yet. The Authorities are drafting
a Business Friendly Greece law, which will include actions, though as
of the first week of October, the specific actions were still to be
determined. The action plan assessed by the Commission services
failed to address the requirement to simplify and reduce costs linked to
company publication requirements, a long standing demand of the
business community in Greece.

Government starts implementing the "Business-Friendly Greece" action plan. [Q2-2011].

Observed.

Despite the fact that the Business Friendly Greece action plan has not
been published, some of the actions in it have started to be
implemented in the areas of environmental permits for using coastline
and beaches, uncap the number of private tanker lorries that an oil
company is entitled to acquire, the signature of agreements on double
taxation, the reform of the legislation on illegal trading and the
simplification of procedures to set up self service pumps.

Government starts screening Ministerial Decision A2-3391/2009 on market regulations as well as any other
related regulations. The screening is carried out, in cooperation with the Hellenic Competition Commission,

Observed.

The screening was launched in July and a public consultation process

76



European Commission
The economic adjustment programme for Greece

with a view to identifying administrative burdens and unnecessary barriers to competition to be eliminated,
and developing alternative, less restrictive, policies to achieve government objectives. [Q2-2011]

finalized at the end of September.

A comprehensive list of non-reciprocating charges in favour of third parties is presented, identifying
beneficiaries and quantifies contributions paid by consumers in favour of those beneficiaries. [Q3-2011].

Not observed.

] Legislation is adopted to simplify and shorten procedures to complete studies on environmental impact
and to get the approval of environmental terms with a view to reducing the number of projects subject to
environmental licensing and the duration of approval procedures to EU average levels. The acceleration of
the environmental licensing is assured by committing the authorising authority to proceed with the approval
procedure after a specified time period. [July 2011]

Observed.
Law 4014/2011 was adopted on 13 September

Government reviews and codifies the legislative framework of exports (i.e., Law 936/79 and Law Order
3999/59), simplifies the process to clear customs for exports and imports and gives larger companies or
industrial areas the possibility to be certified to clear cargo for the customs themselves. [Q3-2011]

Ongoing.

The government has passed a Ministerial Decision for the
simplification of exports procedures. In addition, as of the first week
of October 2011, a Ministerial Decision on the terms and conditions for
the implementation of simplified procedures for imports was pending
for publication.

The obligation of registration with the exporters’ registry of the Chamber of Commerce is abolished; such a
registration is simplified and becomes voluntary. [Q3-2011]

Ongoing.

The government presented in mid-September draft legislation that will
eliminate the requirement to register with the exporter’s registry and
will replace all previous export-related legislation. It also sets the
framework for the introduction, by end-2012, of a single electronic
export window.

To help attract investment in key sectors, including tourism, energy and real estate, government speeds up
the review of private project applications in the pipeline and advances at least one large public sector
project. [Q3-2011]

Ongoing.

As of the first half of October 2011, four investment projects had been
approved by the inter-Ministerial Committee on strategic investments. .

The Decrees necessary for the implementation of the law on fast-track licensing procedure for
manufacturing activities and business parks are implemented. [October 2011]

Ongoing.

Government introduces legislation to mitigate tax obstacles to mergers and acquisitions such as the non-
transfer of accumulated losses, together with the company and the complex computation of 'excessive
benefit' (Law 3522/2006, Article 11) in the transfer of private limited companies. [Q3-2011]

Not observed.
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Not observed.

An impact assessment is presented to evaluate Law 3853/2010 on simplification of procedures for the | However, the government has provided information to the Commission

establishment of companies in terms of the savings in time and cost to set up a business. [Q3-2011] services on the estimatec} .savir.lgs in company creation derived from t.he
One Stop Shops. In addition, information on the number of companies

created via the OSS is regularly updated.

Government submits to the European Commission the draft regulation on the market surveillance service,

as provided for in Article 53(2) of the Competition law. [Q3-2011] Ongoing.

Government provides sufficient resources for accelerating the completion of the land registry, with a view
to

-tendering cadastral projects for additional 4 million rights by December 2011,

-digitalising the operations of all mortgage and notaries' offices and conveying all newly registered deeds to

the cadastre by 2015; )
Not yet applicable
-exclusively-operating cadastral offices for large urban centres by 2015;

-establishing a complete cadastral register and exclusively operating cadastral offices nationwide by 2020.
[Q4-2011]

A Ministerial Decision on market regulations is issued following the screening launched in Q2-2011. [Q1-
2012]

Transport

Government ensures a quarterly update of the existing business plans of OSE/TRAINOSE and OASA, with
detailed monitoring and enforcement mechanisms and including realistic key performance indicators and
benchmarks per line of activity. By Q2-2011, OASA Group's merging process is terminated and monitored
to ensure the group breaks even.

Observed.

Legislation liberalizing tourist coaches is passed by end-July. Secondary legislation establishing the costs Partially observed.
and the time required for issuing new licenses will be adopted by end-September. Such costs will not o . o .
exceed the administrative costs and the required timing will not exceed 20 business days in total. Legislation was passed in July, but secondary legislation is pending.
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Not observed.

TRAINOSE breaks even [Q3-2011] and is prepared for privatisation [Q4-2011]. It is unlikely that the privatisation of TRAINOSE will take place by
end-year.

Government submits a policy paper, indicating how all regional airports will be merged into groups
ensuring that regional airports become economically viable in compliance with state-aid rules, including | Not observed.
realistic projections identified by the appointed financial advisors. [Q3-2011] After ensuring that regional
airports are economically viable, Government launches an effective transaction strategy leading to their | 1he policy paper has not yet been prepared.
privatisation. [Q4-2011]

A report is submitted on the functioning of the regular passenger transport services (KTEL), presenting

options for liberalisation. [Q3-2011] Not observed.
The necessary secondary legislation as foreseen in Law 3887/2010 (Article 14(11)) is adopted, specifying
the cost for issuing new road transport operator licences. This cost is transparent, objectively calculated in Not vet applicable
relation to the number of vehicles of the road transport operator and does not exceed the relevant yet app
administrative cost. [Q4-2011]
Energy
Government finalises the remedies to ensure the access of third-parties to lignite-fired electricity

. Not observed.
generation. [Q2-2011]
Legislation is adopted to award the hydro reserves management to an independent body. [July 2011] Not observed.
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To ensure that network activities are unbundled from supply activities,

-the law on the unbundling modalities of the Transmission System Operator (TSO) and the Distribution
System Operator (DSO) is adopted, in compliance with the third energy liberalisation package; [July 2011]

-the TSO is established as a legal entity [July 2011].
All necessary transfers of staff and assets are completed; [Q3 2011]

-the DSO is established as a legal entity [July -2011]. All necessary transfers of staff are completed. [Q1-
2012]

Partially observed.

Parliament adopted law 2011/4001 on 2 August 2011, on the regulatory
framework for the operation of electricity and gas energy markets. The
law transposes the common rules for the generation, transmission,
distribution and supply of electricity and the respective provisions on
gas of the third energy package, strengthens the role of the energy
regulator (RAE) and regulates the exploration and production of
hydrocarbons.

For electricity, the TSO and DSO were established as legal entities by
decision of PPC's Board of Directors of December 30, 2010. However,
the transfers of staff and assets to the TSO have so far not taken place.
For gas, there has been no action to set up the TSO as a legal entity.

The new energy law contains two provisions -67 (4) and 97 (5)- which
seem to ensure that the State will retain the control in DESFA —i.e., the
gas TSO- and ADMHE -i.e., the electricity TSO- irrespective of the
level of its shareholding. This issue may raise concerns as to its
compatibility with the Treaty's freedom of capital movement and the
freedom of establishment, as well as eventually harm privatization
policy.

All regulatory powers assigned to EU energy regulators in the third energy liberalisation package
(licensing, network access, network charges, market monitoring, etc.) are transferred to the Regulatory
Authority for Energy (RAE). [July 2011]

Measures are adopted to ensure the independence of RAE, i.e. impartial and transparent nomination of
board, management authority with regard to budget and personnel, etc. in line with the third energy
liberalisation package. [July 2011]

Observed.

The law transposing the third energy package provides for increased
powers of the Greek energy regulator. The focus should now be on
implementation of this transfer of powers to the Regulator and on the
strengthening of the staff of the Regulator.

Government starts implementing the measures ensuring the access by third parties to lignite-fired electricity
generation. [Q3-2011]

Not observed.

Detailed plans are presented for ensuring a maximum market opening as regards the non-interconnected
system, covering among others, access of suppliers to the non- interconnected system markets in particular
in Rhodes and Crete. Government submits a request for derogation under certain conditions of Art 44
Directive 2009/72 for small isolated systems. [Q3-2011]

Not observed
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Not observed.

Hydro reserves are effectively and fairly managed by an independent body. [Q3-2011] This stems from lack of compliance with the requirement on legislation
to award hydro reserved to an independent body.

The unbundling of the TSO (for electricity and gas) and DSO (for electricity) is effectively completed. [Q1-
2012]

Government removes regulated tariffs for customers except households and small enterprises (as defined in
the second and third energy liberalisation packages). [Q4-2011]

Further measures are adopted to ensure that the energy component of regulated tariffs for households and
small enterprises reflects, at the latest by June 2013, wholesale market prices, except for vulnerable
consumers. [Q4-2011]

Government completes the implementation of the measures to ensure access by competitors of PPC to
lignite-fired electricity generation. Third parties can effectively use lignite-fired generation in the Greek
market. [Q2-2012]

Not yet applicable.

R&D and innovation

Government pursues an up-to-date and in-depth evaluation of all R&D and ongoing innovation actions,
including in various operational programmes, and presents a strategic action plan for policies aimed at
enhancing the quality and the synergies between public and private R&D and innovation, as well as tertiary
education. This action plan identifies a clear timetable for relevant measures to be taken, taking the
budgetary impact into account and harmonising these actions with other relevant initiatives in these areas,
in particular the investment law. [Q4-2011]
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Better regulation

Government adopts legislation to improve regulatory governance covering in particular:
-the principles of better regulation;

-the obligations of the regulator for the fulfilment of those principles;

-the tools of better regulation, including the codification, recast, consolidation, repeal of obsolete
legislation, simplification of legislation, screening of the entire body of existing regulation, ex-ante and ex-
post impact assessments and public consultation processes;

-the transposition and implementation of EU law and exclusion of gold plating;

-the setting-up of better regulation structures in each ministry as well as the creation of a Central Better
Regulation unit;

-the requirement that draft laws and the most important draft legislative acts (Presidential Decrees and Observed
Ministerial Decisions) are accompanied by an implementation timetable; ’
The draft law was introduced in Parliament. The draft law does not
include recast of legislation as a better regulation tool, nor does it
provide for the publication of an annual report on better regulation. On
On impact assessments, legislation provides that impact assessments, the draft law does not provide for an evaluation of

the impact assessment by an independent authority.

-electronic access to a directory of existing legislation and an annual progress report on Better Regulation.
[July 2011]

-implementing legislation with potentially large significant impact is also subject to the requirement to
produce an impact assessment;

-impact assessments address the competitiveness and other economic effects of legislation by making use
of the Commission Impact Assessment guidelines and the OECD Competition Assessment toolkit;

-the Central Better Regulation Unit can seek the opinion of other ministerial departments and independent
authorities for regulations that fall under their respective competences so as to improve the quality of
impact assessment;

-an independent authority and the Central Better Regulation Unit carry out quality checks of impact
assessments.

-the Central Better Unit consults the Hellenic Competition Commission when formulating and drafting the
guidelines to be implemented by the ministries' better regulation units;

-impact assessments are published.
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Government identifies priority areas to codify and simplify existing legislation within the better regulation
agenda. [July 2011]

Not observed.

On administrative burden reduction, Government submits a list of 13 selected priority areas to the European
Commission that will be subject to measurement. It also sets deadlines for the completion of measurements
in each area, for the identification of proposals to reduce burdens and for the amendment of the regulations.
This policy initiative should reduce administrative burdens by 25 percent (compared with the baseline year
2008) in the 13 priority areas. [July 2011]

Not observed.

The government has not provided information on the 13 selected
priority areas, nor about plans to reduce

To raise the absorption rates of structural and cohesion funds

Legislation is adopted, and immediately implemented, to shorten deadlines and simplify procedures on
contract award and land expropriations, including the deadlines needed for the relevant legal proceedings.
[Q3-2011]

Not observed.

Government meets targets for payment claims in the absorption of EU structural and cohesion funds set
down in the table below. Compliance with the targets shall be measured by certified data. In addition,
Government achieves a semi-annual target of submitting 5 major project applications to the European
Commission. It provides data on expenditure for non-targeted de minimis state aid measures declared to the
European Commission in 2010. [Q2-2011]

Partially observed.

The semi annual target of submitting 5 major project applications was
met. However, the semi-annual target in the absorption of EU structural
and cohesion funds was missed by EUR 478 million. Nevertheless, it is
expected that the annual absorption target of €3,350 could still be
reached, partly aided by the increase in the co-financing rate.
Information on expenditure for non-targeted de minimis state aid
measures was also provided.

Government adopts and implements the appropriate acts to ensure the smooth and timely implementation of
structural-fund programmes in the framework of the recent local administration reform. [Q2-2011]

Observed.

Government launches an internal pilot web-based monitoring tool of procedures for approval of project
proposals and for implementation of public projects. [Q3-2011]

Observed.

The application will allow people to follow the implementation of
NSREF projects. It will include data on execution of project as well as on
expected outcomes.
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Partially observed.
The payment claims submitted to the EU structural funds in the first
half of 2011 were below target.
2011
E Regional Fund and Cohesi
Government meets targets for payment claims in the absorption of EU structural and cohesion funds set Fltllrr:ipean cElofial tlne anc Loflesion target: 2 600
down in Table 1. Compliance with the targets shall be measured by certified data. In addition, Government
submits 10 additional major project applications to the Commission, in view of achieving an annual target . -
of submitting 15 major projects. In meeting absorption rate targets, recourse to non-targeted de minimis European Social Fund target: 750
state aid measures should be gradually reduced. Government provides data on expenditure for non-targeted -
de minimis state aid measures co-financed by the structural funds in 2011. [Q4-2011] Target of first half of the year target: 1105
outcome: 627
Target of second half of the year target: 2 245
Total annual target target: 3350
The web-based open-access monitoring tool of procedures for approval of project proposals and for
implementation of public projects is fully operational. [Q4-2011]
The managerial capacity of all managing authorities and intermediate bodies of operational programmes
under the framework of the National Strategy Reference Framework 2007-13 is certified according to the
standard ISO 9001:2008 (quality management). [Q4-2011] Not yet applicable.
A report is presented on the activities of the task force assessing progress in ensuring the rapid
implementation absorption of structural funds, and proposing improvements when necessary. [Q4-2011]
Government provides an impact assessment of measures since 2010 to accelerate the absorption of
structural and cohesion funds adopted since May 2010, and indicates any further measures. [Q4-2011]

84



European Commission
The economic adjustment programme for Greece

To upgrade the education system

The independent taskforce on education publishes a detailed blueprint for improvement of the efficiency
and effectiveness in the use of resources in the public education system. This blueprint includes concrete
policy recommendations that the Ministry of Education takes into account for implementation. [Q2-2011]

Governments prepares, and starts implementing, an action plan for the improvement of the effectiveness
and efficiency of the education system taking into account the measures recommended by the independent
taskforce. [Q3-2011]

Partially observed.

The OECD-led taskforce has prepared guidelines on the reform of the
education system. The Government has adopted a law on the reform of
the tertiary education and is currently drafting a law on the primary and
secondary education.

No action plan has been submitted.

Based on the recommendations of the blueprint and the action plan, the existing legal/institutional
framework for primary, secondary and tertiary education will be amended with a view to increasing the
efficiency and effectiveness of the education system. The government starts publishing a bi-annual progress
report on the implementation of the law on quality assurance in Higher Education. [Q4-2011]

Not yet applicable.

To reform the judicial system

To improve the functioning of the judicial system, which is essential for the proper and fair functioning of
the economy, and without prejudice to the constitutional principles and the independence of justice,
Government:

-ensures effective and timely enforcement of contracts, competition rules and judicial decisions;

-increases efficiency by broadening the skills' base of senior judges to whom court management tasks have
been assigned;

-speeds up the system by eliminating backlog of courts cases and by facilitating out-of-court settlement
mechanisms.

Specifically, Government:

-establishes a work plan for the clearance of the backlog of tax cases in all administrative tribunals and
administrative courts of appeal by the end of July 2013, which provides for semi-annual intermediate
targets for reducing the backlog by at least 15% by end-2011, 50% by end-July 2012 and 80% by end-2012;
[Q2-2011]

Not observed.

No formal work plan established by end-June 2011; however, the
Government expects to meet the 15% per cent reduction target by end-
December 2011, i.e. reduce the backlog by approximately 27 000 cases,
and present the work plan that was initially due by end-June 2011.
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-conducts, jointly with an external body of experts, a study of the backlog of cases in all remaining courts,
including the Supreme Court and the Supreme Administrative Court, with data available by end-March
2012 and analysis by end-June 2012. [Q2-2011]

Not observed.

The external body of experts has not been appointed by end-June 2011;
external experts have been approached in August 2011 to assist
Government with this task but as of the first half of October 2011 there
was no agreement yet from the external experts to undertake this work.

-introduces flanking measures for the bill on the rationalisation and improvement of the administration of
civil justice promoting the wide-spread use of e-filing, e-signature and e-tracking of the status of individual
cases; [Q3-2011]

Ongoing.

Although the implementing legislation for the introduction of e-filing in
courts required inter alia in accordance with Articles 9 and 20 of Law
3994 has been delayed, the Government has pledged to offer this
facility as soon as possible; The Government expects that e-registration
and e-tracking of the status of individual cases will be extended to all
courts in the country by end-2013.

-puts in place implementing rules for Law 3898/2010 on mediation in civil and commercial matters;

-improves alternative dispute resolution for out-of-court settlement and actively promotes pre-trial
conciliation, mediation, and arbitration; [Q3-2011]

Ongoing

As the draft implementing rules have been prepared and have been sent
to the relevant decision-making bodies, the Government expects that
this requirement will be met by end-October 2011. The Government
does not intend to promote means of alternative dispute resolution until
he implementing rules for Law 3898 have been adopted.

-identifies dormant cases; [Q3-2011]

Ongoing.

Government is expected to provide data on dormant cases by end-
October 2011.
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Ongoing.

-reduces the processing time of cases through the adoption of specific additional efficiency measures, | The Government intends to address these issues and the issue of
including simplifying case registration, rationalizing docket management with a view to allowing the | relieving judges from non-adjudicatory work in a proposal for
resolution of docketed cases, and by providing computer support to judges in order to allow the issuance of | amendment of the Code of Civil Procedure expected to be adopted by
written decisions within two weeks from the judge taking the decision. [Q3-2011] end-year.

-Government adopts measures to ensure that enforcement cases concerning agreements arising from
alternative dispute resolution are treated in the courts in the same way as enforcement cases concerning
judicial decisions; [Q4-2011]

Not yet applicable.

-To improve efficiency of courts, Government amends Law 1756/1988 on the organisation of the courts
and the situation of court officials, and relevant implementing rules, always respecting the independence of
justice, to allow and facilitate the introduction of human resource management measures in courts, such as
mobility of court officials, incentives for the efficient administration of courts and continuous management
training programmes for court officials with management tasks; [Q1-2012]
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-takes the necessary measures to be able to publish quarterly reports on recovery rates, duration and costs of
corporate insolvency and tax cases; [Q4-2011]

-conducts an assessment of whether the reform of the Code of Administrative Procedure and the enactment
of Law 3898/2010 on mediation in civil and commercial matters have delivered the results which the
legislation had set out to do; [Q4-2011]

-increases court registration fees in civil and administrative matters; [Q4-2011]

-establishes a task force that will design a performance framework for courts with a view to considering
links to resource allocation in future revisions of this Memorandum. The task force will develop by
September 2012 i) a dependable data management system, a workload measurement system, and a
management structure, that is conducive to a more effective, responsible, and accountable judicial | Not yet applicable.
management; ii) a fully operational and publicly available database with case data for each court (as well as
consolidated data for all courts), giving basic performance data, including number of judges and staff,
number of cases (including by case type) and backlogs; iii) a work plan on benchmarking cases for
workload measurement, including focusing on delays in case processing, and the types of cases where such
delays are most acute. [Q4-2011]

-Government imposes additional dissuasive measures against non-cooperative debtors in enforcement
cases; [Q1-2012]

-Government broadens the skills' base of court officials to whom court management tasks have been
assigned through a continuous management training programme; [Q1-2012]

-Government opens access to the regulated profession of mediator to non-lawyers in line with the MoU
conditionality on regulated professions. [Q1-2012]
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The Government intends to have a proposal for amendment of the Code
of Civil Procedure adopted by end-year; this proposal is likely to cover
the enforcement of decisions and orders to pay, in particular small
claims cases with a view to reducing the role of the judge in these
procedures, and measures to relieve judges from non-adjudicatory
work. However, this is without prejudice to the comprehensive review
of the Code of Civil Procedure due to commence in the second quarter
of 2012.

-Government establishes a Task Force, which is broadly representative of the legal community, including
independent representatives of the legal professions, to review the Code of Civil Procedure to bring it in
line with international best practices on, inter alia, (i) case management, including the possibility of
removing dormant cases from court registers, (ii) the execution of decisions and orders to pay, in particular
small claims cases with a view to reducing the role of the judge in these procedures, and (iii) enforcing
statutory deadlines for court processes, in particular for injunction procedures and debt enforcement and
insolvency cases; [Q2-2012]

-Government evaluates the backlog reduction plan of tax cases in all administrative tribunals established in
Q2-2011 and takes remedial action in case of deviations to achieve full clearance of the backlog by end-
July 2013; [Q3-2012]

Not yet applicable.
-By end-August 2012, Government presents, based on the study conducted jointly with an external body of

experts, an action plan with specific targets for a reduction of the backlog of the cases of the remaining
courts of at least 50 per cent by end-July 2013 and starts implementing the action plan. [Q3-2012]

-The taskforce on the review of the Code of Civil Procedure makes specific recommendations on (i) case
management, (ii) the reduction of the role of the judge in the execution of decisions and orders to pay and | See above.
(iii) on enforcing statutory deadlines for court processes. [Q4-2012]
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TECHNICAL ASSISTANCE AND REFORM MONITORING

Government sets up a committee to oversee structural reforms, identify where more capacity and technical
assistance are required. The committee will appoint project managers for each initiative to be carried out in
the various areas (labour market reform, product and service market reform, investment promotion, and
judicial reform), establishing clear lines of responsibility and accountability. The committee will also be
responsible to develop, utilise, and publish monitoring indicators for each of the key structural reform
initiatives, on a quarterly basis. [July 2011]

Not observed.

As a complement to the technical assistance provided by the European Commission and the IMF,
Government will request resident long-term technical assistance to be provided by the EU Member States Ongoing.
in priority areas, such as health and social security reforms (e.g. e-procurement, e-prescription and IT
systems), state enterprises restructuring (e.g. performance reviews), growth-enhancing structural reforms | 1he European Commission set up a taskforce dedicated to coordinate
(e.g. labour training), fiscal management (e.g. administrative reorganisation and expenditure monitoring) | the provision of technical assistance to Greece.

and taxation (e.g. anti-corruption reforms and audit techniques). [Q3-2011]

PROVISION OF DATA REQUIREMENTS

Preliminary monthly data on the state budget execution (including breakdown by main Monthly, 15 days after the end of
categories of revenue and expenditure and by line ministry). each month; these data should

also be included in subsequent Observed.
(Data compiled by the Ministry of Finance) transmissions in case of revision.

Updated monthly plans for the state budget execution for the remainder of the year,
including breakdown by main categories of revenue and expenditure and by line

- Monthly, 30 days after the end of
ministry.

each month. Not observed.

(Data compiled by the Ministry of Finance)

Monthly, 30 days after the end of
each month, these data should
also be included in subsequent Observed.
transmissions in case of revision.

Preliminary monthly cash data on general government entities other than the state.

(Data compiled by the Ministry of Finance)
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Monthly data on the public wage bill (of general government, including a breakdown in
nominal wage and allowances paid to government employees per line ministry and
public entity), number of employees (including a breakdown per ministry and public
entities outside the central government) and average wage (including the relative shares
of the base wage, allowances and bonuses).

(Data compiled by the Ministries of Interior and Finance)

Monthly, 30 days after the end of
each month (starting in June
2010).

Partially observed.

Monthly data on staff: number of employees, entries, exits, transfers among government
entities; and from and into the labour reserve, per entity.

(Data compiled by the Ministries of Interior and Finance)

Monthly, 30 days after the end of
each month.

Not observed.

Greece has provided data on the number of
permanent staff at the end of each quarter.

Weekly information on the Government's cash position with indication of sources and
uses as well of number of days covered.

Weekly on Friday, reporting on

the previous Thursday. Observed.
(Data compiled by the Ministry of Finance)
Monthly, no later than 15 days
Data on below-the-line financing for the general government. after the end of each month;
these data should also be Observed
(Data compiled by the Ministry of Finance) included in subsequent '
transmissions in case of revision.
Data on expenditure pending payment (including arrears) of the general government,
including the State, local government, social security, hospitals and legal entities. Observed

(Data compiled by the Ministry of Finance on the basis of basic data from the several
line ministries)

Quarterly, within 55 days after
the end of each quarter.

Provisional data on accounts payable have been
provided for the first time in August 2011.

Data on use of international assistance loans split among following categories: Financial
stability fund, escrow account, debt redemption, interest payments, other fiscal needs,
building of cash buffer; per quarter and cumulative

Quarterly, by the end of each
quarter

Observed.
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Data on public debt and new guarantees issued by the general government to public
enterprises and the private sector.

Data on maturing debt (planned redemptions per month, split between short-term
(Treasury bills and other short-term debt) and long-term (bonds and other long-term)

Monthly, within one month.

debt). Observed.
Data on planned monthly interest outflows.
(Data compiled by the Ministry of Finance)
Data on assets privatised and proceeds collected.
Quarterly
(Data compiled by the Ministry of Finance)
- " Observed
Data on debt redeemed with privatisation proceeds. Monthly, by the end of each
(Data compiled by the Debt Management Office) month
Monthly, within three weeks of
the end of each month for the ten
Data on public enterprises: revenue, costs, payroll, number of employees and liabilities largest enterprises. Quarterly
(including maturities of public enterprises’ debts) within three weeks of the end of | Opserved.

(Data compiled by the Ministry of Finance)

each quarter for the other
enterprises.

Quarterly for the maturities of
public enterprises' liabilities.

Monthly statement of the transactions through off-budget accounts.

(Data compiled by the Ministries of Finance and Education)

Monthly, at the end of each
month.
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Monthly statement of the operations on the special accounts.

(Data compiled by the Ministry of Finance)

Monthly, at the end of each
month.

Report on progress with fulfilment of policy conditionality.

(Report prepared by the Ministry of Finance)

Quarterly before the respective
review starts.

Observed.

This report was transmitted on 20 August 2011,

Monthly data on healthcare expenditure by the social security funds with a lag of three
weeks after the end of the respective quarter.

(Data compiled by the Ministries of Labour and Health)

Monthly, within three weeks of
the end of each month. Starting
with data for January 2011 for
IKA, OAEE, OGA and OPAD,
and from April 2011 on for the
other funds

Observed.
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To beprovided by the Bank of Greece

Assets and liabilities of the Bank of Greece.

Weekly, next working day.

Observed
Assets and liabilities of the Greek banking system - aggregate monetary balance Monthly, 30 days after the end of
sheet of credit institutions. each month. Observed
Evolution of the external funding provided by Greek banks to their subsidiaries Monthly, 15 days after the end of
abroad.' each month. Observed
Report on banking sector liquidity situation. Weekly, next working day. Observed
. . e Quarterly, 30 days after the
Report on the evolution of financial stability indicators. publication data of each quarter. Observed
Quarterly, 15 days after the end
Report on results from the regular quarterly solvency assessment exercise. of each quarter depending on
S Observed
data availability.
Weighted average of Loan-to-value (LTV) ratio for new loans with real estate
collateral Yearly. Observed

1

All forms of debt instruments and capital, as well as net deposits provided to subsidiaries abroad.
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To be provided by the Hellenic Financial Stability Fund

Detailed report on the balance sheet of the Financial Stability Fund with indication
and explanation of changes in the accounts.

Weekly, next working day.

Observed
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Annex 2: Macroeconomic forecast

Table Al: USE AND SUPPLY OF GOODS AND SERVICES (volume)

Annual % change 2010 2011 2012 2013 2014 2015
1. Private consumption expenditure -3.6 -6.2 -4.3 -0.9 0.6 0.7
2. Government consumption expenditure -7.2 -8.5 -9.0 -7.0 -4.0 -1.0
3. Gross fixed capital formation -15.0 -15.9 -3.6 6.3 8.6 8.4
4. Final domestic demand -6.2 81 -5.0 -0.8 12 18
5. Change in inventories + net acquisitions of

valuables -0.5 0.0 0.0 0.0 0.0 0.0
6. Domestic demand -5.7 -1.7 -5.0 -0.8 12 18
7. Exports of goods and services 4.2 4.8 6.5 6.5 7.0 7.0
7a. - of which goods 5.4 6.9 6.0 6.5 7.1 7.0
7b. - of which services 32 30 7.0 6.5 70 7.0
8. Final demand -4.2 -5.6 -2.9 0.7 24 29
9. Imports of goods and services -7.2 -6.2 -3.2 0.6 2.7 3.0
9a. - of which goods -10.7 -6.0 -3.2 0.6 2.6 30
9b. - of which services 7.0 -7.0 -3.0 0.6 30 30
10. Gross domestic product at market prices -35 -55 -2.81 0.7 24 29
Contribution to change in GDP
11. Final domestic demand -7.0 -9.0 -5.3 -0.8 1.2 1.8
12. Change in inventories + net acq. of valuables 0.6 0.5 0.0 0.0 0.0 0.0
13. External balance of goods and services 3.1 2.9 2.5 1.5 1.2 1.1
Table A2: USE AND SUPPLY OF GOODS AND SERVICES (value)

Annual % change 2010 2011 2012 2013 2014 2015
1. Private consumption expenditure 0.7 -3.4 -3.5 -0.3 1.2 1.3
2. Government consumption expenditure -12.7 -11.3 -10.8 -6.7 -3.5 -0.4
3. Gross fixed capital formation -14.4 -14.9 -2.8 6.8 9.0 9.0
4. Final domestic demand -4.3 -6.5 -4.6 -0.2 1.7 23
5. Change in inventories + net acquisition of valuables
6. Domestic demand -4.0 -6.1 -4.6 -0.2 17 23
7. Exports of goods and services 9.9 8.0 6.9 7.0 7.4 7.6
7a. - of which, goods 13.8 10.1 6.4 7.0 7.4 7.6
7a. - of which, services 6.8 6.1 7.5 7.1 7.4 7.6
8. Final demand -2.0 -3.8 -2.4 1.2 3.0 35
9. Imports of goods and services -2.4 =25 -1.9 2.0 35 33
9a. - of which goods -5.2 2.2 -1.9 2.0 34 3.3
9a. - of which, services 9.2 -33 -1.7 2.0 3.8 33
10. Gross domestic product at market prices -1.9 -4.2 -2.6 1.0 2.8 36
11. - of wich, external balance of goods and services
12. Balance of primary income with rest of the world
13. Gross national income -1.9 -4.4 -2.8 0.7 2.6 37
14. Compensation of employees -5.1 -5.6 -6.7 -0.7 0.9 1.7
15. Gross operating surplus and mixed income -0.9 -6.3 0.6 2.0 3.8 1.7
16. Gross value added at basic prices -2.6 -6.0 -24 1.0 2.7 17
16a. - of which, labour costs, including self-employed -5.1 -8.2 -5.5 -0.8 1.4 2.3
17. Taxes net of subsidies 6.6 3.0 3.0 3.0 3.0 3.0
18. - taxes on products 6.1 3.0 3.0 3.0 3.0 3.0
19. - subsidies on products -16.4 2.6 2.6 2.6 2.6 2.6
20. Gross domestic product at market prices -1.9 -4.2 -2.6 1.0 2.8 3.6
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Table A3: COSTSAND PRICES

ANNEXES

% change in implicit price deflator 2010 2011 2012 2013 2014 2015

1. Private consumption expenditure 45 3.0 0.8 0.6 0.6 0.6
2. Government consumption expenditure -6.0 -3.0 -2.0 0.3 0.5 0.6
3. Gross fixed capital formation 0.7 1.2 0.9 0.5 0.4 0.6
3a. - of which, construction 0.3 0.7 0.9 0.6 0.4 0.6
3b. - of which, equipment 1.3 0.8 0.8 0.4 0.5 0.5
4. Final domestic demand 20 18 0.4 0.6 0.6 0.6
6. Domestic demand 18 18 0.4 0.6 0.6 0.6
7. Exports of goods and services 55 3.0 0.4 0.5 0.4 0.6
7a. - of which, goods 7.9 3.0 0.4 0.4 0.4 0.6
7b. - of which, services 35 3.0 0.4 0.5 0.4 0.6
8. Final demand 23 20 0.4 0.6 05 0.6
9. Imports of goods and services 52 4.0 1.3 1.3 0.8 0.3
9a. - of which, goods 6.1 4.0 1.3 1.3 0.8 0.3
9a. - of which, services 2.1 4.0 1.3 1.3 0.8 0.3
10. Gross domestic product at market prices 1.7 14 0.2 0.3 0.4 0.6
11. Terms of trade of goods and services 0.3 -1.0 -0.9 -0.8 -0.4 0.3
11a. - of which, terms of trade of goods 1.7 -1.0 -0.9 -0.8 -0.4 0.3
11b. - of which, terms of trade of services 1.4 -1.0 -0.9 -0.8 -0.4 0.3
12. HICP 47 30 0.7 0.8 1.0 11
12. -at constant taxes 14 1.0 -0.3 0.4 1.0 11

Table A4: LABOUR MARKET AND LABOUR COST

Annual % change 2010 2011 2012 2013 2014 2015

1. Gross value added at 1995 basic prices -3.6 -5.3 -2.7 0.7 2.4 2.9
2. Employment -1.9 -5.7 -2.8 0.4 1.0 1.2
3. GVA per occupied person -1.7 0.4 0.1 0.3 1.4 1.7
4. Compensation of employees (per employee) -3.3 -2.7 -2.8 -1.2 0.4 1.1
5. Unit labour costs -1.6 -3.1 -2.9 -1.5 -1.0 -0.6
6. Total population 0.2 0.2 0.2 0.2 0.2 0.2
7. Population of working age (15-64 years) 0.5 0.2 0.2 0.2 0.2 0.2
8. Total labour force 1.2 -1.2 -0.6 0.3 0.3 0.5
11. Total employment -1.9 -5.7 -2.8 0.4 1.0 1.2
11a. - of which, employees -1.9 -3.0 -4.0 0.5 0.5 0.6
11b. - of which, self-employed -1.9 -10.9 -0.3 0.2 2.0 2.4
13. Unemployment 33.0 33.0 11.0 0.0 -3.0 -3.0




Table B1: USE AND SUPPLY OF GOODS AND SERVICES (value, in EUR billion)

levels 2010 2011 2012 2013 2014 2015
1. Private consumption expenditure 169,4 163,6 157,8 157,4 159,3 161,4
2. Government consumption expenditure 41,3 36,7 32,7 30,5 29,4 29,3
3. Gross fixed capital formation 37,8 32,1 31,2 334 36,4 39,6
4. Final domestic demand (1+2+3) 2485 232,4 221,8 221,3 2251 230,3
5. Change in inventories + net acquisition of valuables as % of GDP -1,0 0,0 0,0 0,0 0,0 0,0
6. Domestic demand (4+5) 2475 2324 221,8 221,3 2251 230,3
7. Exports of goods and services 48,9 52,8 56,4 60,4 64,9 69,8
7a. - of which, goods 22,8 25,1 26,7 28,6 30,7 33,1
7a. - of which, services 26,1 27,7 29,7 31,8 34,2 36,8
8. Final demand (6+7) 296,4 285,2 278,2 281,7 290,0 300,2
9. Imports of goods and services 69,1 67,4 66,1 67,4 69,7 72,0
9a. - of which goods 54,2 52,9 51,9 52,9 54,7 56,6
9a. - of which, services 14,9 14,4 14,2 14,4 15,0 15,5
10. Gross domestic product at market prices ( 8-9) 227,3 217,8 212,1 214,3 220,3 228,1
11. - of wich, external balance of goods and services
12. Balance of primary income with rest of the world -6,2 -6,4 -6,7 -7,3 -7,8 -7,9
13. Gross national income at market prices (10+12) 221,1 2115 205,5 207,0 2125 220,3
14. Compensation of employees 82,0 77,4 72,2 71,7 72,3 73,6
15. Gross operating surplus and mixed income 120,6 113,0 113,6 115,9 120,3 122,4
16. Gross value added at basic prices 200,6 190,3 183,8 185,1 190,2 197,2
16a. - of which, labour costs, including self-employed 124,8 114,6 108,2 107,4 108,9 1114
17. Taxes net of subsidies (18-19) 26,69 27,5 28,3 29,2 30,0 31,0
18. - taxes on products 27,1 27,9 28,8 29,6 30,5 31,5
19. - subsidies on products 0,4 0,4 0,5 0,5 0,5 0,5
20. Gross domestic product at market prices (16 + 17) 227,3 217,8 212,1 214,3 220,3 228,1
Table B2: LABOUR MARKET AND LABOUR COST (in EUR hillion unless otherwise stated)
levels 2010 2011 2012 2013 2014 2015
1. Gross value added at 1995 basic prices 173,9 164,7 160,3 161,4 165,2 170,0
2. Employment ('000) 47434 4473,0 4347,8 4365,2 4408,8 4461,7
3. GVA per occupied person (1:2) 36,7 36,8 36,9 37,0 37,5 38,1
4. Compensation of employees (per employee) 26,3 25,6 24,9 24,6 24,7 25,0
5. Unit labour costs (4:3) (1995=100) 71,8 69,6 67,5 66,5 65,9 65,5
6. Total population 11310,1 11332,7 113554 11378,1 11400,9 11423,7
7. Population of working age (15-64 years) 7583,4 7598,6 7613,8 7629,0 76443 7659,6
8. Total labour force 5369,9 5306,3 5272,7 5290,1 5306,0 5332,0
9. Calculated activity rate (%) (8:7) 70,8 69,8 69,3 69,3 69,4 69,6
10. Total employment 4743 4 4473,0 43478 4365,2 4408,8 4461,7
11. Total employment 47434 4473,0 4347,8 4365,2 4408,8 4461,7
11a. - of which, employees 3114,6 3021,2 2900,3 2914,8 2929,4 2947,0
11b. - of which, self-employed 1628,8 1451,9 14475 1450,3 1479,4 1514,8
12. Calculated employment rate (11:7) 62,5 58,9 571 57,2 57,7 58,3
13. Unemployment (8 - 11) 626,5 833,3 924,9 924,9 897,2 870,3
13a. Calculated unemployment rate (%) (13:8) 11,7 15,7 17,5 17,5 16,9 16,3
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Table B3: EXTERNAL BALANCE

ANNEXES

levels

1. Exports of goods (fob)

2. Imports of goods (fob)

3. Trade balance (goods, fob/fob) (1-2)

3a. p.m. (3) as% of GDP

4. Exports of services (a)

5. Imports of services (a)

6. Services balance (a) (4-5)

6a. p.m. 6 as % of GDP

7. External balance of goods & services (3+6)
7a. p.m. 7 as % of GDP

8. Balance of primary incomes and current Transfers
8a. - of which, balance of primary income

8h. - of which, net current Transfers

8c. p.m. 8 as % of GDP

9. Current external balance (7+8)

9a. p.m. 9 as % of GDP

10. Net capital transactions

11. Net lending (+)/ net borrowing (-) (9+10)
1la. p.m. 11 as % of GDP

2010

22,8
542
31,3
-138
26,1
14,9
11,2
49
-20,2
-89
7.8
6,2
-16
35
280
12,3
3,9
241
-10,6

2011

25,1
52,9
27,8
12,8
27,7
14,4
13,2
6,1
-14,6
6,7
7,1
64
07
32
21,7
9,9
47
-17,0
78

2012

26,7
51,9
-25,2
-11,9
29,7
14,2
156
73
-9,6
-45
7,1
-6,7
-0,5
-34
-16,8
-7.9
52
115
54

2013

28,6
52,9
-24,3
11,4
31,8
14,4
174
8,1
7.0
-3,2
-7.8
7.3
05
-3,6
-148
-6,9
53
9.4
-4.4

2014

30,7
54,7
24,0
-10,9
342
15,0
19,2
8,7
48
22
82
78
04
37
-130
5,9
55
75
34

2015

33,1
56,6
-235
-10,3
36,8
15,5
21,3
93
2,2
-1,0
-8,2
7.9
-0,3
-36
-104
-45
5,7
-4,7
-2,0




C1: FISCAL ACCOUNTSAND FORECAST

Total revenue

Indirect taxes

Direct taxes

Social contributions
Sales

Other current resources
Capital transfers received

Total expenditure

Intermediate consumption
Compensation of employees
Social transfers other than in kind
Interest (1/)

Subsidies

Other current expenditure

Gross fixed capital formation
Other capital expenditure

Measures that require further specification

General Government balance

Primary balance

General Government balance (tar gets)
Gap

Total revenue

Indirect taxes

Direct taxes

Social contributions
Sales

Other current resources
Capital transfers received

Total expenditure

Intermediate consumption
Compensation of employees
Social transfers other than in kind
Interest (1/)

Subsidies

Other current expenditure

Gross fixed capital formation
Other capital expenditure

Measures that require further specification

General Government balance

Primary balance

General Government balance (tar gets)
Gap

2010

89.8
27.3
17.5
29.8
5.5
5.1
4.6

113.9
14.0
27.5
47.2
12.9

0.1
33
6.3
2.5

-24.1
-11.3

395
12.0
7.7
13.1
24
22
2.0

50.1
6.1
12.1
20.8
5.7
0.1
1.5
2.8
1.1

-10.6
-5.0

2011

Levels (in EUR billion)

90.1
30.0
17.3
28.1
4.5
5.5
4.7

109.2
10.7
25.2
46.3
14.5

0.1
3.9
5.7
2.8

-185t0-19.6
-4.0to-5.1

-17.1
-1.4t0-25

41.4
13.8
7.9
12.9
2.0
2.5
22

50.1
4.9
11.6
213
6.7
0.0
1.8
2.6
1.3

-8.5t0-9.0
-1.8t0-2.3

-7.8
0.7t0 1.2

2012

90.2
28.8
19.2
26.6
4.4
52
6.0

105.1
10.4
223
45.1
15.1

0.1
34
5.7
2.9

-14.9
0.2

-14.9
0.0

% GDP

425
13.6
9.1
12.5
2.1
2.5
2.8

495
4.9
10.5
213
7.1
0.0
1.6
2.7
1.4

-7.0
0.1

-7.0
0.0

2013

91.5
29.1
19.6
27.6
4.5
5.1
5.5

106.1
103
22.7
443
16.5

0.1
3.7
5.8
2.8

32

-11.4
51

-11.4
0.0

42.7
13.6
9.2
12.9
2.1
2.4
2.6

495
4.8
10.6
20.7
7.7
0.0
1.7
2.7
1.3

1.5

-5.3
24

-5.3
0.0

2014

94.6
30.0
20.7
28.9
4.8
52
5.0

105.5
9.6
229
43.1
17.3
0.1
3.6
6.0
3.0

4.5

-6.4
10.9

-6.4
0.0

42.9
13.6
9.4
13.1
22
2.3
2.3

47.9
4.4
10.4
19.5
7.9
0.0
1.6
2.7
1.3

2.1

-2.9
5.0

-2.9
0.0

1/ Net of collateral related flows
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C2: GOVERNMENT DEBT

ANNEXES

2010 2011 2012 2013 2014
levels (EUR billion)
Debt (net of collateral) 3294 354.4 384.7 388.3 381.9
Change in debt 29.8 25.0 30.3 3.6 -6.4
Government deficit (level) -24.1 -19.1 -14.9 -114 -6.4
Stock-flow adjustment 5.7 59 154 -7.8 -12.8
% GDP
Debt (net of collateral) 144.9 162.7 181.3 181.2 1733
Change in the ratio 15.6 17.8 18.6 -0.1 -7.9
Contributions:
Primary balance (+ is a deficit) 5.0 21 -01 -24 -5.0
“Snow-ball” effect 8.1 13.0 115 53 23
Stock-flow adjustment 25 2.7 7.3 -3.0 -5.2
levels (EUR billion)
Debt grossof collateral 3294 354.4 420.3 425.2 420.3
% GDP
Debt grossof collateral 144.9 162.7 198.1 198.5 190.8




Annex 3: Statement by the European Commission, the ECB and IMF on the
Fifth Review Mission to Greece

Staff teams from the European Commission (EC), European Central Bank (ECB), and International Monetary
Fund (IMF) have concluded their fifth review mission to Greece to discuss recent economic developments. The
mission has reached staff-level agreement with the authorities on the economic and financial policies needed to
bring the government’s economic program back on track.

Regarding the outlook, the recession will be deeper than was anticipated in June and a recovery is now expected
only from 2013 onwards. There is no evidence yet of improvement in investor sentiment and the related increase
in investments, in part because the reform momentum has not gained the critical mass necessary to begin
transforming the investment climate. However, exports are rebounding—albeit from a low base—and a shift
towards a more dynamic export sector, supported by a moderation of unit labour costs, should lead to more
balanced and sustainable growth over the medium term. Inflation has come down over the last year and is
expected to remain below the euro area average in the period ahead.

In the fiscal area, the government has achieved a major reduction in the deficit since the start of the program
despite a deep recession. However, the achievement of the fiscal target for 2011 is no longer within reach, partly
because of a further drop in GDP, but also because of slippages in the implementation of some of the agreed
measures.

As for 2012, the mission believes that the additional measures announced by the government, in combination
with a determined implementation of the adjusted Medium-Term Fiscal Strategy, should be sufficient to bring
the fiscal program back on track and ensure that the deficit target of EUR 14.9 billion will be met.

Looking to 2013-14, additional measures are likely to be needed to meet program targets. Such measures should
be adopted in the context of an update of the Medium-Term Fiscal Strategy by mid-2012. To ensure that the
program is growth-friendly, and in view of the ambitious assumptions regarding improvement in revenue
administration already embedded in the Medium-Term Fiscal Strategy, it is essential that such measures focus on
the expenditure side.

In the area of privatisation, progress has been achieved with the creation of a professionally managed
privatisation fund. However, delays in the preparation of the assets for privatisation, and to some extent worse
market conditions, mean that revenues in 2011 will be significantly lower than expected. The government
remains, however, committed to the revenue target of EUR 35 billion by the end of 2014. Ensuring that the
privatisation fund remains independent from political pressures, remains key for success in this area.

Banks have improved their capital base through market-based means. As evident from this weekend’s resolution
of Proton Bank, the recent amendment of the banking law ensures that non-viable banks can be wound down
while protecting depositors' interest and preserving the stability of the financial system.

As to structural reforms, areas of progress include the transport sector, licensing procedures, and regulated
professions. As overall progress has been uneven, a reinvigoration of reforms remains the overarching challenge
facing the authorities. In this regard, the decision to suspend the mandatory extension of sector-level collective
agreements to the firm level is a major step forward, as it will help ensure the flexibility in the labour market
needed to boost growth and prevent high unemployment from getting entrenched.

Overall, the authorities continue to make important progress, notably with regard to fiscal consolidation. To
ensure a further reduction in the deficit in a socially acceptable manner and to set the stage for a recovery to take
hold, it is essential that the authorities put more emphasis on structural reforms in the public sector and the
economy more broadly.

The success of the program continues to depend on mobilizing adequate financing from private sector
involvement (PSI) and the official sector. Ongoing discussions on PSI together with assurances provided by
European leaders at their July 21 summit suggest that the program remains fully financed.
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Once the Eurogroup and the IMF’s Executive Board have approved the conclusions of the fifth review, the next
tranche of EUR 8 billion (EUR 5.8 billion by the euro area Member States, and EUR 2.2 billion by the IMF) will
become available, most likely, in early November.

Brussels, 11 October 2011
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Annex 4: Updated programme documents

-Letter of Intent
-Memorandum of Economic and Financial Policies
-Memorandum of Under standing on Specific Economic Policy conditionality

-Technical Memorandum of Under standing (TMU)
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Athens, 31 October 2011

Mr Jean-Claude Juncker,
President,

Eurogroup,

Brussels.

Mr Olli Rehn,

Commissioner for Economic and Monetary Affairs,
European Commission,

Brussels.

Mr Jean-Claude Trichet,
President,

European Central Bank,
Frankfurt am Main.

Dear Messrs. Juncker, Rehn and Trichet,

In the attached update to the Memoranda of Economic and Financial Policies (MEFP) and
Memoranda of Understanding on Specific Economic Policy Conditionality (MoU) from
2010, and from 23 February and 2 July 2011, we describe progress and policy steps
towards meeting the objectives of the economic program of the Greek government, which
is being supported by financial assistance by the euro-area Member States, in the context
of the Greek loan facility agreement.

We continue to make progress with our economic programme:

o Concerning our fiscal targets, we have been working to build on the
unprecedented fiscal adjustment we have realized since late 2009. However, we
have been fighting strong headwinds from the recession, and also some delays in
putting in place measures. Unfortunately, due to these factors we missed the end-
September performance criterion on the primary cash balance for the general
government by a small margin, and also the indicative target on non-accumulation
of domestic arrears. However, we have implemented a package of measures to
ensure that fiscal policy can be brought back on track, including the full second
package of MTFS (medium-term fiscal strategy) reforms due in August.

o Fiscal-institutional reforms have been advancing. A structural benchmark on
articulating a medium-term strategic plan of revenue administration reforms was
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observed, and this will inform our strategy in this important area. A second
benchmark on publishing three consecutive months of consistent arrears and
consolidated general government fiscal reports was partially observed, with data
published, but not drawn from commitment registers, as anticipated.

o Our policy efforts to support financial system stability continue. Parliament has
enacted new bank resolution legislation that will allow timely and effective
intervention and resolution consistent with EU Treaty rules and international
sound practices.

o Regarding privatisation, the Privatisation Fund has been established and has
become fully operational. While we were able to sign contracts for new
concessions during Q3, the quarterly quantitative performance criterion on cash
privatization receipts for end-September was missed, owing to difficult market
conditions and delays in preparations. We have prepared a new schedule of sales
that will see a number of contracts signed during the remainder of 2011, and 2011
cash revenue targets met with about a one-quarter delay.

. Regarding growth-enhancing structural reforms, since June, we have completed
some legislative initiatives, including the passage of a law to simplify
environmental licensing. Moreover, as a prior action for the review, we have
enacted legislation to improve labour market flexibility. We are working to speed
up implementation going forward.

. Finally, the external arrears of some local governments which were identified in
July, and a small amount of arrears that accumulated subsequently, were fully
cleared on 30 August. Steps have been taken to ensure that such arrears will not
arise again, including improvements to the monitoring of local government debt
service payments.

Alongside our policy efforts, we are working to develop a debt exchange with private
financial institutions. Remaining financing needs will be covered by the official sector, in
line with the commitments received at the euro-area summits. In parallel, the ECB is
working with Greek banks on medium-term funding plans to ensure that they reduce their
exposure to exceptional Eurosystem liquidity support at a pace consistent with the
program’s macroeconomic framework.

On this basis, we request the disbursement of the sixth instalment of financial assistance
by the euro-area Member States, pooled by the European Commission, in the amount of
EUR 5.8 billion.

We believe that the policies set forth in the 3 May 2010 Letter of Intent, MEFP and MoU,
and subsequent updates (including the one now attached), are adequate to achieve the
objectives under the program. We stand ready to take any corrective actions that may
become appropriate for this purpose as circumstances change. We will consult with the
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European Commission and ECB, as well as with the IMF, on the adoption of any such
actions and in advance of revisions to the policies contained in this letter.

This letter is being copied to Ms. Lagarde.

Evangelos Venizelos George Provopoulos

Deputy Prime-Minister and Minister of Finance Governor of the Bank of Greece
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GREECE—M EMORANDUM OF ECONOMIC AND FINANCIAL POLICIES
The Economic Outlook

1. The recession has continued to degpen, necessitating an adjustment of the
macr oeconomic framework for our program. Recent short-term economic indicators
and provisional GDP data for the second quarter indicate that the economy has not been
able to sustain the encouraging performance during the first three months of 2011. The
adjustment in the private sector has accelerated, with economic activity constrained by
the implementation of needed fiscal austerity measures, tightening credit conditions,
delays in structural reforms, and a weakening external environment. Real GDP is now
projected to decline by 5% percent in 2011 and a further 2'2-3 percent in 2012. With a
deeper recession, we have also adjusted downward our forecasts for inflation and the
GDP deflator—cumulatively about 2 percentage points less through 2014. Taking into
account both of these factors, nominal GDP in 2014 is now projected to be 8 percentage
points lower than projected at the time of the 4™ review.

2. We expect economic activity to turn around in early 2013. Greece’s
competitiveness is gradually improving. Unit labor costs have dropped by about 4 percent
on average during the 6 months ending June 2011, and will decline further as labor
market adjustment gathers momentum. Merchandise exports and tourism receipts are
growing. While currently still too small to compensate for the fall in domestic demand,
net exports are expected to continue contributing significantly to the economic recovery
going forward as structural reforms drive improvements in competitiveness. Eventually
this should provide a source of sustained growth in output and employment through
investment in the tradables sector.

3. We have modified program policiesto cope with the changing macr o outlook.
Fiscal policies have been strengthened to secure attainment of program targets; additional
support mechanisms and a stronger resolution framework have been put in place toward
securing financial stability; the path to meet the end program privatization target has been
recalibrated due to delays in the preparation of assets and difficult market conditions; and
the effort to make structural reforms effective will be reinforced. All of these changes,
and the revised financing strategy to support it, are discussed in what follows.

Fiscal Policies

4, The government’spriority remainsto secure a sustainable fiscal position.
This will require not only steady progress in reducing the fiscal deficit and debt, but also
a revival of growth and confidence. The challenge the Government faces is to find a pace
that can strike the right balance between these multiple and potentially conflicting
objectives. In this review have recalibrated the quarterly fiscal target (given the impact of
the recession), identified necessary actions to keep the MTFS on track, and firmed up the
required fiscal measures.
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5. The gover nment remains committed to achieving an overall general
government deficit below 3 percent of GDP by 2014. This would be consistent with a
primary surplus of 5 percent of GDP. For 2011, the significantly deteriorated macro
outlook, delays in the implementation of fiscal measures, and the limited time remaining
within year for corrective actions have placed a constraint on what we can feasibly
achieve. We expect to achieve the 2012-13 targets, and will implement the measures
necessary to this end (discussed below). With 2012 measures to be implemented in Q4
2011, their initial impact will allow us to achieve an overall balance of 82-9 percent of
GDP in 2011, somewhat above the €17.1 billion or 7% percent of GDP target, but still
14-2 percent of GDP better than in 2010, despite a much deeper recession.

6. The government will enact the fiscal measures necessary to ensure that
program fiscal targetsfor 2012-14 are met:

. Implementation of MTFSreforms. As a prior action for the review, the
government will complete key actions to implement the various measures
approved in the context of the first MTFS reform bill and anticipated in the second
set of reforms bills (Annex I). These actions will include:

» Reform of the public sector wage grid. The reform will reduce wages for
standard employees on average by 17 percent (those under special wage
regimes will be excluded). This will be done by limiting allowances and more
closely aligning wages across ministries, and keeping the entry wage in line
with private sector norms. Incentives will be provided via a capped one-off
bonus of 3 percent per year and a special bonus for employees involved with
the collection and control of public finances. Promotions will be strictly
controlled and subject to a performance evaluation. This new scheme will be
phased in over two years. Wages in state-owned enterprises and other public
entities under private law will be aligned accordingly. The reform will be
reviewed by external compensation consultants by September 2012 to identify
any issues of design that become evident during implementation.

» Closure/merger of extra-budgetary funds. Ministerial decisions should
cover the closure or merger of the 11 identified large entities (KED, ETA,
ODDY, National Youth Institute, EOMEX, IGME, OSK, DEPANOM,
THEMIS, ERT, ETHYAGE); as well as the closure or merger of 35 smaller
entities.

o To help meet our 2012 tar get, we have specified an additional €6.4 billion in
measures (gross of revenue feedbacks). Enactment of these measures will be a
prior action for the review:

» Spending reductions. To reduce government spending by €1 billion in 2012,
we will adjust pensions and earmarked spending. For pensions, the portion of
total main pensions exceeding €1200 per month will be cut by 20 percent (40
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percent on the portion of pensions exceeding €1000 per month for pensioners
below 55 years); supplementary pensions above €150 per month will be cut by
15 or 30 percent depending on the fund (augmented savings targeted by the
planned reforms in this area); and lump-sum pensions of civil servants for
2011-12 will be reduced by an additional 10 percent (on top of the cut targeted
under the MTFS). Regarding earmarked spending, a ceiling of 5 percent of the
stock of deposits will be placed on spending in the “Green fund”.

» Revenue measures. To generate additional revenues of €5.4 billion in 2012,
we have introduced a special levy on real estate, and will reduce PIT
thresholds and deductions. The special property levy ranges between €3-16
per square meter (with a reduced rate for special categories). To strengthen
payment compliance, it will be collected through electricity bills, and will
supplement the property tax envisaged in the MTFS. Regarding the PIT, the
threshold will be reduced to €5000 (individuals above the age of 65 or below
the age of 30 and with income below €9000 a year will be exempt); the
bracket structure will be simplified and the child allowance reduced, starting
from the third child. Finally, we will advance the removal of the subsidy for
heating fuels originally envisaged for 2013.

» Clearanceof arrears. A plan for full clearance will be submitted alongside
the 2012 budget, with a central appropriation that will be made available to
each line ministry and other general government entities for this purpose
(based on the amount outstanding at end-2010). Appropriations from this
central funding will be made available to the requesting ministry subject to
timely compliance with the public financial management reform agenda
(below), and on evidence of the effective operation of commitment controls
within the relevant entity (no new accumulation of arrears).

o To secure our 2013-14 tar gets, we will undertake a thorough review of public
expenditure programs to identify 2 percent of GDP in additional measures (and an
additional 1 percent of GDP as a buffer). The review will draw on external
assistance, and the focus will be on identifying opportunities to: rationalize
pensions and social transfers (in a manner that will preserve basic social
protections); rationalize defense spending (without prejudice to the defense
capability of the country); and restructure the central and local administrations.
Completion of the review is proposed as a structural benchmark for end-June
2012, and progress will be assessed during upcoming program reviews. We have
already identified several additional measures potentially yielding % percent of
GDP, including: (i) adjustments to special wage regimes (which now account for
about one-third of the public wage bill); (ii) further rationalization of
pharmaceutical spending and operational spending of hospitals; (iii) reductions in
welfare cash benefits; and (iv) reform of the system of VAT refunds for farmers.
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7. The gover nment remains committed to better under pin our adjustment with
structural spending and revenue reforms. We have advanced reforms in three key
areas:

. Personnel reductions. Our overall aim is to reduce general government
employment by 150,000 between 2010 and end-2015. To realize this aim we will
utilize:

> Natural attrition. A 1:5 hiring to attrition ratio will be applied during the
period, and the number of temporary contracts will be reduced by about two-
thirds between 2010 and 2015 (including 50 percent in 2011).

» Preretirement and retirement scheme. A total of 1,000 individuals now
past retirement age whose term has previously been extended will now enter
into retirement. A total of about 14,000 public employees will be placed in a
pre-retirement scheme by end-2011 (with those to be included in the scheme
limited to those with 12-24 months remaining until their retirement).

» Labor reserve. A total of about 15,000 public employees will be furloughed
into a labor reserve by end-2011. Additional staff will be placed into the
reserve by end-2012. A functional review of government will be used to
identify general government units for closure or downsizing, and ministerial
staffing plans developed on this basis will identify employees who are
redundant. Time spent in the reserve will be limited to 12 months, at no more
than 60 percent of the basic wage (excluding overtime and other extra
payments). After 12 months those still in the reserve will be separated, and
any payments while in the reserve will be counted against any severance pay.

» Controlson hiring. We will: (i) adjust the intake into military and police
schools in line with projected staffing needs; (ii) limit rehiring from the labor
reserve to no more than 10 percent of the annual hiring target; (iii) augment
the labor reserve every year by the amount of employees hired in excess of the
natural attrition rule; and (iv) eliminate vacant positions in the context of
revising the public sector organizational chart/structure. The Ministry of
Public Administration will publish detailed exit and entry figures on a monthly
basis.

J Social security reforms. Key actions outlined in the 4™ review MEFP to be
completed in the period ahead include: (i) by end-November, legislation will be
adopted to reform the supplementary pension funds to be effective from January
2012; (i1) by end-October, we will also adopt and apply a new restricted list of
hazardous professions and start reviewing the disability status according to new
definitions of disability; and (iii) by January 1, 2012, and through the new single
health fund EOPYY, we will reduce doctors’ fees, regulate uniform conditions for
the purchase of health services, and introduce a single uniform health package for
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all EOPYY’s members. The draft report of the earlier-commissioned expert health
task force and time bound action plan for health reform are now expected by end-
October.

o Tax reform: By March 2012, we will approve a revenue-neutral tax reform
package (structural benchmark). The reform will simplify the tax system,
broaden the tax base through policy measures so as to allow reductions in selected
tax rates, and rebalance the distribution of the tax burden to foster growth and
competitiveness. The reform package will include: (i) a simplification of the code
of Books and Records, (ii) the elimination of several tax exemptions and
preferential regimes under the corporate income tax and the VAT; (iii)
simplification of the VAT and property tax rate structures; and (iv) a more
uniform treatment of individual capital income. To support this reform, and
strengthen our fight against tax evasion, we will also enforce more comprehensive
information requirements covering received incomes (including from foreign
sources and non taxable income), and selected uses.

Fiscal institutional reforms

8. Reducing tax evasion and improving spending control are important
objectivesfor the Greek government. Success in these areas would notably improve the
fairness of the fiscal adjustment Greece is now undertaking, and could indeed help reduce
the need to adjust through other policy measures. Success will require deep restructuring
of fiscal management institutions, namely the revenue administration and public financial
management structures. We recognize that concrete results from these complex
institutional reforms will not be easy to achieve quickly, and we are thus determined to
undertake the reforms with urgency.

9. Regarding the revenue administration, we are committed to implement our
anti- evasion plansand transform over time our institutions and wor king methods:

o Operational targets. Progress towards the targets defined in our anti-evasion
plans will be closely monitored via quarterly quantified performance indicators
(achieving the targets is a structural benchmark for end-December 2011).
Towards achieving the targets, we have scaled up risk-based audits and debt
collection, and we have initiated audits of 1700 high-wealth and self-employed
individuals identified by the anti-evasion task force (new targets for completion of
these audits have been included under the benchmark). Looking towards 2012, we
will update our operational plans by end-December of this year, to introduce new
and more ambitious targets for audits and debt collection and the resolution of
administrative appeals (meeting the targets is proposed as a new program
structural benchmark for end-2012). The plan will also include ways to better
integrate anti-money laundering tools into the anti tax evasion strategy from
January 2012, with the focus on ensuring reporting of suspicious transactions by
the BoG to the MoF.
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Removing barriersto effective tax administration:

>

Using newly legislated appointment and removal powers, we will review the
performance of managers in implementing the anti-evasion plan through end-
2011, and replace those managers who do not meet assigned performance
targets. We will also approve performance-based contracts for auditors,
reassess auditors’ qualifications (by end-October 2011). New auditors will be
hired in 2012.

We will also strengthen our tax dispute resolution system. First, we have
appointed the head of the newly created fast-track administrative resolution
body; and by end-November we will approve legislation making it compulsory
for large dispute cases to be addressed at the administrative level only to this
independent body. Second, we will issue secondary legislation to make the
recently established arbitration system fully operational, by enabling the
certification of arbitrators.

Medium-term reforms. The third area of our work involves implementing the
strategic plan for medium-term reforms approved in July. The organizational
reforms defined therein should help us deploy resources in a more targeted
manner:

>

We have established a new central directorate for debt collection (involving
approval of the organizational structure, the appointment of the director and
senior managers, and starting the process of hiring staff).

By end-October, we will also finalize the creation of a lar ge taxpayer unit,
completing the appointment of senior managers and the transfer of taxpayers’
files. The new unit will be designed to perform all key tax administration
functions including audit, monitoring of filing and payment obligations,
collection of tax debts, and taxpayer services.

We are also consolidating the oper ations of the tax administration to
improve efficiency. By end-October the Ministry of Finance will close and
merge at least 31 local offices and consolidate key functions (filing, payment
enforcement, debt collection, audit, and judicial procedures) into larger
offices. However, due to IT limitations our plan to close a total of 200 local
tax offices is now foreseen to be executed in 2012. Following our time-bound
plan to update our IT system, we will deploy new hardware by end-February
2012, and complete the development of software applications for corporate
income tax, and tax withheld at source by end-June. By the same date, we will
also have a list of additional tax offices to be closed. We plan to have the
necessary IT capabilities in place by December 2012.
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10.  Concerning public financial management, our key tasksinclude
strengthening budget procedur es, strengthening spending controls, and improving
fiscal reporting:

o An efficient financial management requires clear budgeting procedures. By end-
February 2012 we will adopt legislation and regulations for a streamlined
procedure for submission and approval of within year supplementary budgets.

. Stronger spending controls require securing the effective operation of
commitment registers (which will allow control of spending before it is
committed, thus help prevent new arrears), the establishment of general
directorates of financial services, and the appointment of permanent accounting
officers in line ministries.

» Commitment registers. Recent onsite inspections have identified a number of
problems with the functioning of registers that are being addressed. Starting in
October 2011, we have made it compulsory for accounting officers in line
ministries and general government entities to report data from their
commitment registers into the e-portal of the Ministry of Finance. To enforce
this obligation, we will start enacting sanctions, including blocking budget
releases to entities not submitting data, and disciplinary actions for accounting
officers involved. We expect the commitment registers to be able to provide
reliable and broad coverage of data on commitments, payments, unpaid bills,
and arrears (for both ordinary and investment spending) by end-March 2012.
The coverage will extend to all line ministries and the largest local
governments, social security funds, extra budgetary funds, and hospitals.

» Other infrastructure. We have also completed and approved the
organizational plan for the new directorates of financial services, and line
ministries will be obliged to adopt and implement the new plans by end-
November 2011. Finally we will evaluate applications for the positions of
permanent accounting officers in line ministries and, despite initial delays, we
now expect to complete the appointments by end-November.

. Fiscal reporting has improved significantly in terms of coverage. We are now
working to improve the quality of reported data and set up systems to collect more
detailed revenue and spending information from general government entities. To
reduce the discrepancy between financial and fiscal data, we have started revising
and updating past data, and expanding coverage (e.g. to external financing sources
for some public enterprises). In collaboration with Elstat, the Ministry of Finance
will reconcile and validate the results of the recent pilot exercise that collected
detailed fiscal data from general government entities. This pilot will be expanded
to cover at least 60 percent of central and general government spending units by
end-2011.
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11.  Toimproveimplementation of these institutional reforms, we have set up
management frameworks for the most important reform initiatives. The
responsibility of the steering committee overseeing the anti-evasion plan will be
expanded to coordinate the implementation of the medium term reform plans. Separately,
we have established a coordination group under the supervision of a GAO director
responsible to make fully operational commitment registers in all line ministries and
general government entities. The director heading the group will propose sanctions to the
Minister on non-reporting entities and will produce monthly reports to the Minister
analyzing the main sources of arrear accumulation and quarterly reports on
implementation progress.

Financial sector policies

12.  Securingfinancial stability isthe government’spriority. The challenge we face
is to ensure stable funding bases for banks, help them regain access to wholesale markets
and to the deposits that have left the banking system. Adequate liquidity support in the
near term must be consistent with plans to reduce banks reliance on exceptional central
bank support in the medium term. Meanwhile, capital buffers must be built up to instill
confidence in individual banks. Moreover, a stronger resolution framework recently
enacted allows the competent authorities to address any weak banks in a timely and cost
efficient manner while preserving confidence in the system. With this as backdrop, the
Bank of Greece is determined to take decisive actions to protect the soundness of the
financial sector.

13. Wearecommitted to preserve sufficient financial system liquidity. The
Eurosystem has been providing exceptional liquidity support through its monetary policy
operations. The Bank of Greece, following Eurosystem procedures, will ensure that it
continues to stand ready to disburse adequate and appropriate exceptional liquidity
assistance, in a timely manner. Over the medium term, banks will need to reduce their
reliance on central bank borrowing and government guarantees. Regular updates of
medium-term funding plans under guidance of the Bank of Greece will be an important
tool to ensure that this process proceeds at a pace consistent with the program’s
macroeconomic, fiscal, and financial framework. The next update will be finalized by
end-2011. To this end, banks will be given guidance on the new macroframework
discussed above to inform revisions of their plans, and the Bank of Greece will provide
feedback on banks’ draft plans (to ensure their collective consistency with the
macroframework).

14.  Wehaverefined our strategy to help banks strengthen their capital position.
This will help them manage increasing balance sheet risks, and over time should facilitate
earlier access to wholesale funding markets:

o Banks' consolidated coretier 1 minimum regulatory capital requirement will
be set at 10 percent from the beginning of 2012. The core tier 1 capital
requirements will exclude hybrid capital, but include preference shares issued by
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banks and subscribed by the Greek government at the onset of the global financial
crisis in 2008-09.

. Banks' bookswill be carefully scrutinized to reassurethat losses are
reflected:

» Bank of Greece has required that the outcome of the PSI for government
bonds be adequately recognized in bank profit and loss accounts. Further,
using its Pillar IT powers, the Bank of Greece will ensure an equivalent capital
treatment of risks related to Greek government bonds exposures across all
institutions, (with reference to the NPV reduction of the PSI). In this context,
the Bank of Greece will update its last Pillar IT assessment at the latest one
month after completion of the PSI exercise.

» The Bank of Greece has contracted an independent qualified international
advisory firm to perform a diagnostic of banks’ domestic loan portfolios,
under baseline and adverse macroeconomic scenarios, to be concluded by end-
year. Based on this exercise the Bank of Greece will require that losses from
loans not adequately provisioned be recognized in banks’ profit and loss
accounts.

. The Bank of Greece, under Pillar |1 supervisory powers, will require
additional capital buffersasdetermined by banks' individual risk profiles.
The minimum capital need for each bank is defined by the 10 percent core tier |
requirement. Capital requirements will be increased if this is needed to maintain a
minimum core tier 1 target capital ratio of 6 percent in the context of a stress test
exercise involving a 3 year adverse macroeconomic scenario. This will
incorporate projected losses and dynamics in profitability, risk-weighted assets
and other risks, including sovereign exposures. Completion of this capital needs
assessment is proposed as a new program structural benchmark for end-
February 2012.

. Following the additional capital needs assessment based on the diagnostic
study, banks may be given timeto raise this additional capital on the market.
If the Bank of Greece determines that a period of time should be allowed for a
bank to meet capital requirements, the relevant bank will be asked to present, by
end-April, a viable business plan to this end. Any bank in this circumstance will
have to meet capital requirements by no later than end-August 2012. Any such
business plan should also demonstrate that the requirements will continue to be
met over a three year period. Any capital to be raised should consist of
instruments qualifying as Tier I capital. We will continue to encourage banks to
explore strategic alliances with domestic and foreign partners to strengthen capital
and address structural funding issues.

. Public support will be available. The overall envelope for bank support will be
increased in line with estimated bank needs. A bank should first attempt to raise
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15.

capital from the private sector, and if a substantially discounted rights issue is not
taken up, the HFSF may inject capital at prices at or below the level targeted in
the rights issue, subject to conditions minimizing downside risks and thus the
burden on taxpayers. To facilitate this support, the size of the HFSF will be
targeted for increase to adequately backstop estimated bank capital needs. Funds
will be transferred into the dedicated HFSF account upon approval in the context
of program reviews. Any support provided with HFSF resources will continue to
be in line with EU state aid rules. The government commits not to use the HFSF
to recapitalize state-owned banks, and to instead exercise its full responsibilities as
the main shareholder (and an appropriate amount of funds will be set aside for this

purpose).

Theinstitutional mechanismsfor public support will be strengthened in line
with thisframework. In line with EU state aid rules, we have amended the HFSF
law and related legislation, to require existing bank shareholders to absorb any
losses in full; and to require disposal of any bank holdings within 24 months of a
recapitalization, either through sale or by facilitating a merger, takeover, or
transfer of activities to other financial institutions. As a prior action for the
review the Bank of Greece and FSF will complete a memorandum of
understanding to further strengthen their cooperation (including sharing of
appropriate supervisory information).

We haverevised our bank resolution framework to provide additional

optionsfor timely and effective resolution processes. The framework will allow timely
and effective intervention and resolution consistent with EU rules and international sound
practices. In this context, parliament has enacted amendments to the Banking Law,
providing a broad set of tools to safeguard financial stability and improve depositor
protection. The new resolution framework has the following key features:

Available techniques have been expanded to include: (i) transfer of assets and
liabilities, and (i1) bridge bank transactions (transactions involving an interim
credit institution (ICI)). In implementing the law, we will ensure that the sale of
assets and liabilities (or of shares of a bridge bank/ICI) will be open, transparent,
and non-discriminatory. The Law further stipulates that shareholders and
subordinated bond holders always remain with the transferring entity (bad bank).
A regulation will specify that resolutions will be designed using a least cost
principle without prejudice to financial stability.

The Bank of Greece has been empowered as the competent resolution authority
for taking the decisions on all matters in the use of the new resolution techniques
(with the exception of decisions pertaining to ICIs, which will be taken by the
Ministry of Finance, upon recommendation of the Bank of Greece). The Bank of
Greece will consult with other relevant agencies and the Ministry of Finance in
this capacity.
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o The Deposit Guarantee Scheme (HDIGF) law has been amended to enable it to
assist in the resolution of banks. This includes to allow it to maintain and manage
two funds (alongside the existing depositor protection fund, a resolution fund has
been established). The law gives the HDIGF creditor preference in resolution to
better ensure recovery of guarantee funds.

. To further strengthen the framework, we will amend the resolution law to give
more flexibility in the resolution process, in particular the necessary rights to
manage labor contracts and reduce employment in the new ICI for the purpose of
enhancing the ICI’s viability.

16.  Wewill review gover nance arrangementsfor our financial oversight
agencies. We will review, in consultation with the European Commission, ECB, and IMF
staff: (i) the organizational arrangements for the Bank of Greece to ensure that they are in
line with best international practice and that any potential conflict of interest in its
expanded supervision and resolution role is avoided; (ii) the corporate governance
arrangements for the HFSF (including the need for internationally recognized
professionals with banking experience to be members of the board with voting rights);
and (ii1) the governance arrangements for the HDIGF (to address potential conflicts of
interest). Enactment of legislation to address any outstanding issues in these areas is
proposed as a structural benchmark for end-2011.

17.  Wewill take action to ensurethat banks meet regulatory and other
requirements:

. ATE is slated for privatization in 2012. Its share capital increase, to address
concerns raised by the CEBS 2010 stress test, closed on 7 July 2011. To preserve
financial stability, the government has addressed the shortfall in capital resulting
from losses booked through September on government bond holdings. In
particular, the bank [has convened] a shareholder’s meeting to authorize a rights
issue to bring the bank back into compliance with the existing minimum
regulatory capital requirement as soon as possible. The government has
committed to fully subscribe its share in cash, and to purchase any other
unsubscribed shares (after notification to the EC). An appropriate amount of funds
will be set aside for this purpose. This will be reflected in ATE’s restructuring
plan, an update of which will be resubmitted to the EC by end-November.

o Regarding the Hellenic Consignment and Loan Fund (HCLF), legislation on its
unbundling was adopted in early May 2011. An implementing decree and
commitments to comply with state aid rules will clarify the future tasks of the
remaining activities of the HCLF, ensuring that these will not be in competition
with commercial activities. A more detailed schedule for transferring the
commercial activities and the above-mentioned commitments will be specified by
end-October 2011 and will thereafter be endorsed by Inter-Ministerial Decision.
The disposal of the commercial activities branch will be completed on or before
end-July 2012.
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. Concerning other banks, Proton bank was resolved by setting up an interim credit
institution. The Bank of Greece will also require capital shortages in any other
institutions to be addressed by end-November, or take the appropriate actions to
deal with the situation (by end-November). Until capital shortages have been
resolved, the Bank of Greece will closely monitor affected banks and continuously
enforce appropriate remedial measures.

Privatization

18.  Thegovernment aimsto transfer a critical mass of public assetsto private
sector control. This is crucial to support the program’s growth, financing and debt
reduction strategy. The government is determined to overcome the challenges posed by
market conditions and technical and legal complexities. To put the privatization program
on a firm footing, we have defined steps towards meeting near-term targets, and
established an institutional framework for the effective and timely privatization of assets.

19.  Thegovernment remains committed to privatizing the assetsidentified in the
privatization plan plus any additional bank equity acquired through
recapitalizations. In particular, we remain committed to achieve our program
privatization target—€35 billion through 2014—and to sell €50 billion in assets through
2015 (Annex II). To deal with technical delays to date, we have adjusted our near-term
targets (Annex II). A number of steps are underway to help secure the achievement of our
privatization targets:

) We have adjusted our schedule for asset transactions, to deal with technical
delaysto date (Annex I1). To stay on track to meet our revised near-term targets,
we have refocused on asset sales with larger proceeds and on those projects which
are more technically advanced, in order to make sure that we achieve our revised
targets. Amongst real estate assets, we will focus on the sale and lease back of
government buildings. Operations that require more restructuring activity (such as
unbundling utilities or bundling ports) have been rescheduled to 2012. To reach
the privatization objective, the government stands ready to offer for sale its
remaining minority holdings in state-owned enterprises (with public control, in the
form of minority shareholdings, limited only to cases of critical network
infrastructure).

. We will take the necessary procedural stepsto allow assetsto be sold
according to therevised schedule. As a prior action for the review, we will: (i)
shift a second group of assets into the privatization fund covering transactions to
be completed through end-2012 (Annex II); and (ii) appoint legal, technical, and
financial advisors for 14 projects to be completed by end-2012 (advisors for all
end-2012 projects would be appointed by end-November). Concerning real estate
assets, by end-2011, we will group these into 5-6 categories (according to their
potential use). The largest and most mature projects will be transferred to the
privatization fund, and portfolios of smaller projects will be managed by a merged
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entity formed from ETA/KED and placed under professional management (and
supervised in coordination with the HRADF).

20.  Tofacilitatethe work, the government hasfully operationalized the
Privatization Agency (HRADF). The HRADF was legally created on August 2, and
after appointing a Board of Directors, the Fund began its operations at end-August. Since
then, observers nominated by the Eurogroup President and by the Commission have
joined the Board, and a Council of Experts, whose opinion is necessary for the
exploitation of the assets, has been installed. To complete its establishment internal
regulations (including the HR chart and remunerations), and the business plan with
quarterly targets have been approved by the Board.

Structural reform policies

21.  Thegovernment’spriority remainsto durably boost Greece's productivity,
competitiveness, capital formation and growth. To this end, the government is
pursuing a comprehensive structural reform agenda aimed at creating a well-functioning
labor market, removing barriers to investment and exports, liberalizing service markets,
promoting sectoral growth, and addressing inefficiencies in the judicial system. We
recognize the need to reach a critical mass of reforms and reform synergies to jump-start
growth. In this regard, the government will speed up implementation of already legislated
reforms, and we are working to define additional actions in various areas, including
measures promoting wage flexibility, lowering the labor tax wedge, and removing
barriers to growth in key sectors.

22.  Thegovernment iscommitted to ensuring greater labor market flexibility
and higher employment. In the past 18 months, several labor market reforms have been
implemented aimed at promoting youth employment, permitting the reallocation of
human resources to more productive sectors, allowing for more flexible work
arrangements, and facilitating collective bargaining, (including by allowing for special
firm-level collective agreements to set wages below sectoral floors). Nevertheless, with
unemployment rising rapidly and productivity growth yet to take off, the government will
enact additional measures to increase wage flexibility and promote employment:

. Wage flexibility. To further facilitate collective bargaining at the firm level for
companies of all sizes, the government will enact legislation to allow worker
representatives to negotiate both special and regular firm-level agreements.
Moreover, the “favorability clause” (requiring negotiations to start from the most-
favorable existing contract applicable to other similar workers) will be suspended
until at least end-2015, in such a manner that firm-level agreements take
precedence over sectoral and occupational agreements. In addition, the possibility
to extend sectoral agreements to those not represented in the negotiations will be
suspended for a period until at least end-2014. Enacting legislation in these three
areas will be a prior action for this review.
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23.

Other labor market parameters. During Q4 2011, the government will launch a
dialogue with social partners to examine all labor market parameters that affect
the competitiveness of companies and the economy as a whole. The goal is to
conclude a national tripartite agreement which addresses the macroeconomic
challenges facing Greece, in particular the need to support stronger labor market
flexibility, competitiveness, growth, and employment.

Labor tax wedge. To promote employment in the formal sector, the government
will take actions that will allow it to reduce the employers’ share of social security
contributions. These actions may include rationalizing and consolidating small
earmarked funds and broadening the base (while ensuring that the reform does not
affect pension obligations). Over the medium-term, administration of collections
will be improved, including by combining collection functions. Once savings or
alternative revenues are realized, the rate will be cut. Enacting the changes in
legislation is proposed as a new program structural benchmark for end-June
2012.

Barriersto exportsand investment will be further reduced by end-year.

These are crucial to jump-starting the recovery and boosting growth. To this end:

Licensing. By end-October, the Ministries of Industry and Environment will put
in place the main secondary legislative acts required to make operational the new
laws on business and environmental licensing, including those concerning the
classification of projects by risk and review requirements. By end-June 2012 all
remaining secondary legislation related to these licensing laws will be issued, and
the new electronic environmental register will be fully operationalized.

Fast-track investment procedures. By end-November the 3 projects that have
been approved by the inter-Ministerial Committee will be taken through the fast-
track procedure. In addition 2 other projects have been submitted to the inter-
Ministerial Committee to be processed within a month. As soon as the system is
assessed to be functioning well, qualifying thresholds will be lowered (to
generalize the system to attract new investments).

Export procedures. By end-December the government will pass a new law
(which enters into effect immediately) that: (i) eliminates the requirement to
register with the exporter’s registry; (ii) simplifies export-related legislation by
repealing and replacing all previous legislative acts; and (iii) sets the framework
for the introduction, by end-2012, of a single electronic export window. Also by
then the Ministry of Finance in cooperation with the Regional Development will
amend legislation to simplify customs declaration procedures for exports and
imports as well as for local clearance procedures. An e-customs system, now
underway, will be fully introduced by June 2012, to help operationalize the single
window for exports.
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24.  Thegovernment will continue thework to bring theliberalization of the
service sector to full fruition:

. Regulated professions. The new law entered into effect on July 2, liberalizing all
professions and economic activities that generate an income and are subject to
licensing restrictions and other requirements. Nevertheless, to ensure restrictions
in the public interest are properly in place the government will pass legislation by
end-December allowing a limited number of required restrictions to be reinstated.
These restrictions will first be evaluated by the Hellenic Competition Authority.
By end-March 2012 the government will complete the screening and amending of
existing legislation to ensure full consistency with the new law (proposed as a
structural benchmark).

. Transportation and ener gy sectors. Regarding transportation services, by end-
2011 legislation will be passed to eliminate the transition period for the
liberalization of road haulage and establish licensing costs in line with
administrative costs. Finally, the Ministry of Energy will finalize a plan to ensure
competitive access to 40 percent of lignite-fired generation, including through
plant sales, by end-October.

25.  Thegovernment of Greece has diagnosed obstaclesto growth in key sectors
and will specify plansto overcomethese. For the tourism sector, the government will
finalize an action plan by end-year aiming to change the profile of tourism in Greece by
expanding the tourism season and creating additional niche products. A number of other
diagnostic studies will be finalized, covering cross-sectoral barriers to growth, as well as
specific sectors with growth potential, such as retail, energy, food manufacturing,
agriculture, aquaculture, and regional cargo transport hubs. Based on these, the
government will finalize similar action plans defining concrete measures and a timeline
for implementation by end-March 2012.

26. Reformsto Greece sjudicial system are progressing. In the past 18 months, the
government has passed laws to simplify and speed up procedures for tax cases, provide
for transparency and efficiency through e-justice, allow for our-of court mediation and
improve the administration of civil justice. The Ministry of Justice is currently
implementing these changes and working towards the next reform steps. Specifically:

. Clearing the existing case backlog in courts: The Ministry of Justice has
identified the backlog of tax cases and plans to reduce it by 15 percent by end-
2011. By this point, the Ministry will also establish a work plan towards full
elimination of the remaining identified tax case backlog by end-July 2013. The
Ministry will also conduct—together with an external body—a study of the non-
tax backlog of cases for all other courts (by end-June 2012), to inform an action
plan for its elimination.

. Simplifying proceduresfor tax cases. Nineteen specialized tax chambers have
been established, and 5 additional ones will be added by end-December 2011. By



European Commission ANNEXES
The economic adjustment programme for Greece

end-March 2012, the Ministry of Justice will: (i) start to publish individual court
data, including on recovery rates for tax cases; and (i1) finalize an assessment of
the recent measures increasing the deposit requirement for tax appeals and
limiting the number of suspensions of tax cases, making proposals for remedial
actions, as needed.

. Speeding case processing. The government is committed to introduce e-justice in
Greece. A fully operational system for e-registration and e-tracking will be
extended to all courts by end-2013, and a pilot project for the introduction of e-
filing in the largest court will be implemented by end-2011. In parallel, the
Ministry of Justice will work on expanding the application of the pilot project for
expedited case registration procedures (‘fast lane’). The government is committed
to increase court registration fees in civil matters by year-end.

o Expanding out-of-court procedures: The government is committed to facilitate
out-of-court mediation. To this end, all necessary secondary legislation to make
the new law on mediation operational will be issued by end-2011.

. Reforming the Code of Civil Procedure and designing a performance and
accountability framework for courts: We remain committed to these two
medium-term reforms described in the July MEFP aimed to overhaul the current
framework to ensure that justice can be delivered effectively and in an
accountable manner.

27.  Tohep our structural reform effortsdeliver concreteresults, the
government will improve reform management and oversight. The government will
implement by end-2011 recently adopted legislation establishing a directorate of
planning, management, and monitoring of reforms. Starting with end-year data, the
directorate will publish on the government’s website and on a quarterly basis monitoring
indicators for each structural reform initiative.

Financing

28. A clearer picture hasemerged of our additional financing needs during the
program period (2011-13). We remain confident that Greece will be able to restore
market access at reasonable rates by 2014. Given projected cash deficits, projected
amortization of debt, and our planned asset transactions, we expect that we will require
€153 billion in new financing. This is against €42 billion in remaining undisbursed funds
from euro area member states and the IMF in the present program.

29.  Wearefinalizing a debt exchange operation with private sector holders of
Greek government bonds. We expect the PSI operation to be completed by the time of
the Sixth Review. Given the importance of achieving our financing and debt
sustainability objectives, we will make any needed technical revisions to the design of the
PSI operation and require a high participation rate before proceeding with the operation.
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30.  Tofill any remaining needs we have secur ed financing commitments from the
official sector. On July 21, 2011, euro area partners committed to continue to support
countries under adjustment programs, like Greece, for as long as it takes to regain market
access (provided the program is implemented). New lending would be at extended
maturities of up to 30 years and at close to funding costs, using the EFSF as a financing
vehicle.



Table 1. Greece: Quantitative Performance Criteria
(Billions of Euro, unless otherwise indicated)

2011 2012 2013
Jun-11 Jul-11 Sep-11 Dec-11 Mar-12 Dec-12 Dec-13

Progr. 1/ Actual  Progr. 1/  Actual  Progr. 1/ Actual  Progr. 1/ Progr. 2/ Progr. 2/ 4/ Progr. 3/ 4/
Performance Criteria (unless otherwise indicated)
1. Floor on the modified general government primary cash balance -4.3 -4.9 5.1 -4.9 -5.0 -5.1 -0.4 13 7.4
2. Ceiling on State Budget primary spending 30 28.4 34.7 335 44.5 60.8 13.7 58.7 69
3. Ceiling on the overall stock of central government debt 394 365 394 377 394 394 409 409
4. Ceiling on the new guarantees granted by the central government 1.0 0.3 1.0 0.3 1.0 0.6 1.0 0.0 0.0 0.0
5. Ceiling on the accumulation of new external payments arrears on
external debt contracted or guaranteed by general government 5/ 0.0 0.008 0.0 0.003 0.0 0.0 0.0 0.0 0.0 0.0
6. Floor on privatization receipts 6/ 0.39 0.39 1.70 0.39 17 5.0 15.0 22.0
Indicative Targets
7. Ceiling on the accumulation of new domestic arrears by the general
government 0.0 48 0.0 4.7 0.0 0.0 0.0 0.0 0.0

1/ Cumulatively from January 1, 2011 (unless otherwise indicated).
2/ Cumulatively from January 1, 2012 (unless otherwise indicated).
3/ Cumulatively from January 1, 2013 (unless otherwise indicated).
4/ Indicative targets.

5/ Applies on a continuous basis from January 1, 2010 onward.

6/ Cumulatively from January 1, 2011.
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Table 2. Greece: Conditionality for the Fifth Review and Proposed Structural Conditionality

Measures

Macrocritical relevance

Status

August 15 structural benchmark
1. Government to enact legislation in the context of MTFS implementation (phase II) to: (i) introduce pension adjustment bill stipulating

freezes through 2015, introducing individual social security numbers, caps, means testing, and rationalizing benefits of pension funds; (i)

introduce single public pay scale bill, temporarily freeze automatic progression, and halve productivity allowance; and (iii) close 40 small
public entities, merge 25 more small entities, and close an additional 10 large entities under line ministries and in the social security
sector.

September 15 structural benchmark
2. Parliament to pass legislation revising the FSF operating framework (to address conditions for recapitalization) and revising the bank
resolution framework (in particular, the deposit guarantee scheme, and the early intervention and bank liquidation frameworks).

Prior actions
1. Government to complete key actions to implement the various measures approved in the context of the first MTFS reform bill and
anticipated in the second set of reforms bills (Annex I), including the reform of the public sector wage grid and the closure and/or merger
of extra-budgetary funds.

2. Government to enact spending reductions (including pensions and earmarked spending and advanced removal of the heating fuel
subsidy); revenue measures (including reducing PIT thresholds and reductions); and clearance of arrears.

3. Bank of Greece and FSF to complete a memorandum of understanding to further strengthen their cooperation (including sharing of
appropriate supervisory information).

4. Government to (i) shift a second group of assets into the privatization fund covering transactions to be completed through end-2012
(Annex Il); and (ii) appoint legal, technical, and financial advisors for 14 projects to be completed by end-2012.

5. Government to enact legislation to (i) allow worker representatives to negotiate both special and regular firm-level agreements; (ii)
suspend the “favorability clause" in wage negotiations until at least 2015; and (iii) suspend until at least the end of 2014 the possibility to
extend sectoral agreements to parties not represented in the negotiations.

Proposed structural benchmarks

End-December 2011
1. Government to achieve quantitative targets set under its anti-tax evasion plan.

2. Government to enact legislation to address outstanding issues regarding the governance arrangements for financial oversight
agencies, including (i) organizational arrangements for the Bank of Greece; (ii) the corporate governance arrangements for the HFSF;
and (iii) the governance arrangements for the HDIGF.

End-February 2012
3. Bank of Greece to complete bank capital needs assessment.

End-March 2012
4. Government to screen specific service sector legislation and repeal or modify unnecessary and outdated regulations to ensure full
consistency with the new law liberalizing all professions and income-generating economic activities.
5. Parliament to approve a tax reform package, including [(i) a simplification of the code of Books and Records, (ii) the elimination of
several tax exemptions and preferential regimes under the corporate income tax and the VAT; (iii) simplification of the VAT and property
tax rate structures; and (iv) a more uniform treatment of individual capital income].

End-June 2012
6. Government to undertake a thorough review of public expenditure programs to identify [3] percent of GDP in additional measures
(including a 1 percent of GDP buffer of potential additional measures).

7. Government to enact legislation to (i) reduce the employers’ share of social security contributions, including by rationalizing and
consolidating small earmarked funds and broadening the base ; and (ii) improve the administration of security contribution collections,
including by combining collection functions.

End-December 2012
8. Government to meet newly introduced and more ambitious targets for audits and debt collection and the resolution of administrative
appeals.

To reduce the overall deficit to below 3 percent of

GDP by 2014.

To strengthen the resolution framework for
problem banks and to allow timely and effective
intervention and resolution.

To reduce the overall deficit to below 3 percent of

GDP by 2014.

To help reach the 2012 fiscal target.

To strengthen the institutional mechanisms for
public support for the banking system.

To allow asset sales according to the revised

privatization schedule

To increase wage flexibility and employment.

To combat tax evasion and improve tax collection.

To strengthen governance arrangements for
financial oversight agencies.

To align capital buffers to banks’ individual risk

profiles

To make service sector deregulation fully

effective.

To simplify the tax system, improve its efficiency,

and broaden the tax base.

To help reach the 2012 fiscal target.

To reduce non-wage employment cost and

increase employment.

To combat tax evasion and improve tax collection.

Converted to prior action.

Met with a delay.

Previously structural
benchmark for mid-
August.

Proposed.
Proposed.

Proposed.

Proposed.

Current structural
benchmark, in progress.

Proposed.

Proposed.

Proposed.

Proposed.

Proposed.

Proposed.

Proposed.
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Annex |: Fiscal Measuresto be Enacted asa Prior Action for the Review

Actions

Description

From the June Implementation
Bill

Issue ministerial decisions/circulars to the start collection on excise on
natural gas, heating oil and vehicle tax measures

Issue ministerial decisions to uniformly regulate health benefits for all SSF's. Sign
new contracts between EOPPY (participating SSFs) and private hospitals/medical
centers.

Legislate withholding as the collection method for the solidarity surcharge starting
2012

From the August Structural
Benchmark

Pass the law on the new wage grid for the general government (including SOEs),
which includes a cut in overtime pay and remuneration

Pass law to extend freeze of main and supplementary pension indexation through
2015

Issue ministerial decisions with respect to the closure/merger of the 35 entities
specified in the second implementation bill

Issue ministerial decision to determine closure/merger of KED, ETA, ODDY,
National Youth Institute, EOMEX, IGME, OSK, DEPANOM, THEMIS, ERT

Issue ministerial decisions specifying the disability criteria consistent with achieving
the MT savings objective

Finalize positive list for pharmaceuticals that establishes price charged to SSFs
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Annex 1. Greece: Privatization Schedule
State Share Participation Prior Action
to be transf.
Date Name Participation to sell Type of Sale to HRADF
2011 Q2 OTE 10.0% 10.0% share sale
Q4 OPAP 1 100.0% 100.0% Concession
Q4 OPAP 2 100.0% 100.0% Concession
Q4  Athens Intl Airport 100.0% 100.0% Concession
Q4  Four Airbus Aircraft 100.0% 100.0% Sale
Q4  Alpha bank 0.6% 0.6% share sale v
Q4 National Bank of Greece (NBG) 1.2% 1.2% share sale v
Q4 Piraeus Bank 1.3% 1.3% share sale v
Q4 Mobile Telephony Licenses 100.0% 100.0% sale of rights
2012 Q1 State Lotteries 100.0% 100.0% share sale of SPV
Q1 Real Estate Assets 1 100.0% 100.0% share sale of SPV v
Q1 OPAP 34.0% 34.0% share sale v
Q1 Larco 55.2% 55.2% share sale
Q1 Hellenic Defense Systems (EAS) 99.8% 99.8% share/asset sale
Q1 Casino Mont Parnes 49.0% 49.0% share sale
Q2 Athens Intl Airport (AIA) 55.0% at least 21% share sale of SPV
Q2 Hellenic Petroleum (ELP) 35.5% 35.5% share sale
Q2 Public Gas Company (DEPA) 65.0% 65.0% share sale
Q2 Public Gas Company (DESFA) 65.0% 31.0% share sale
Q2 Hellenic Horse Racing (ODIE) 100.0% 100.0% share sale
Q2 Egnatia Odos Rd 100.0% 100.0% share sale of SPV v
Q2 Piraeus Port (OLP) 1/ 74.1% 23.1% share sale of SPV v
Q2 Thessaloniki Port (OLTH) 1/ 74.3% 23.3% share sale of SPV v
Q2 Loan and Consignment Fund 100.0% 100.0% share sale of SPV
Q3 Hellenic Agricultural Bank (ATE) 89.9% at least 38.6% share sale
Q3 Regional airports 1 100.0% 100.0% share sale of SPV v
Q3 Hellenic Post (ELTA) 90.0% at least 40% share sale v
Q3 Hellenic Vehicle Industry (ELBO) 51.0% 51.0% share sale
Q3 Public Power Corp plants 2/ 51.0% 17.0% share/asset sale
Q3 Ports 1 100.0% 100.0% share sale of SPV v
Q4 Hellenic Postbank 34.0% 34.0% share sale
Q4 Digital dividend 1 100.0% 100.0% sale of rights
Q4 Thessaloniki Water (EYATH) 74.0% 34.0% share sale of SPV v
Q4  Athens Water (EYDAP) 61.3% 61.3% share sale of SPV v
Q4  Hellenic Motorways 1 100.0% 100.0% share sale of SPV v
Q4 Real Estate Assets 2 100.0% 100.0% share sale of SPV v
Q4  Mining rights
2013 Railway Operator (TRAINOSE) 100.0% 100.0% share sale
Large regional ports 100.0% 100.0% share sale of SPV v
Small regional ports 100.0% 100.0% share sale of SPV v
Hellenikon 1 100.0% 100.0% share sale of SPV
Regional airports 2 100.0% 100.0% share sale of SPV v
Hellenic Motorways 2 100.0% 100.0% share sale of SPV v
Hellenic Goldmines 1 100.0% 100.0% share sale of SPV
Digital dividend 2 100.0% 100.0% sale of rights
Real Estate/land 100.0% 100.0% share sale of SPV
Q4 OPAP 23/
2014 Offshore Gas Storage Fac. 100.0% 100.0% share sale of SPV v
ITGI gas pipeline
Hellenikon 2 100.0% 100.0% share sale of SPV
Real Estate/Land 100.0% 100.0% share sale of SPV
Hellenic Motorways 3 100.0% 100.0% share sale of SPV
Hellenic Goldmines 2 100.0% 100.0% share sale of SPV

1/ Subsidiaries of Thessaloniki and Piraeus Ports will be sold after combining ports groups.
2/ PPC will be unbundled with divestment of the productive capacity, and a share of infrastructure retained.
3/ Contractual agreement for OPAP 2 (VLT) includes a payment of Euro 86 million in Q4 of 2013.
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GREECE

Memor andum of Under standing
on
Specific Economic Policy Conditionality

(fifth update)

31 October 2011

The quarterly disbursements of bilateral financial assistance from euro-area Member
States are subject to quarterly reviews of conditionality for the duration of the
arrangement. The release of the tranches will be based on observance of quantitative
performance criteria and a positive evaluation of progress made with respect to
policy criteria in Council Decision 2011/.../EU of 7 July 2011 (as amended;
hereinafter the Council Decision), the memorandum of economic and financial
policies (MEFP) and in this Memorandum.

The annex on data provision is part of the Memorandum and how well it has been
respected will be considered in the assessment of compliance.

The authorities commit to consult with the European Commission, the ECB and the
IMF staff on the adoption of policies falling within the scope of this Memorandum
allowing sufficient time for review. They will also provide them with all requested
information for monitoring progress during the programme's implementation. The
Government publishes a quarterly report in line with Article 4 of the Council
Decision.
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1

FISCAL CONSOLIDATION

Budget implementation

The Government implements the revenue and expenditure policies agreed in this and
previous memoranda with the aim of minimising any deficit in excess of the deficit
ceiling of EUR 17 065 million in 2011, and to reduce the 2012 deficit to below EUR
14 916 million, as established in the Council Decision.

The Government adopts and implements the following measures prior to the sixth
disbursement:

A reduction in tax exemptions, in particular the tax-free personal income
thresholds, with the aim of increasing revenue by at least EUR 2 831 million in
2012;

A permanent levy on real estate, collected through the electricity invoices, with
the aim of collecting at least EUR 1 667 million in 2011, and increasing amounts
in subsequent years;

An immediate implementation of the revised wage grid for civil servants, which
contributes to reduce expenditure by at least EUR 101 million in 2011, and with
a carry over of at least EUR 552 million for 2012, additional to savings provided
in the MTFS (Medium-Term Fiscal Strategy through 2015, of June 2011). This
reform should cover all general government employees, except those covered by
special wage regimes. These net savings take into account the impact of this
measure on income tax and social security collection, as well as bonuses to be
paid to specific employee categories;

A cut in main, and supplementary, pensions, as well as in lump sums paid on
retirement, with the aim of saving at least EUR 219 million in 2011 with a carry
over of EUR 446 million in 2012, additional to savings provided for in the
MTFS;

Spending by the Green Fund is capped at 5 percent of their deposits, with the
aim of saving EUR 360 million in 2012.

The Government also adopts the following acts (which concern measures included in
the MTFS), prior to the sixth disbur sement:

Ministerial Decisions or circulars to start collection of excises on natural gas,
heating oil and vehicle tax measures;

Ministerial Decisions to uniformly regulate health benefits for social security
funds;

Legislation for the collection of the solidarity surcharge through withholding;

Ministerial Decisions that initiate closing, merging or substantially downsizing
entities are adopted. This affects KED, ETA, ODDY, National Youth Institute,
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EOMEX, IGME, OSK, DEPANOM, THEMIS, ETHYAGE and ERT, and 35
other smaller entities specified in the 'second implementation bill';

- Ministerial Decisions specifying the disability criteria consistent with achieving
the MTFS saving objectives;

- A Law to freeze the indexation of main and supplementary pensions through
2015;

- Finalise the positive list for pharmaceuticals that establish prices charged to
social security funds.

The Government prepares the budget for 2012 [November 2011] in line with the
MTES targets, this Memorandum, and the Council Decision's deficit ceilings.
Information on the several measures provided for in the MTFS will be updated and
made public. The several tax and expenditure legislative acts that are necessary to
implement the budget are adopted at the same time of the budget. [December 2011.

In order to prepare the measures that will be adopted with the 2013 and 2014
budgets, the Government initiates a review of public expenditure programmes that
should be completed by June 2012, with the aim of identifying measures amounting
to 3 percent of GDP (including one percent of GDP in contingency measures). The
review will draw on external technical assistance and will focus on pensions and
social transfers (in a manner that will preserve basic social protection); defence
spending without prejudice to the defence capability of the country; and
restructuring of central and local administrations. By the same date, adjustments to
special wage regimes; further rationalization of pharmaceutical spending and
operational spending of hospitals, and welfare cash benefits will also be specified.

The Ministry of Finance ensures a tight supervision of expenditure commitments by
the government departments, including extra-budgetary funds, public investment
budget, social security funds and hospitals, local governments and state-owned
enterprises, and an effective tax collection, in order to secure the programme
quantitative criteria (Article 1 (2 and 3) of the Council Decision, and of the MEFP).

The Government stands ready to define and enact additional measures, if needed, in
order to respect the budgetary ceilings established in the Council Decision.
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2  STRUCTURAL FISCAL REFORMS
2.1  Asset management and privatisation

The Government implements the privatisation programme with the aim of collecting
EUR 35 billion by end-2014 and EUR 50 billion by end-2015 (see cumulative
quarterly targets in Annex 1, plus the bank equity acquired through recapitalisation).

The Government stands ready to offer for sale its remaining stakes in state-owned
enterprises, if necessary in order to reach the privatisation objectives. Public control
will be limited only to cases of critical network infrastructure.

To ensure that the plan objectives are achieved, the Government continuously
transfers assets to the Hellenic Republic Asset Development Fund (HRADF). In
particular, prior to the sixth disbursement, it will transfer to the privatisation fund
the following assets:

- Alpha Bank (0.619% of shares);

- National Bank of Greece (1.234% of shares);

- Piracus Bank (1.308% of shares);

- Piraeus Port Authority (23.1% of shares);

- Thessaloniki Port Authority (23.3% of shares);

- Elefsina, Lavrio, Igoumentsia, Alexandropoulis, Volos, Kavala, Corfu, Patras,
Rafina, Heraklion port authorities (100%);

- Athens Water and Sewerage Company (27.3%);

- Thessaloniki Water and Sewerage Company (40%);

- Regional state airports (transfer of concession rights);

- Off-shore natural gas storage facility 'South Kavala' (transfer of rights of
current and future concessions);

- Hellenic motorways (transfer of economic rights of current and future
concessions);

- Egnatia odos (100%);

- Hellenic Post (90%);

- OPAP, SA (29%)

- 4 state buildings.

The legal, technical and financial advisors for at least fourteen of these transactions
that are planned until end-2012 are appointed prior to the sixth disbursement. For
the other transactions planned for 2012, advisors are appointed by end-November
2011

The Government continues compiling and publishing an inventory of state-owned
assets, including stakes in listed and non-listed enterprises and commercially viable
real estate and land to ensure it is comprehensive. The inventory will be published in
successive stages by end-2011, mid-2012 and end-2012.

The Government accelerates state land ownership registration, and adopts secondary
legislation on tourism housing and on land use [Q4-2011].
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A new General Secretariat of Public Property is established and made operational
with the aim of improving management of real estate assets, clearing them of
encumbrances and preparing them for privatisation. The real estate entities KED and
ETA are merged and professionally managed in coordination with the HRDAF. The
HRDATF creates six real estate portfolios. [Q4-2011].

Proceeds from privatisation of financial and non-financial assets do not substitute
fiscal consolidation efforts and will not be considered when assessing compliance of
the annual general government deficit with the ceiling established in the Council
Decision (see technical memorandum of understanding).

When restructuring state-owned enterprises with a view to preparing them for
privatisation, specific attention will be given to a timely clearance of state aid issues.

2.2 Fighting waste in public enterprises and other public entities

The legal act on the transfer to the State of the mobile and immobile assets of
entities that are closed is adopted. [end-2011]

Tariffs in OASA, OSE group and other state-owned enterprises increase by at least
25 percent, while their business plans are appropriately updated. [Q1-2013]

2.3 Tax policy and revenue administration reforms

In line with the anti-tax evasion action plan, the Government will step up audits of
large-scale tax payers, high-wealth individuals and self-employed, it will accelerate
the resolution of tax arrears, and better integrate anti-laundering tools into the
strategy. Progress will be monitored by quantitative indicators. These quantitative
indicators and compliance with these targets will be monitored and made public.

The audits of 1 700 high-wealth and self-employed individuals identified by the anti-
evasion task force will be initiated immediately.

To advance the reforms of revenue administration, the Government:

- activates a large-taxpayers unit; [end-October 2011]

- removes barriers to effective tax administration by implementing the key reforms
of the new tax law, including replacing managers who do not meet performance
targets [end-2011], reassessing tax auditors’ qualifications [end-2011] and hiring
new auditors in the course of 2012

- makes operational the newly created fast-track administrative dispute resolution
body to deal rapidly with large dispute cases (i.e. within 90 days). [November
2011]

- centralises the functions of, and merges, at least 31 tax offices by end-October
2011, and merges, transfers competences, eliminates management positions and
closes some 200 local tax offices, identified as inefficient, in the course of 2012

- puts in place a new IT system that interconnects all tax offices.

The preparation of the new IT system involves the following main steps in relation to
the new data centre, web-facing and back-office applications:
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15 new electronic services and enhancements are running by end-December

2011. These concern mainly the corporate income tax.

- the new data centre hardware is in place and running by end-March 2012;

- 20 more new electronic services and enhancements by end-June 2012. These
concern mainly taxes withheld at source.

- database and application design and implementation, by end-October 2012;

- 8 remaining new electronic services and enhancements by end-December 2012.
These concern forms filed late with a fine, real-estate tax, and VAT
administration.

- system and user tests, user training, and migration of all tax offices to the
centralized database: by end-December 2012;

- operational use of the new IT infrastructure by all tax offices: 1 January 2013.

To speed up tax-related judicial appeals, the government has created the possibility of
dedicated court chambers for tax cases; 24 chambers are expected to be operational
by end-2011.

The Government prepares a tax reform that aims at simplifying the tax system,
eliminating exemptions, including and broadening bases, thus allowing reductions in
tax rates in a prudent and fiscally-neutral manner. This relates to the personal income
tax, corporate income tax and VAT, as well as social contributions. The reform will
also simplify the Code of Books and Records. [March 2012]

2.4 Public financial management reforms

A plan for the clearance of arrears is published in November 2011. The Government
ensures that the stock of arrears steadily declines from the sixth disbursement
onwards. Data on arrears are published monthly with a lag of not more than [20]
days after the end of each month.

To strengthen expenditure control, the Government:

- appoints permanent financial accounting officers in all Ministries [end-
November 2011];

- continues the process of establishing commitment registries, which should
cover the whole general government; [Q1-2012]

- enforces the obligation of accounting officers to report commitments,
including by enacting sanctions to entities not submitting the data and
disciplinary action for accounting officers; [Q1-2012]

- tables legislation streamlining the procedure for submission and approval of
supplementary budgets. [February 2012]

2.5 To modernise public administration
Functional reviews

The Government assesses the results of the first phase of the independent functional
review of central administration. This assessment will result in an action plan for the
implementation of operational policy recommendations. These recommendations
should determine how to achieve a more streamlined and effective public service, to
define clear responsibilities and command lines of ministerial departments,
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eliminating overlapping competences, and to improve inter- and intra- mobility.
[October 2011] A second phase of the review will lead to an action plan and to the
drafting of framework legislation by end-2011.

The ongoing functional review of existing social programmes is finalised [Q4-2011].
A second phase will include a more detailed review of specific social programmes,
aiming at reducing excessive fragmentation, generating savings and creating
efficiencies. [Q1-2012]

Public sector wages and human resour ce management

The Government publishes a medium-term staffing plan [end-December 2011] for
the period up to 2015, in line with the rule of 1 recruitment for 5 exits. The
recruitment/exit rule applies to general government as a whole without sectoral
exceptions.

Before end-2011, about 15 000 staff currently employed by various government
entities are transferred to the labour reserve, while about 15 000 will be placed in
pre-retirement. Staff in the labour reserve, and in pre-retirement, will be paid at 60
percent of their basic wage (excluding overtime and other extra payments) for not
more than 12 months, after which they will be dismissed. This period of 12 months
may be extended up to 24 months for staff close to retirement. Payments to staff
while in the labour reserve are considered part of their severance payments.

Additional redundant staff will be transferred to the labour reserve in the course of
2012, in connection with the identification of entities or units that are closed or
downsized, and in case the recruitment rule is violated.

Staff transferred to the Government from either state-owned enterprises or other
entities under restructuring are considered as new recruitments. The same applies to
staff in the labour reserve that is transferred to other government entities, after
screening of professional qualifications by ASEP under its regular evaluation
criteria. The overall intake in the professional schools (e.g. military and police
academies) is adjusted in line with the staffing plans.

The staffing plans per Ministry and each group of public entities will include tighter
rules for temporary staff, cancellation of vacant job post and reallocation of qualified
staff to priority areas and takes into account the extension of working hours in the
public sector. The staffing plans and monthly data on staff movements (entries, exits,
transfers among entities) of the several government departments are published on the
web. [monthly starting end-November 2011]

The Government commissions an expert assessment of the new wage grid. [end-
2011] This assessment will focus on the wage drift that is embedded in the new
promotion mechanism. If the assessment reveals any excessive wage drift, the
promotion rules are adjusted before end-2012. No promotion takes place before the
assessment and adjustment to the promotion rules.
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Public procurement

The Government launches the development of an e-procurement IT platform and
sets intermediate milestones in line with the action plan. These milestones include
testing a pilot version, availability of all functionalities for all contracts and phasing-
in of the mandatory use of e-procurement system for supplies, services and works.
[October 2011]

A thorough review of the system of redress against award procedures and the role to
confer to the SPPA is carried out, in agreement with the European Commission.
[Q4-2011]

The Government undertakes a review identifying areas to increase the efficiency of
the public procurement system outside the SPPA, as specified in the Action Plan.
The review includes conclusions and actions in agreement with the European
Commission. [Q4-2011]

The Government issues decisions, in consultation with the Commission services,

- to provide for the institution and establishment of positions for the SPPA’s
personnel, as well as for the organisation of human resources and services of the
Authority in accordance with the provisions of the law on the SPPA; [October
2011]

- to appoint the members of the SPPA; [October 2011]
- to provide for the operational regulation of the SPPA. [Q4-2011]

The SPPA starts its operations with the necessary resources to fulfil its mandate,
objectives, competences and powers as defined in the law on the SPPA and the
Action Plan agreed with the European Commission in November 2010. This
includes the adoption of the operational regulation of the SPPA. [January 2012]

The e-procurement platform is fully operational, and a common website is created for
the publication of all procurement procedures and outcomes. [October 2012]

2.6 Tocomplete the pension reform

The National Actuarial Authority (NAA) continues the submission of long-term
projections of pension expenditure up to 2060 under the adopted reform. The
projections encompass the main supplementary (auxiliary) schemes (ETEAM,
TEADY, MTPY), based on comprehensive data collected and elaborated by the
NAA. The projection will be peer-reviewed and validated by the EU Economic
Policy Committee and the European Commission, ECB, and IMF staff. For the
remaining supplementary schemes, the same procedure is followed. [end-November
2011]

The list of heavy and arduous professions is revised and its coverage is reduced to
less than 10 percent of employment. The new list of difficult and hazardous
occupations (Law 3863/2010) is published by end-October 2011 and applies
immediately to all workers. No profession will be added to the list after its revision.
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In addition to an initial cut (see above), the Government proceeds with an in-depth
revision of the functioning of secondary/supplementary public pension funds,
including welfare funds and lump-sum schemes. The aim of the revision is to
stabilise pension expenditure, guarantee the budgetary neutrality of these schemes,
and ensure medium- and long-term sustainability of the system. The revision
achieves:

—  a further reduction in the number of existing funds;

— the elimination of imbalances in those funds with deficits;

— the stabilisation of the current spending at sustainable level, through appropriate
adjustments to be made from 1 January 2012;

— the long-term sustainability of secondary schemes through a strict link between
contributions and benefits. [Q4-2011]

The reform of the secondary/supplementary schemes is designed in consultation
with European Commission, ECB and IMF staff, and its estimated impact on long-
term sustainability is validated by the EU Economic Policy Committee. The
parameters of the new secondary notional defined-contribution system ensure long-
term actuarial balance, as assessed by the NAA. [legislation: Q4-2011;
implementation: Q1-2012]

The Government identifies the schemes for which lump sums paid on retirement are
out of line with contributions paid, [November 2011] and adjusts the payments.
[Q1-2012]

The reform contributes to achieving the overarching target of reducing the overall
(basic, contributory, supplementary and any other related scheme, including lump
sums at retirement) increase of public sector pension spending, over the period 2009-
60, to under 2.5 percentage points of GDP. If the projections by the NAA show that,
even after the reforms of the supplementary schemes, the projected increase in the
total public pension expenditure exceeds the limit of 2.5 percentage points of GDP
over 2009-60, The Government revises also the main parameters of the pension
system provided by Law 3863/2010. [Q4-2011]

The Health Committees set up by Law 3863/2010 will start operating the planned
revision of disability status and produce a first quarterly report of its activities by
end-December 2011. The objective is to reduce the disability pensions to not more
than 10 percent of the overall number of pensions. For this purpose, the definition of
disability and respective rules will be revised, and the central evaluation office is
operational since September 2011.

The Government implements the reform of the secondary/supplementary pension
schemes, by merging funds and starting the calculation of benefits on the basis of the
new notional defined-contribution system. The Government freezes nominal
supplementary pensions and reduces the replacement rates for accrued rights in funds
with deficits, based on the actuarial study prepared by the NAA. In case the actuarial
study is not ready, replacement rates are reduced, starting from 1 January 2012, to
avoid deficits. All funds set up a computerised system of individual pension
accounts. [Q1-2012]
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The Bank of Greece commits not to grant pension privileges to its staff and to revise
the main parameters of its pension scheme, so that they remain aligned to those of
IKA.

2.7 To modernisethe health care system

The Government continues to implement the comprehensive reform of the health care
system started in 2010 with the objective of keeping public health expenditure at or
below 6 percent of GDP, while maintaining universal access and improving the
quality of care delivery. Policy measures include the integration of primary
healthcare, strengthening central procurement and e-health capacity.

The Government continues to undertake measures yielding savings on
pharmaceuticals of at least EUR 2 billion relative to the 2010 level, of which at least
EUR 1 billion in 2011. This will bring average public spending on outpatient
pharmaceuticals to about 1 percent of GDP (in line with the EU average) by end
2012.

More specifically, the following measures are implemented:
Governance

The provisions of Article 31 and 32 of Law 3863/2010 are implemented. In
particular, the Health Benefit Coordination Council (SYSPY):

— continues the work on establishing new criteria and terms for the conclusions of
contracts by social security funds with all healthcare providers, and all other
actions envisaged in Article 32 with the aim of achieving the targeted reduction
in spending;

— initiates joint purchase of medical services and goods to achieve substantial
expenditure reduction of at least 25 percent compared to 2010 through price-
volume agreements. [Q4-2011]

The Government equalises the common benefit package for the insurers of EOPYY,
with the aim of full equalisation of benefits and contributions across funds by
December 2011.

Contributions paid by OGA members are progressively equalised to those of other
members of EOPY'Y, as envisaged in the medium-term fiscal strategy. The process of
equalisation of contributions is legislated by end-2011, implemented in January
2012 and will be completed in 30 months.

EOPYY starts operating by end-October 2011. The new fund will lead to a
substantial reduction of administrative staff of at least 50 percent and of contracted
doctors of at least 25 percent as compared to the four originating funds combined.
The aim is to achieve a ratio of patients per doctor in line with the European average.

The Government revokes market regulation 40 (17.12.1990) to abolish the 0.4
percent contribution of wholesale sales prices in favour of the Panhellenic
Pharmaceutical Association. [Q4-2011]

An action plan is adopted by early November 2011, based on the final report of the
task force (see below), including a timetable for concrete actions. [Q4-2011]
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Pricing of medicines and medical services

The Government updates the complete price list for the medicines in the market,
using a new pricing mechanism based on the three EU countries with the lowest
prices. The list will be updated on a quarterly basis. [November 2011]

Fees for medical services outsourced to private providers are reviewed with the aim
of reducing related costs by at least 15 percent in 2011, and by an additional 15
percent in 2012. [Q4-2011]

Starting from 2012, the pharmacies' profit margins are calculated as a flat amount or
flat fee combined with a small profit margin with the aim of reducing the overall
profit margin to no more than 15 percent, including on the most expensive drugs as
defined in law 3816/2010. [Q1-2012]

Prescribing and monitoring
The Government:

— publishes binding prescription guidelines for physicians defined by EOF on the
basis of international prescription guidelines to ensure a cost-effective use of
medicines; [November 2011]

— publishes and continuously updates the positive list of reimbursed medicines
using the reference price system developed by EOF. [November 2011]

The Government takes further measures to extend in a cost-effective way the e-
prescribing of medicines, diagnostics and doctors' referrals to all social security
funds, health centres and hospitals. In compliance with EU procurement rules, the
Government conducts the necessary tendering procedures to implement a
comprehensive and uniform health care information system (e-health system). [Q4-
2011]

EOPYY and the remaining social security funds establish a process to regularly
assess the information obtained through the e-prescribing system and produce regular
reports, at least on a quarterly basis, to be transmitted to the competent authorities in
the Ministry of Labour, Ministry of Health, Ministry of Finance and ELSTAT.
Monitoring and assessment is carried out through a dedicated common unit under
SYSPY. Feedback is provided to each physician at least every quarter and a yearly
report is published. Sanctions and penalties will be enforced as a follow-up to the
assessment. [Q4-2011]

The Government starts to produce a semi-annual report on the prescription and
consumption of medicines and diagnostic tests. This report includes information on
the rebate received from pharmacies and from pharmaceutical companies and on the
volume and value of medicines. The Ministry of Health provides a feedback report to
all physicians on their prescription volume and value, at least on a quarterly basis.
Monitoring and reporting of misconduct and conflict of interest in prescription
behaviour are intensified. [Q4-2011]

E-prescribing covers all medical acts (medicines, referrals, diagnostics, surgery) in
both NHS facilities and providers contracted by EOPYY and the social security
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funds. Detailed monthly auditing reports are produced by NHS facilities and by
providers. [Q1-2012]

Increasing use of generic medicines
Additional measures are taken to promote the use of generic medicines through:

— setting the maximum price of generics to 60 percent of the branded medicine
with similar active substance; [November 2011]

— establishing and monitoring compulsory e-prescription by active substance and
of less expensive generics when available; [Q4-2011]

— associating a lower cost-sharing rate to generic medicines that have a
significantly lower price than the reference price (lower than 60 percent of the
reference price) on the basis of the experience of other EU countries. [Q1-2012]

The Government takes further measures to ensure that at least 50 percent of the
volume of medicines used by public hospitals is composed of generics with a price
below that of similar branded products and off-patent medicines, in particular by
making compulsory that all public hospitals procure pharmaceutical products by
active substance. [Q4-2011]

NHS (ESY) service provision

A plan for the reorganisation and restructuring is prepared for the short and medium
term with a view to reducing existing inefficiencies, utilising economies of scale and
scope, and improving quality of care for patients. The aim is to reduce hospital costs
by at least 10 percent in 2011 and by an additional 5 percent in 2012 in addition to
the previous year. This is to be achieved through:

— increasing the mobility of healthcare staff (including doctors) within and across
health facilities and health regions. [Q4-2011]

— adjusting public hospital provision within and between hospitals within the same
district and health region; [Q4-2011]

— revising the activity of small hospitals towards specialisation in areas such as
rehabilitation, cancer treatment or terminal care where relevant; [Q4-2011]

A system for comparing hospital performance (benchmarking) is set up on the basis
of a comprehensive set of indicators. [Q4-2011] Annual reports will be published as
of Q1-2012.

Wages and human resour ce management in the health care sector

The Ministries of Health and Labour, in cooperation with the Ministry of Finance,
prepare the first draft report presenting the structure (age, specialty, grade, regional
distribution), levels of remuneration (including fees provisions to consultants and
doctors) and the volume and dynamics of employment in hospitals, health centres,
and health funds. This report will be updated annually and will be used as a human
resource planning instrument. The 2011 report will present plans for the allocation
and re-qualification of human resources for the period up to 2013. It will also provide
guidance for the education system and it will specify a plan to reallocate qualified
and support staff within the NHS and health funds. [Q4-2011]
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The Government extends the use of capitation payments of physicians, currently used
by OAEE, to all contracts between social security funds and the doctors they
contract. The new payment mechanism starts for each new contract renewed in 2011
and for all contracts from 2012. It defines a minimum number of patients per doctor,
on the basis of the experience of other EU countries. The new system will lead to a
reduction in the overall compensation cost (wages and fees) of physicians by at least
10 percent in 2011, and an additional 15 percent in 2012, as compared to the previous
year. [November 2011]

Accounting and control
Internal controllers are assigned to all major hospitals. [December 2011]

By end-October 2011, the Government starts publishing the monthly report with
analysis and description of detailed data on healthcare expenditure by all social
security funds with a lag of three weeks after the end of the respective month.

Social security funds start publishing an annual report on medicine prescription. The
annual report and the individual prescription reports examine prescription behaviour
with particular reference to the most costly and most used medicines. [Q1-2012]

All hospitals adopt commitment registers. [Q1-2012]
Hospital computerisation and monitoring system

The necessary tendering procedures are carried out to develop the full and integrated
system of hospitals' IT systems. [Q4-2011]

The Ministry of Health completes the ERP (enterprise-resource planning) programme
of hospital computerisation and extends coverage of the web-based platform ESY .net
to all hospitals. [Q4-2011]

Further measures are taken to improve the accounting, book-keeping of medical
supplies and billing systems, through:

— finalising the introduction of double-entry accrual accounting systems and the
regular annual publication of balance sheets in all hospitals;

— the calculation of stocks and flows of medical supplies in all the hospitals using
the uniform coding system for medical supplies developed by the Health
Procurement Commission (EPY) and the National Centre for Medical
Technology (EKEVYL) for the purpose of procuring medical supplies;

— timely invoicing of treatment costs (no later than 2 months) to Greek social
security funds, other EU countries and private health insurers for the treatment of
non-nationals/non-residents. [Q4-2011]

The programme of hospital computerisation allows for a measurement of hospital and
health centres activity. The Government defines a core set of activity and expenditure
indicators in line with Eurostat, OECD and WHO health databases. ELSTAT starts
providing data in line with the System of Health Accounts (joint questionnaire
collection exercise). [Q4-2011]

The programme of hospital computerisation allows for the setting up of a basic
system of patient electronic medical records. [Q4-2011]
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In all NHS hospitals, the Government pilots a set of DRGs (diagnostic-related
groups), with a view to developing a modern hospital costing system for contracting
(on the basis of prospective block contracts between EOPYY and NHS). To support
the development of DRGs, the government develops clinical guidelines. [Q4-2011]

Centralised procurement

The Government will move towards a new centralised procurement of
pharmaceuticals and medical goods for the NHS through the Supplies Coordination
Committee with the support of the Specifications Committee, using the uniform
coding system for medical supplies and pharmaceuticals. [Q1-2012]

Independent task force of health policy experts

The independent task force of health policy experts produces, in cooperation with the
European Commission, ECB and IMF, a first draft of its policy report, with specific
recommendations on policies to be implemented. [end-October 2011] The report and
policies proposals cover the following areas:

— health system governance to reduce the fragmentation of the system;
— financing: pooling, collection and distribution of funds;
— harmonisation of health packages across funds;
— service provision and incentives for providers including:
= integration between private and public provision;
» primary care vis-a-vis specialist and hospital care;
= efficiency in the provision of hospital services;
= pharmaceutical consumption;
= human resources;
— public health priorities, health promotion and disease prevention;
— data collection, health technology assessment and assessment of performance;
— expenditure control mechanisms.

The report will provide preliminary quantitative targets in the fields above, in order
to contribute to keep public health expenditure --constant at, or below, 6 percent of
GDP.

The task force of health policy experts produces the final comprehensive policy
report, with specific recommendations on policies to be implemented. [end-
November 2011]

On the basis of this report, the Government adopts an action plan by end-2011,
including a timetable for concrete actions.

The taskforce produces an implementation report, revising the policies implemented
so far. [Q2-2012]
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3  FINANCIAL SECTOR REGULATION AND SUPERVISION

Each quarter, the Government transfers EUR 1 000 million to a dedicated
government account opened by the General Accounting Office. Funds from
this account are regularly paid to the HFSF (Hellenic Financial Stability
Fund) to ensure the latter keeps a cash balance of EUR 1 500 million and if
programme reviews of bank capital suggest that the resources are necessary.
The release of the funds from that account is subject to agreement by the
European Commission, ECB and IMF staff. Any support provided with HFSF
resources will continue to be in line with state aid rules.

The Bank of Greece and the HFSF complete a memorandum of understanding
to further strengthen their cooperation, including sharing of appropriate
supervisory information, prior to the sixth disbursement.

Over the medium term, banks will need to reduce their reliance on
Eurosystem borrowing and government guarantees. Regular updates of
medium-term funding plans under guidance of the Bank of Greece will be an
important tool to ensure that this process proceeds at a pace consistent with
the programme’s macroeconomic, fiscal, and financial framework. The next
update is finalised by end-2011.

Banks’ consolidated core tier 1 minimum regulatory capital requirement will
be set at 10 percent from January 2012 on. The core tier 1 capital
requirements will exclude hybrid capital, but will include preference shares
issued by banks and subscribed by the Greek government at the onset of the
global financial crisis in 2008-09.

The Bank of Greece ensures an equivalent capital treatment of risks related to
Greek government bond exposures across all institutions (with reference to
the NPV reduction of the PSI). In this context, the Bank of Greece updates its
last Pillar 1T assessment [one month] after completion of the PSI.

The diagnostic of bank loan portfolios commissioned by the Bank of Greece
will be concluded by end-December 2011. The Bank of Greece will ensure
that any existing under-provisioning revealed by this exercise will be
recognized in banks' profit and loss accounts. The Bank of Greece, in
cooperation with the Commission, the ECB, and the IMF staff teams will use
the diagnostic results to determine capital needs over the three year horizon,
based on a minimum core tier 1 target capital ratio of 6 percent under an
adverse stress test scenario. The capital needs will be assessed per bank and
disclosed to the market by end-February 2012.

Following the additional capital needs assessment based on the diagnostic
study, banks may be given time to raise this additional capital on the market.
If the Bank of Greece determines that a period of time should be allowed for a
bank to meet capital requirements, the relevant bank will be asked to present,
by end-April 2012, a viable 3-year business plan to this end. Any bank in this
circumstance will have to meet capital requirements by no later than end-
August 2012. Any capital to be raised to this end should consist of
instruments qualifying as Tier I capital.
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The governance arrangements of financial oversight agencies will be reviewed in
consultation with the European Commission, ECB, and IMF staft:

- the organisational arrangements for the Bank of Greece to ensure that
they are in line with best international practice and that any potential
conflict of interest in its expanded supervision and resolution role is
avoided;

- the corporate governance arrangements for the HFSF (including the
need for internationally recognized professionals with banking
experience to be members of the board with voting rights); and

- the governance arrangements for the HDIGF (to address potential
conflicts of interest).

The enactment of legislation to address any outstanding issues in these areas
will be completed by end-2011.

The government commits to fully subscribe its share in cash in ATE bank,
and to purchase any other unsubscribed shares (after notification to the
European Commission). An appropriate amount of funds will be set aside for
this purpose. This capital increase will be reflected in ATE’s restructuring
plan, an update of which will be resubmitted to the European Commission by
end-October 2011.

Regarding the Hellenic Consignment and Loan Fund (HCLF), an
implementing decree and commitments to comply with state aid rules will
clarify the future tasks of the remaining activities of the HCLF, ensuring that
these will not be in competition with commercial activities. A more detailed
schedule for transferring the commercial activities and the above-mentioned
commitments will be specified by end-October 2011 and will thereafter be
endorsed by an Inter-Ministerial Decision. The disposal of the commercial
activities branch will be completed on or before end-July 2012.

Any support provided by the HDIGF and the HFSF in the framework of
resolution will be notified to the European Commission under state aid rules.

The Bank of Greece will require capital shortages to be addressed by end-
November 2011, [or take the appropriate actions to deal with the situation (by
end-November 2011)] in line with EU state aid rules. Until capital shortages
have been resolved, the Bank of Greece will closely monitor affected banks
and continuously enforce appropriate remedial measures.

The Bank of Greece commits to continue efforts to reduce remuneration of its
staff in light of the overall effort of fiscal consolidation.
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4  GROWTH-ENHANCING STRUCTURAL REFORMS
4.1 To strengthen labour market institutions
Wage setting

The Government initiates discussions [Q4-2011] with social partners to examine all
labour market parameters that affect the competitiveness of the companies and the
economy as a whole. The goal is to conclude a national tripartite agreement which
addresses the macroeconomic challenges to support stronger competitiveness,
growth and employment.

Moreover, based on a dialogue with social partners and taking into account the
objective of creating and preserving jobs and improving the firms’ competitiveness,
the Government adopts further measures to allow the adaptation of wages to
economic conditions.” In particular:

- the extension of occupational and sectoral collective agreements is suspended
until end-2014;

- the so-called favourability principle is suspended throughout the MTFS period,
in such a manner that firm-level agreements take precedence over sectoral and
occupational agreements;

- firm-level collective contracts can be signed either by trade unions or, when
there is no firm-level union, by work councils or other employees'
representations, irrespective of the firms' size.

These amendments are legislated prior to the sixth disbursement.
Fighting undeclared work

Quantitative targets on the number of controls of undeclared work to be executed are
set for the Labour Inspectorate. A pilot study is implemented in order to verify the
favourable financial net impact on the overall social security budget of a discount of
up to 10 percent on social contributions for those enterprises introducing the labour
card. The pilot study covers a limited scope of firms (maximum 100), over a short
period of time (maximum four months). [December 2011]

An assessment on the effectiveness of the Labour Inspectorate law will be made six
months after its implementation. [Q4-2011] Should the law prove ineffective, an
appropriate amendment will be adopted. In particular, any wider-scale application of
a discount of up to 10 percent on social contributions for those enterprises
introducing the labour card will be conditional on the pilot study showing sufficient
evidence of a favourable financial impact of the discount on the overall social
security budget.

2 Reforms to collective bargaining do not concern health and safety conditions and are implemented in respect of core labour
standards and EU law.

146



GROWTH-ENHANCING STRUCTURAL REFORMS

4.2 To improve the business environment and enhance competition in open
markets

Regulated professions

In the implementation of Law 3919/2011, any decision to reinstate a restriction
considers the need to promote competition and takes into account international best
practice. The Government consults widely, and in particular with the Hellenic
Competition Commission. [not later than end-Q4 2011]

The Government repeals Ministerial Decision YA 648/2011 and issues a new
Ministerial Decision significantly reducing the value of a transaction above which
the notaries' pro rata fee for drafting contracts is the maximum permissible fee. In
addition, the new Ministerial Decision defines pro rata fees for transactions below
this maximum value at successively decreasing rates in inverse proportion to the
graduated increase, ensuring a sharp reduction of the fees already charged. To this
end, the new ministerial decision reduces pro rata fees by at least 30 percent in the
first two tranches defined in Ministerial Decision YA 648/2011, with larger cuts in
the pro rata fees applicable to subsequent tranches. The new Ministerial Decision
also lowers fees for copies and for additional pages. [Q4-2011]°

For the legal profession, the Government issues a Presidential Decree revising the
percentages applicable to the reference amounts (Article 96(2) of the Code of
Lawyers, as amended), which sets prepaid amounts for each procedural act or court
appearances (i.e., it sets a system of prepaid fixed/contract sums for each procedural
act or appearance by a lawyer which is not linked to a specific ‘reference amount’).
[Q4-2011]

An audit is launched to assess to what extent the contributions of lawyers and
engineers to cover the operating costs of their professional associations are
reasonable, proportionate and justified. [Q4-2011]

The Government publishes a report, by mid-November 2011, on the
implementation of Law 3919/2011, including:

— the list of professions falling under the scope of the law;

— the list of professions exempted from the lifting of restrictions by Presidential
Decree and the justifications for such exemptions;

— an assessment on whether further measures are needed on the rules on access to,
and exercise of the profession, and on pricing to align Greek legislation with EU
law and competition rules;

— a timetable to screen existing legislation and to adopt the necessary changes to
the existing specific regulations of the professions (i.e., Presidential Decrees,
Ministerial Decisions and Circulars) to make them fully compatible with Law
3919/2011, EU law and competition rules.

Changes to Presidential Decrees, Ministerial Decisions and Circulars following the
the screening of legislation are adopted. [M arch 2012].

3 The above reduction will be subject to the results of a comparative study regarding notarial fees in other EU countries in
order to determine to which extent the notarial fees in Greece should be reduced.
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Measures are identified to ensure that providers of services are not subject to
requirements which oblige them to exercise a given specific activity exclusively, or
which restrict the exercise jointly or in partnership of different activities, except in
the circumstances and under the conditions set in the Services Directive. [December
2011]

The Government identifies measures to remove complete prohibitions on
commercial communications by the regulated professions and to ensure that
professional rules on commercial communications are non-discriminatory, justified
by an overriding reason relating to the public interest and proportionate. [Q4-2011]

The Government identifies measures to reinforce transparency in the functioning of
professional bodies by requiring them to publish an annual report on their webpage
regarding their financial performance and statistics on disciplinary actions in defence
of consumers' interests. [November 2011]

The Government monitors the implementation of Law 3919/2011 and launches a
study on how effective such a law is in increasing competition and reducing prices
[October 2011]. The study is regularly updated, with the first results available by
end-December 2011. If necessary, adjustments to the law with the aim of increasing
competition are adopted by March 2012.

The Government presents the results of screening of the regulations of the main
regulated professions to assess the justification and the proportionality of the
requirements reserving certain activities to providers with specific professional
qualifications. [November 2011]

The Government prepares acts by end-2011, to be adopted by Q1-2012, at the latest,
in order to:

— abolish provisions of the regulations of the professional chambers on access to,
and exercise of, the profession and on pricing, that are against Law 3919/2011
and EU law including competition rules;

— ensure that providers of services are not subject to requirements which oblige
them to exercise a given specific activity exclusively, or which restrict the
exercise jointly or in partnership of different activities, except in the
circumstances and under the conditions set in the Services Directive;

— remove complete prohibitions on commercial communications by the regulated
professions and to ensure that professional rules on commercial communications
are non-discriminatory, justified by an overriding reason relating to the public
interest and proportionate;

— reinforce transparency in the functioning of professional bodies;

— set up contributions of lawyers and engineers to their professional associations
that reflect the operating costs of the services provided by those associations.
These contributions are paid periodically and are not linked to prices charges by
professions;

— simplify the requirements reserving certain activities to the legal and engineering
professions that are not justified or proportionate;

— amend Article 6 of Law 3919/2011 to provide for the freedom of incorporation of
law firms and the freedom to the opening of branches inside Greece.



GROWTH-ENHANCING STRUCTURAL REFORMS

— abolish Article 7.1 b) of Law 3919/2011, regarding the powers of the Technical
Chamber of Greece to monitor and to open disciplinary proceedings for
unusually low fees.

— tackle any other issues identified in the assessment of the implementation of Law
3919/2011.

The Government requests the Hellenic Competition Commission to issue an opinion
of the proposed acts. [Q4-2011]

Recognition of professional qualifications

All the necessary measures are taken to ensure the effective implementation of EU
rules on the recognition of professional qualifications, including compliance with
ECJ rulings (inter alia, related to franchised diplomas). The Government:

— updates the information on the number of pending applications for the
recognition of professional qualifications, and sends it to the Commission;
[October 2011]

— presents draft legislation by October 2011, to be adopted by end-year, in order
to remove the prohibition to recognise the professional qualifications derived
from franchised degrees. Holders of franchised degrees from other Member
States should have the right to work in Greece under the same conditions as
holders of Greek degrees.

Services Directive

The Government completes the adoption of changes to existing sectoral legislation
in key services sectors such as retail (e.g. open air markets and outdoor trade),
wholesale (e.g. central markets), agriculture (e.g. veterinary services), employment
(employment agencies), and technical services. The Government also adopts
changes to the remaining sectoral regulation, ensuring full compliance with the
directive.

Regulations should:

— facilitate the establishment by:

= abolishing or amending requirements which are prohibited by the
Services Directive;

= abolishing or amending unjustified and disproportionate requirements,
including those relating to quantitative and territorial restrictions, legal
form requirements, shareholding requirements, fixed minimum and/or
maximum tariffs and restrictions to multidisciplinary activities.

— facilitate the provision of cross-border services, so that providers of cross-border
services are required to comply with specific requirements of the Greek
legislation only in exceptional cases (when admitted by Articles 16 or 17 of the
Services Directive).
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— provide legal certainty for providers of cross-border services by setting out in the
respective (sectoral) legislation which requirements can, and which requirements
cannot, be applied to cross-border services. [Q4-2011]

The Government ensures:

— that the point of single contact (PSC) is fully operational in all sectors covered by
the Services Directive;

— that the PSC distinguishes between procedures applicable to service providers
established in Greece and those applicable to cross-border providers (in particular
for the regulated professions);

— that there is adequate connection between the PSC and other relevant authorities
(including one-stop shops, professional associations and the recognition of
professional qualifications). [Q4-2011]

Sectoral growth drivers
The Government publishes reports analysing:

— the potential contribution of the tourism sector to growth and jobs. In an Action
Plan, the Government identifies legislative, administrative and other obstacles
hindering competition and market entry to the realisation of sector potential;
[November 2011]

— the potential contribution of the retail sector to price flexibility, growth and jobs.
It should identify legislative, administrative and other obstacles hindering
competition and market entry to the realisation of sector potential. [November
2011]

The necessary legal acts and other structural actions are adopted [Q4-2011] to
implement the findings of these reports.

The Government initiates additional studies on manufacturing, energy, and
wholesale sectors with a view to removing remaining obstacles to growth in these
sectors. On the basis of these studies, the Government prepares concrete actions and
a timetable for implementation [Mar ch 2012].

Busi ness environment

The Government publishes a plan [October 2011] for a "Business-Friendly Greece"
tackling 30 remaining restrictions to business activities, investment and innovation.
The plan identifies hurdles to innovation and entrepreneurship - ranging from
company creation to company liquidation - and presents the corresponding
corrective actions. The plan includes measures, among others, in order to:

— simplify and reduce costs linked to company publication requirements;

— complete the setting-up of the General Commercial Registry (GEMI) by
promptly taking measures such as the training of OSS and GEMI users, the
completion of the GEMI database, the further development of web services and
use of electronic signatures, the interconnection of GEMI to the Chamber's
information systems and to the PSC, in order to ensure access to online
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completion of procedures both for company formation and for any administrative
procedures necessary for the exercise of their activities;
— simplify location, environmental, building and operating permits;
eliminate distortions in fuel distribution;
— develop a "single electronic window" centralizing standardized trade-related
information and simplifying the number of documents needed to export;
address restrictions in the transport sector, including the transport of empty
containers and of non-hazardous waste;
reduce the complexity of the Code of Books and Records and provide clarity on
all categories of non-deducted expenses.

The Government concludes the screening of Ministerial Decision A2-3391/2009 on
market regulations, as well as any other related regulations. The screening is carried
out, in cooperation with the Hellenic Competition Commission, with a view to
identifying administrative burdens and unnecessary barriers to competition to be
eliminated, and developing alternative, less restrictive, policies to achieve
government objectives. A draft proposal of market regulation is ready by [end-
December 2011].

A comprehensive list of non-reciprocating charges in favour of third parties is
presented, identifying beneficiaries and quantifies contributions paid by consumers
in favour of those beneficiaries. [October 2011]

The Government reviews and codifies the legislative framework of exports (i.e.,
Law 936/79 and Law Order 3999/59), simplifies the process to clear customs for
exports and imports and gives larger companies or industrial areas the possibility to
be certified to clear cargo for the customs themselves. The obligation of registration
with the exporters’ registry of the Chamber of Commerce is abolished. [December
2011], while the e-customs system is fully operational. [June 2012]

In order to help attract investment in key sectors, the Government speeds up the
review of project applications in the pipeline of the fast-track procedure for large
investments for at least three large investment projects by end-November 2011,
with two more projects one month later.

The Decrees necessary for the implementation of the law on fast-track licensing
procedure for manufacturing activities and business parks are implemented.
[October 2011]

The Government accelerates [Q4-2011] the completion of the land registry, with a
view to:

— tendering cadastral projects for additional 4 million rights by December 2011;

— digitalising the operations of all mortgage and notaries' offices and conveying all
newly registered deeds to the cadastre by 2015;

— exclusively-operating cadastral offices for large urban centres by 2015;

— establishing a complete cadastral register and exclusively operating cadastral
offices nationwide by 2020.
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A Ministerial Decision on market regulations is issued following the screening
launched in Q2-2011. [Q4-2011]

An ex post impact assessment is presented in order to evaluate Law 3853/2010 on
the simplification of procedures for the establishment of companies in terms of
savings in time and cost to set up a business, as well as to verify that all secondary
legislation is in force. [Q1-2012]

Transport

Liberalisation of tourist coaches is immediately effective after passing legislation in
early August 2011. Secondary legislation establishing the costs and the time required
for issuing new licences is adopted by end-October 2011. Such costs will not
exceed the administrative costs and the required timing will not exceed 20 business
days in total.

The Government submits a policy paper, indicating how all regional airports will be
merged into groups ensuring that regional airports become economically viable in
compliance with state-aid rules, including realistic projections identified by the
appointed financial advisors. [Q4-2011] After ensuring that regional airports are
economically viable, the Government launches an effective transaction strategy
leading to their privatisation. [Q1-2012]

A report is submitted on the functioning of the regular passenger transport services
(KTEL), presenting options for liberalisation. [Q4-2011]

The transitional period established in Law 3887/2010 for the reduction in costs for
issuing new road transport operator licences is brought to an end on 1 January 2012.
The necessary secondary legislation as foreseen in that law (Article 14(11)) is
adopted, specifying the cost for issuing new road transport operator licences. This
cost is transparent, objectively calculated in relation to the number of vehicles of the
road transport operator and does not exceed the relevant administrative cost. [Q4-
2011]

In line with the policy objectives of Law 3919/2011 on regulated professions, the
Government removes entry barriers to the taxis market (in particular, restrictions on
the number of licences and price of new licences), in line with international best
practice. [Q4-2011]

Energy

The Government finalises the remedies to ensure the access of third-parties to
lignite-fired electricity generation. [October 2011]

The Government ensures that network activities are effectively unbundled from
supply activities.

In particular, for electricity:

— all the necessary transfers of staff and assets of the transmission system operator
(TSO) are completed; the TSO management, it supervisory body and the
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compliance officer are appointed in accordance with the Electricity Directive
2009/72/EC; [Q4-2011]

— all necessary transfers of staff and assets to the legally unbundled distribution
system operator (DSO) are completed; [Q1-2012]

— the unbundled TSO is certified by the Greek energy regulator. [Q2-2012]

For gas:

— ownership unbundling is implemented as foreseen in the Greek energy law. [Q1-
2012]

— the unbundled TSO is certified by the Greek energy regulator. [Q2-2012]

The Government starts implementing the measures ensuring the access by third
parties to lignite-fired electricity generation. [Q4-2011]

Detailed plans are presented for ensuring a maximum market opening as regards the
non-interconnected system, covering among others, access of suppliers to the non-
interconnected system markets in particular in Rhodes and Crete. The Government
submits a request for derogation under certain conditions of Article 44 of Directive
2009/72 for small isolated systems. [Q4-2011]

Legislation is adopted to award the hydro reserves management to an independent
body. [Q4-2011]

The Government removes regulated tariffs for customers except households and
small enterprises (as defined in the second and third energy liberalisation packages).
[Q4-2011]

Further measures are adopted to ensure that the energy component of regulated
tariffs for households and small enterprises reflects, at the latest by June 2013,
wholesale market prices, except for vulnerable consumers. [Q4-2011]

The Government completes the implementation of the measures to ensure access by
competitors of PPC to lignite-fired electricity generation. Third parties can
effectively use lignite-fired generation in the Greek market. [Q2-2012]

R& D and innovation

The Government pursues an up-to-date and in-depth evaluation of all R&D and
ongoing innovation actions, including in various operational programmes with their
costs and benefits. It presents a strategic action plan for policies aimed at enhancing
the quality and the synergies between public and private R&D and innovation, as
well as tertiary education. This action plan identifies a clear timetable for relevant
measures to be taken, taking the budgetary impact into account and harmonising
these actions with other relevant initiatives in these areas, in particular the
investment law. [February 2012]
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Better regulation

The Government tables legislation [November 2011] to improve regulatory
governance covering, in particular:

— the principles of better regulation;

— the obligations of the regulator for the fulfilment of those principles;

— the tools of better regulation, including the codification, recast, consolidation,
repeal of obsolete legislation, simplification of legislation, screening of the entire
body of existing regulation, ex-ante and ex-post impact assessments and public
consultation processes;

— the transposition and implementation of EU law and exclusion of gold plating;

— the setting-up of better regulation structures in each ministry as well as the
creation of a Central Better Regulation unit;

— the requirement that draft laws and the most important draft legislative acts
(Presidential Decrees and Ministerial Decisions) are accompanied by an
implementation timetable;

— electronic access to a directory of existing legislation and an annual progress
report on Better Regulation.

On impact assessments, legislation provides that:

— implementing legislation with potentially large significant impact is also subject
to the requirement to produce an impact assessment;

— impact assessments address the competitiveness and other economic effects of
legislation by making use of the Commission Impact Assessment guidelines and
the OECD Competition Assessment toolkit;

— the Central Better Regulation Unit can seek the opinion of other ministerial
departments and independent authorities for regulations that fall under their
respective competences so as to improve the quality of impact assessment;

— an independent authority and the Central Better Regulation Unit carry out quality
checks of impact assessments.

—the Central Better Regulation Unit consults the Hellenic Competition
Commission when formulating and drafting the guidelines to be implemented by
the ministries' better regulation units;

— impact assessments are published.

The Government identifies priority areas to codify and simplify existing legislation
within the better regulation agenda. [December 2011]

On administrative burden reduction, the Government submits a list of 13 selected
priority areas to the European Commission that will be subject to measurement. It
also sets deadlines for the completion of measurements in each area, for the
identification of proposals to reduce burdens and for the amendment of the
regulations. This policy initiative should reduce administrative burdens by 25
percent (compared with the baseline year 2008) in the 13 priority areas. [December
2011]
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4.3 Toraisetheabsorption rates of structural and cohesion funds

The Government meets targets for payment claims and major projects in the
absorption of EU structural and cohesion funds set down in the table below.
Compliance with the targets shall be measured by certified data.

In meeting absorption rate targets, recourse to non-targeted state aid measures is
gradually reduced. The Government provides data on expenditure for targeted and
non-targeted de minimis state aid measures co-financed by the structural funds in
2010 [October 2011] and in 2011 [Q4-2011].

Legislation is adopted, and immediately implemented, to shorten deadlines and
simplify procedures on contract award and land expropriations, including the
deadlines needed for the relevant legal proceedings. [Q4-2011]

The Government earmarks appropriate amount to:

—  complete unfinished projects included in the 2000-06 operational programme
closure documentation (ca. EUR 260 million), as well as an appropriate amount for
the rest of the implementation and closure of the 2000-06 cohesion-fund projects;

—  to cover the required national contribution, including non-eligible expenditure

(i.e. land acquisitions) in the framework of the 2007-13 operational programmes.
[Q4-2011]

The Government identifies EUR 500 million from ERDF within the 2007-13
operational programmes for the creation of a guarantee fund for small and medium-
sized enterprises. [Q1-2012]
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Table 1: Targets for payment claims in the absorption of Structural and Cohesion Funds
(programming period 2007-2013) to be submitted through 2013

(in EUR million)
2011 2012 2013
European Regional
Development Fund (ERDF)
2 600 2 850 3 000
and
Cohesion Fund
European Social Fund 750 880 890
target: 1 105
(of which 5 major projects)
Target of first half of the year  f------------ccccooooooooiioe 1231 1284
arget of first half of the year Siicome 657
(of which 6 major projects)
3350
Total annual target 3730 3890
(of which 15 major projects)

The Government launches a web-based monitoring tool of procedures for the
approval of project proposals and for the implementation of public projects,
[October 2011], which should be fully operational by end-2011.

The managerial capacity of all managing authorities and intermediate bodies of
operational programmes under the framework of the National Strategic Reference
Framework 2007-13 is certified according to the standard ISO 9001:2008 (quality
management). [Q4-2011]

The Government provides an impact assessment of measures since 2010, in order to
accelerate the absorption of structural and cohesion funds adopted since May 2010,
and it indicates any additional measures. [Q4-2011]

With the aim of accelerating the absorption of EU financing and in order to adapt
itself to the increase in the EU co-financing rates, the Government will, by
December 2011:

— establish priority projects per operational programme, including, where
appropriate major projects, which will have a significant impact on cohesion,
growth and employment, and their respective estimated allocation. These
projects should be operational by 2015; [December 2011]
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— activate or eliminate sleeping projects (i.e. projects already approved in the
operational programmes but not yet contracted within the timeframes as defined
at the national level). For those projects which are retained, it indicates which
conditions must be met in order that the co-financing is upheld; [December
2011]

— create a central database monitoring compensation and the time elapsed for the
completion of expropriations incurred in the framework of the implementation
of projects co-financed by the ERDF and the Cohesion Fund; [Q1-2012]

— simplify tasks relating to project implementation by mapping responsibilities
and removing unnecessary steps in accordance with the management and control
systems while also consolidating management capacities where appropriate (e.g.
waste treatment). [Q2-2012]

4.4 To upgrade the education system

The Government prepares, and starts implementing, an action plan for the
improvement of the effectiveness and efficiency of the education system, taking into
account the measures recommended by the independent task force's report. [end-
October 2011]

Based on the recommendations of the blueprint and the action plan, the existing
legal/institutional framework for primary, secondary and tertiary education will be
amended with a view to increasing the efficiency and effectiveness of the education
system. The Government starts publishing a bi-annual progress report on the
implementation of the law on quality assurance in Higher Education. [Q4-2011]

The new tertiary education framework law, aimed at reducing excessive costs and at
improving its overall efficiency and effectiveness, is implemented. [Q2-2012].

45 Toreformthejudicial system

In order to improve the functioning of the judicial system, which is essential for the
proper and fair functioning of the economy, and without prejudice to the
constitutional principles and the independence of justice, the Government:

(i) ensures effective and timely enforcement of contracts, competition rules and
judicial decisions;

(i1) increases efficiency by broadening the skills' base of senior judges to whom
court management tasks have been assigned;

(iii) speeds up the system by eliminating backlog of courts cases and by facilitating
out-of-court settlement mechanisms.

Specifically, the Government:

- launches [October 2011], jointly with an external body of experts, a study of the
backlog of non-tax cases in courts. The study includes the Supreme Court and
the Supreme Administrative Court, with data available by end-March 2012 and
the analysis by end-June 2012.
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- puts in place implementing rules for Law 3898/2010 on mediation in civil and
commercial matters; [October 2011]

- identifies dormant cases, i.e. cases pending before the civil courts in which the
relevant court’s file records that they have been postponed or never received a
hearing date and no party activity for receiving a hearing date has taken place for
at least 18 months; [October-2011]

The Government presents a working plan for the clearance of the backlog of tax
cases in all administrative tribunals and administrative courts of appeal by the end of
July 2013, which provides for intermediate targets for reducing the backlog by at
least 15 percent by December 2011, 50 percent by July 2012 and 80 percent by
December 2012; [Q4-2011]

The Government prepares a working plan for the use of e-registration, e-tracking of
the status of individual cases in all courts of the country, and for e-filing. The work
plan includes deadline for the evaluation and completion of current pilot projects
(e.g. e-filing) and their extension to all courts. The plan [Q4-2011] envisages that e-
registration, and e-tracking is extended to all courts by end-2013;

The Government improves alternative dispute resolution for out-of-court settlement
and actively promotes pre-trial conciliation, mediation, and arbitration, with a view
to ensuring that a significant amount of citizens and businesses make use of the new
legal framework for mediation; [Q4-2011]

The Government produces an evaluation or impact assessment of existing and
required additional efficiency measures (such as the fast-lane procedure at the
Athens Court of First Instance) in order to reduce the processing time of cases,
including further simplifying case registration, further rationalizing docket
management with a view to allowing the resolution of docketed cases, and providing
increased computer support to judges in order to allow the issuance of written
decisions in all courts within two weeks from the judge taking the decision; [Q4-
2011]

The Government takes the necessary measures in order to be able to publish
quarterly reports on recovery rates by bailiffs and notaries, duration and costs of
corporate insolvency cases and tax cases. For the purposes of this Memorandum,
‘recovery rate’ refers to the ratio of the amount collected by the creditor in
enforcement proceedings -following the issuance of an enforceable title- to the
amount adjudicated by the court; [Q4-2011]

The Government conducts an assessment on whether the reform of the Code of
Administrative Procedure has delivered the results that the legislation had set out to
do; [Q4-2011]

The Government increases the costs of civil litigation in line with the policy
underlying the increase of litigation costs in administrative matters; [Q4-2011]

The Government establishes a task force with a mandate to design a performance
framework for courts with a view to considering links to resource allocation in future
revisions of this Memorandum. The task force will develop by September 2012: i) a
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dependable data management system, a workload measurement system, and a
management structure, that is conducive to a more effective, responsible, and
accountable judicial management; ii) a fully operational and publicly available
database with case data for each court (as well as consolidated data for all courts),
giving basic performance data, including number of judges and staff, number of
cases (including by case type) and backlogs; iii) a work plan on benchmarking cases
for workload measurement, including focusing on delays in case processing, and the
types of cases where such delays are most acute. [Q4-2011]

In order to improve the efficiency of courts, the Government amends Law
1756/1988 on the organisation of the courts and the situation of court officials, and
relevant implementing rules, always respecting the independence of justice, so as to
allow and facilitate the introduction of human resource management measures in
courts, such as mobility of court officials, incentives for the efficient administration
of courts and continuous management training programmes for court officials with
management tasks; [Q1-2012]

The Government imposes additional dissuasive measures against non-cooperative
debtors in enforcement cases; [Q1-2012]

The Government presents a qualitative study on recovery rates in enforcement
proceedings, evaluating the success rates and the efficiency of the various modes of
enforcement. [Q1-2012]

The Government decides on the date by when it will open access to the regulated
profession of mediator to non-lawyers in line with this memorandum conditionality
on regulated professions and presents an action plan ensuring that non-lawyers may
offer mediation services on that date. [Q1-2012]

The Government establishes a task force that is broadly representative of the legal
community, including, but not limited to, academia, practising lawyers, in-house
lawyers, lawyers from other EU Member States established or offering their services
in Greece, aimed at reviewing the Code of Civil Procedure and bring it in line with
international best practices on, inter alia, (i) judicial case management, including the
possibility of removing dormant cases from court registers; (ii) relieving judges from
non-adjudicatory work, such as pre-mortgaging of immovable property, formation
and dissolution of incorporated entities and consensual/non-litigious family law
applications, (iii) the enforcement of decisions and of orders to pay, in particular
small claims cases with a view to reducing the role of the judge in these procedures,
and (iv) enforcing statutory deadlines for court processes, in particular for injunction
procedures and debt enforcement and insolvency cases. For the purposes of this
Memorandum, judicial case management shall mean the possibility of judges to be
involved early in identifying the principal factual and legal issues in dispute between
the parties, require lawyers and litigants to attend pre-hearing conferences and
manage the conduct of proceedings and the progression of the case to achieve the
earliest and most cost-effective resolution of the dispute. [Q2-2012]

The Government carries out an evaluation [Q3-2012] of the backlog reduction plan
of tax cases in all administrative tribunals and administrative courts of appeal
established in Q4-2011, it also updates the plan and it takes remedial action, should
there be deviations in achieving full clearance of the backlog by end-July 2013;

159



160

GROWTH-ENHANCING STRUCTURAL REFORMS

By end-August 2012, the Government presents, based on the study conducted
jointly with an external body of experts, an action plan with specific targets for a
reduction of the backlog of non-tax cases in courts of at least 50 per cent by end-
July 2013 and it starts implementing the action plan.

The Government conducts an assessment of whether the enactment of Law
3898/2010 on mediation on civil and commercial matters has delivered the results
which the legislation had set out to do, and presents data and analysis concerning
costs, time and success rates associated with the enforcement of agreements arising
from alternative dispute resolution as compared with the enforcement of judicial
decisions. [Q4-2012]

The taskforce on the review of the Code of Civil Procedure makes specific
recommendations on: (i) case management, (ii) relieving judges from non-
adjudicatory work; (iii) the reduction of the role of the judge in the enforcement of
decisions and of orders to pay and (iv) on enforcing statutory deadlines for court
processes. [Q1-2013]



REFORM MONITORING AND TECHNICAL ASSISTANCE

5 REFORM MONITORING AND TECHNICAL ASSISTANCE

The Ministry of Finance's directorate of planning, management and monitoring
becomes operational with the aim of improving reform management and oversight.
It starts publishing quarterly monitoring indicators for each of the key structural
reform initiatives, on a quarterly basis. [Q4-2011]

The Government will request technical assistance to be provided by the EU Member
States, the European Commission the IMF or other organisations in priority areas.
These technical assistance actions will be coordinated by the Commission's technical
assistance taskforce.
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Annex 1. Privatisation tar gets

By end of: Privatisation
receipts
(EUR
million)
2011 Q4 1700
2012 Q1 5000
Q2 7000
Q3 9 000
Q4 11 000
2013 Q1 15 000
Q2 17 000
Q3 18 000
Q4 20 000
2014 35 000
2015 50 000
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Annex 2: Provision of data

During the programme, the following data shall be made available to the European
Commission, the ECB and the IMF staff on a regular basis.

These data should be sent to the following e-mail address:

ecfin-gr eece-data@ec.eur opa.eu

This address should also be used for the transmission of other data and reports related
to the monitoring of the programme.

To be provided by the Ministry of Finance

Preliminary monthly data on the state budget
execution (including breakdown by main
categories of revenue and expenditure and by line
ministry).

(Data compiled by the Ministry of Finance)

Monthly, 15 days after the
end of each month; these data
should also be included in
subsequent transmissions in
case of revision.

Updated monthly plans for the state budget
execution for the remainder of the year, including
breakdown by main categories of revenue and
expenditure and by line ministry.

(Data compiled by the Ministry of Finance)

Monthly, 30 days after the
end of each month.

Preliminary monthly cash data on general
government entities other than the state.

(Data compiled by the Ministry of Finance)

Monthly, 30 days after the
end of each month, these data
should also be included in
subsequent transmissions in
case of revision.

Monthly data on the public wage bill (of general
government, including a breakdown in nominal
wage and allowances paid to government
employees per line ministry and public entity),
number of employees (including a breakdown per
ministry and public entities outside the central
government) and average wage (including the
relative shares of the base wage, allowances and
bonuses).

(Data compiled by the Ministries of Interior and
Finance)

Monthly, 30 days after the
end of each month (starting
in June 2010).
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Monthly data on staff: number of employees,
entries, exits, transfers among government entities;
and from and into the labour reserve, per entity.

(Data compiled by the Ministries of Interior and
Finance)

Monthly, 30 days after the
end of each month.

Weekly information on the Government's cash
position with indication of sources and uses as
well of number of days covered.

(Data compiled by the Ministry of Finance)

Weekly on Friday, reporting
on the previous Thursday.

Data on below-the-line financing for the general
government.

(Data compiled by the Ministry of Finance)

Monthly, no later than 15
days after the end of each
month; these data should also
be included in subsequent
transmissions in case of
revision.

Data on expenditure pending payment (including
arrears) of the general government, including the
State, local government, social security, hospitals
and legal entities.

(Data compiled by the Ministry of Finance on the
basis of basic data from the several line ministries)

Quarterly, within 55 days
after the end of each quarter.

Data on use of international assistance loans split
among following categories: Financial stability
fund, escrow account, debt redemption, interest
payments, other fiscal needs, building of cash
buffer; per quarter and cumulative

Quarterly, by the end of each
quarter.

Data on public debt and new guarantees issued by
the general government to public enterprises and
the private sector.

Data on maturing debt (planned redemptions per
month, split between short-term (Treasury bills
and other short-term debt) and long-term (bonds
and other long-term) debt).

Data on planned monthly interest outflows.

(Data compiled by the Ministry of Finance)

Monthly, within one month.
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Data on assets privatised and proceeds collected.

(Data compiled by the Ministry of Finance)

Monthly.

Data on state-owned enterprises: revenue, costs,
payroll, number of employees and liabilities
(including maturities of public enterprises' debts)

(Data compiled by the Ministry of Finance)

Monthly, within three weeks
of the end of each month for
the ten largest enterprises.
Quarterly within three weeks
of the end of each quarter for
the other enterprises.
Quarterly for the maturities
of state-owned enterprises'
liabilities.

Monthly statement of the transactions through oft-
budget accounts.

(Data compiled by the Ministries of Finance and
Education)

Monthly, at the end of each
month.

Monthly statement of the operations on the special
accounts.

(Data compiled by the Ministry of Finance)

Monthly, at the end of each
month.

Report on progress with fulfilment of policy
conditionality.

(Report prepared by the Ministry of Finance)

Quarterly before the
respective review starts.

Monthly data on health care expenditure by the
social security funds with a lag of three weeks
after the end of the respective quarter.

(Data compiled by the Ministries of Labour and
Health)

Monthly, within three weeks
of the end of each month.
Starting with data for January
2011 for IKA, OAEE, OGA
and OPAD, and from April
2011 on for the other funds
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To be provided by the Bank of Greece

Assets and liabilities of the Bank of
Greece.

Weekly, next working day.

Assets and liabilities of the Greek banking
system - aggregate monetary balance
sheet of credit institutions.

Monthly, 30 days after the
end of each month.

Evolution of the external funding
provided by Greek banks to their
subsidiaries abroad.

Monthly, 15 days after the
end of each month.

Report on banking sector liquidity
situation.

Weekly, next working day.

Report on the evolution of financial
stability indicators.

Quarterly, 30 days after the
publication data of each
quarter.

Report on results from the regular

Quarterly, 15 days after the
end of each  quarter

quarterly solvency assessment exercise. depending on data
availability.

Weighted average of Loan-to-value (LTV)

ratio for new loans with real estate Yearly.

collateral
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To be provided by the Hellenic Financial Stability Fund

Detailed report on the balance sheet of the
Financial Stability Fund with indication and
explanation of changes in the accounts.

Weekly, next working day.
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GREECE: TECHNICAL MEMORANDUM OF UNDERSTANDING
October 31, 2011

1. This Technical Memorandum of Understanding (TMU) sets out the understandings
regarding the definitions of the indicators subject to quantitative targets (performance
criteria and indicative targets), specified in the tables annexed to the Memorandum of
Economic and Financial Policies. It also describes the methods to be used in assessing the
program performance and the information requirements to ensure adequate monitoring of
the targets. We will consult with the Fund, European Commission and ECB before
modifying measures contained in this letter, or adopting new measures that would deviate
from the goals of the program, and provide the European Commission, ECB and the Fund
with the necessary information for program monitoring.

2. For program purposes, all foreign currency-related assets, liabilities, and flows will
be evaluated at “program exchange rates” as defined below, with the exception of the items
affecting government fiscal balances, which will be measured at current exchange rates. The
program exchange rates are those that prevailed on May 31, 2011. In particular, the
exchange rates for the purposes of the program are set €1 = 1.4385 U.S. dollar, €1 = 116.30
Japanese yen, €1.1128 = 1 SDR.

General Government

3. Definition: For the purposes of the program, the general government includes:
e The central government. This includes:

0 The entities covered under the State Budget as defined in Chapter 2 of the Law
2362/1995 as being modified by Law 3871/2010 regarding “Public
Accounting, Auditing of Government Expenditures and Other Regulations,”
and other entities belonging to the budgetary central government.

0 Other entities or extra-budgetary funds (EBFs) not part of the State budget, but
which are, under European System of Accounts (ESA95) rules (“ESA95
Manual on Government Deficit and Debt”), classified under central
government. This includes ETERPS and the National Wealth Fund.

0 The following state enterprises and organizations included by the National
Statistical Service (ELSTAT) under the definition of central government
(ATTIKO METRO, ETHEL, ISAP, HLPAP, TRAM, ELGA, HELLENIC
DEFENCE SYSTEMS S.A., OSE, TRAINOSE, ERT,
ELECTROMECHANICA KYMI LTD, OPEKEPE, KEELPNO, EOT,
INFORMATION SOCIETY IN GREECE, Unit for the Organization and
Management of Development Projects S.A.). References to individual
companies are understood to include all of their subsidiaries which are to be
consolidated under IFRS requirements.
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e Local government comprising municipalities, prefectures, and regional governments
including their basic and special budgets, including all agencies and institutions
attached thereto, which are classified as local governments according to ESA 95.

e Social security funds comprising all funds that are established as social security funds
in the registry of ELSTAT.

e Other extra budgetary entities included by ELSTAT under general government, which
are not yet counted under central government.

e This definition of general (central) government also includes any new funds, or other
special budgetary and extra budgetary programs that may be created during the
program period to carry out operations of a fiscal nature. The government will inform
IMF, European Commission and ECB staff of the creation of any such new funds,
programs, or entities immediately. The general (central) government, as measured for
purposes of the program monitoring in 2011, shall not include entities that are re-
classified from outside general (central) government into general (central) government
during the course of 2011.

4, Supporting material: The Ministry of Finance (MoF) will provide to the European
Commission, ECB and IMF detailed information on monthly revenues and expenditures,
domestic and foreign debt redemptions, new domestic and foreign debt issuance, change in
the domestic and foreign cash balances of the central government at the central bank of
Greece, all other sources of financing including capital transactions, and arrears of the
general government. The Ministry of Finance, in collaboration with the Ministry of Interior,
will provide monthly data on revenues and expenditures for local governments, as collected
in the Ministry databank. The Minister of Finance, in collaboration with the Ministry of
Labor and Social Security, will provide monthly data on revenues and expenditures in main
social security funds (including IKA, OGA, OAEE, OAED). The Bank of Greece will
provide detailed monthly data on assets and liabilities of local authorities, social security
funds, ETERPS (and other extra-budgetary funds), and state enterprises included in the
definition of general government in line with monetary survey data. Data will be provided
within four weeks after the closing of each month.

|. QUANTITATIVE PERFORMANCE CRITERIA, INDICATIVE CEILINGS, AND CONTINUOUS
PERFORMANCE CRITERIA: DEFINITIONSAND REPORTING STANDARDS

A. Floor on the Modified General Government Primary Cash Balance (Performance
Criterion)

5. Definition: The modified general government primary cash balance (MGGPCB) is
defined as the modified general government cash balance (MGGCB) minus interest
payments by the state budget. The MGGCB is defined as the sum of the cash balances of
the ordinary state budget, the cash balance of the public investment budget, minus the
change in stock of arrears from line ministries, the change in net financial assets of local
government, the change in net financial assets of social security funds minus the change in
the stock of arrears of public hospitals, the change in net financial assets of ETERPS, the



change in net financial assets of reclassified public enterprises (RPEs) minus guarantees
called to entities within the general government and the spending by the National Wealth
Fund. Privatization receipts, as defined below and the proceeds from the sale of land and
buildings will be excluded from cash receipts. Net lending operations by the state budget
will be recorded as cash expenditures.

The cash balance of the ordinary state budget. The cash balance of the ordinary
state budget will be measured from above the line, based on ordinary budget revenues
(recurrent revenue plus non-recurrent revenue, including NATO revenues, minus tax
refunds) minus ordinary budget expenditures (ordinary budget expenditures will
exclude amortization payments but include salaries and pensions; grants to social
security funds, medical care and social protection; operational and other expenditure;
returned resources; payments in exchange of claims of insurance fund for the
personnel working in the Public Electricity Company; the reserve, interest payments;
transfers for the settlement of past debt, payments for military equipment procurement
on a cash basis; NATO expenses, capital transfers to social security funds or other
entities by bonds; and called guarantees where the state or central government
assumes payments on behalf of entities outside of the general government) of the
ordinary state budget as published monthly on the official website of the General
Accounting Office of the Ministry of Finance, and in line with the corresponding line
items established in the ordinary state budget.

The cash balance of the public investment budget. The cash balance of the public
investment budget will be measured from above the line, based on investment budget
revenues minus investment budget expenditures of the investment state budget as
published monthly on the official website of the General Accounting Office of the
Ministry of Finance, and in line with the corresponding line items established in the
investment state budget.

The changein the stock of arrearsfrom line ministries. The change in stock will be
measured on a cumulative basis as the stock of arrears prevailing at the time of
measurement of the PC minus the stock of arrears prevailing at the end of the previous
year. The stock of arrears will reflect all arrears outstanding, irrespective of the time
period in which the unpaid commitments were entered into. The stock of arrears of
line ministries or other spending bodies with a vote in the budget (including the
Secretariat General of Information/Secretariat General of Communication, Secretariat
General of Prefectures, Presidency of the Hellenic Democracy, and the Hellenic
Parliament) will include any arrears (as defined under subsection C) related to the
activities of the ordinary and investment budgets. Data will be in line with the monthly
publications of state budget arrears, published on the Ministry of Finance website, and
will be based on survey data, until data from commitment registers are assessed by
IMF, European Commission, and ECB staff to provide comprehensive and reliable
information.
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The changein net financial assets of local governmentsis defined on a transactions
basis, as the change in the total of financial assets minus financial liabilities of local
authorities adjusted for valuation changes by the Bank of Greece.

0 Financial assets include (but are not limited to) deposits of local governments
in the Bank of Greece and deposits of local governments in domestic credit
institutions. Deposits will be measured at face value excluding accrued interest
in line with recording for monetary survey data.

0 Financial liabilities include (but are not limited to) short and long term loans
from domestic credit institutions to local governments, measured at face
value, consistent with recording for monetary survey data.

The change in net financial assets of social security funds is defined on a
transactions basis, as the change in the total of financial assets minus financial
liabilities of social security funds, adjusted for valuation changes by the Bank of
Greece; minus the change in the stock of arrears of public hospitals (NHS hospitals) to
entities outside of the general government (as defined below).

0 Financial assets include

* Deposits of social security funds in the Bank of Greece and deposits of
social security funds in the domestic credit institutions and deposits
held either directly or indirectly through the IKA mutual fund. Deposits
are measured at face value excluding accrued interest, consistent with
reporting requirements for monetary survey data.

* Holdings of shares quoted on the Athens Stock Exchange held by
social security funds either directly or indirectly through the IKA
mutual fund.

* Direct or indirect holdings of Mutual Fund units issued by Greek
management companies (other than the IKA mutual fund).

» Holdings of central government bonds, including short and long-term
securities issued domestically, long-term securities issued abroad
operated from Bank of Greece accounts, and indirect holdings through
the IKA mutual fund. Holdings will be measured at nominal value.

» Holdings of bonds issued abroad and other foreign assets.

0 Financial liabilities include the short and long term loans from domestic credit
institutions to the social security funds, measured consistently with monetary
survey data.

0 The change in the stock of arrears of public hospitals (NHS hospitals) to
entities outside of the general government. Data on arrears of hospitals should
be available within four weeks of the end of each month. The change in stock



of arrears will be measured on a cumulative basis as the stock of arrears
prevailing at the time of measurement of the PC minus the stock of arrears
prevailing at the end of the previous year. The stock of arrears will reflect all
arrears outstanding, irrespective of the time period in which the unpaid
commitments were entered into, but will exclude the 5.34 billion hospital
arrears to pharmaceutical companies which were incurred by end-2009 to the
extent these are still outstanding. The stock of arrears of public hospitals will
include any arrears (as defined under subsection C) related to the activities of
the 134 NHS hospitals. Data will be in line with the monthly publications of
hospital arrears, published on the Ministry of Finance website, and will be
based on survey data, until data from commitment registers are assessed by
IMF, European Commission, and ECB staff to provide comprehensive and
reliable information.

The change in net financial assets of ETERPS is defined on a transactions basis, as
the change in the total of financial assets minus financial liabilities of ETERPS,
adjusted for valuation changes by the Bank of Greece.

0 Financial assets include

* Deposits of ETERPS in the Bank of Greece and deposits of ETERPS in
domestic credit institutions. Deposits will be measured at face value
excluding accrued interest in line with recording for monetary survey
data.

* Holdings of shares, held by ETERPS, quoted on the Athens stock
exchange.

» Holdings of Mutual Fund units issued by Greek management
companies.

* Holdings of central government bonds.
* Holdings of other bonds issued abroad.

0 Financial liabilities include the short and long term loans from the domestic
credit institutions to ETERPS, measured consistently with monetary survey
data, or other lending from the Bank of Greece.

The change in net financial assets of reclassified public enterprises (RPES) is
defined on a transactions basis, as the change in the total of financial assets minus
financial liabilities of RPEs, adjusted for valuation, minus the amount of guarantees
called from entities which are consolidated within the general government. RPEs will
include the following organizations: ELGA, KEELPNO, OPEKEPE (excluding the
account ELEGEP), EOT, ATTIKO METRO, HELLENIC DEFENCE SYSTEMS
S.A., ERT, ETHEL, TRAINOSE, ISAP, HLPAP, ELECTROMECHANICA KYMI
LTD, INFORMATION SOCIETY IN GREECE, Unit for the Organization and
Management of Development Projects S.A., OSE, and TRAM.

173



174

6.

0 Financial assets include

= Deposits of RPEs in the Bank of Greece and deposits of RPEs in the
credit institutions (domestic and foreign). Deposits will be measured at
face value excluding accrued interest.

» Holdings of shares, held by RPEs quoted on the Athens Stock
Exchange.

» Holdings of Mutual Fund units issued by Greek management
companies.

* Holdings of central government bonds.
* Holdings of other bonds issued abroad.

0 Financial liabilities include the short and long term loans from the domestic
credit institutions to RPEs, measured consistently with monetary survey data.
They also include short and long term loans from the foreign banking system,
as well as loans from the EIB or other official lenders, as measured by the
difference between new loans granted to these entities (as approved by the
GAO in line with the Fiscal Responsibility Act) and amortization of these
loans through called guarantees of the government or amortization of these
loans made by actual payments by the companies themselves, upon monitoring
and information provided by the General Accounting Office (D25).

0 For the subsidiaries of OASA (Isap, Hlpap, Ethel) where the Bank of Greece
data do not record changes in their domestic liabilities as a result of the
recording of these debt transactions by the mother holding company,
guarantees called to these entities will not be subtracted from the net
acquisition of financial assets.

The expenditures of the National Wealth Fund are defined from below the line as
the change in deposits of the NWF net of deposit changes due to borrowing for
securitization purposes that are remitted to the central government as privatization
receipts. Changes in net deposits of the NWF and borrowing are to be measured from
the monetary survey data for data on borrowing and on deposits held in commercial
banks. For deposits held at the central bank, net deposits are measured directly from
the Bank of Greece. Remittance of privatization proceeds to the state will be measured
from the inflows into the Treasury Single Account. Expenditures defined in the
contracts for hiring external advisors to realize privatization receipts under the
privatization program (excluding those privatization receipts agreed to be cash
revenues for QPC monitoring in the context of the May 2010 program or the 2011
budget (Second Review) discussions) will be excluded from cash expenditures.

Other provisions.



7.

8.

0 For the purpose of the program, the primary expenditure of the central
government that is monitored excludes payments related to bank support, when
carried out under the program’s banking sector support and restructuring
strategy. Transactions that may be excluded from the balance include loans to
financial institutions and investments in equity of financial institutions
(requited recapitalization); unrequited recapitalization; purchases of troubled
assets, and operations related to the FSF. However, any financial operation by
central government to support banks, including the issuance of guarantees or
provision of liquidity, will be immediately reported to IMF, European
Commission, and ECB staff.

0 The change in net financial assets of RPEs will be excluded for the end-June
PCs in 2011. However, for the measurement of the end-July, end-September
and end-December 2011 PCs, the change in net financial assets of RPEs will
be included, measured on a cumulative basis from January 1, 2011 onward.

0 Capital transfers to social security funds or other entities by bonds shall
exclude bond issuance for settlement of end-2009 health related arrears, and
the settlement related to the judiciary liabilities, and to the compensation for
former Olympic Airways employees.

Supporting material.

Data on cash balances of the ordinary and state budgets will be provided to the
European Commission, ECB and IMF by the General Accounting Office in the
Ministry of Finance within three weeks after the end of each month. Data will include
detailed information on revenue and expenditure items, in line with monthly reports
published on the official website of the Ministry of Finance. Data will also include
data on capital transfers to social security funds or other entities in bonds and called
guarantees.

Data on net financial assets of local authorities and social security funds, extra-
budgetary funds including ETERPS, AKAGE, and reclassified public enterprises will
be provided to the IMF, European Commission and ECB by the GAO in cooperation
with the Statistics Department of the Bank of Greece within four weeks after the end
of each month. Monthly data on arrears of public hospitals (NHS hospitals) will be
provided by the Ministry of Health and arrears of line ministries by the Ministry of
Finance within four weeks after the end of each month.

B. Caelling of State Budget Primary Spending (Performance Criterion)

Definition: The state budget primary spending consists of state budget spending

(spending of the ordinary state budget plus spending of the public investment budget) minus
interest expenditures paid by the state budget plus the change in the stock of the arrears of
line ministries to entities outside the general government, in line with the definitions

provided above. Primary expenditure of the central government that is monitored for the

Performance Criterion excludes any cash payments related to bank restructuring, when
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carried out under the program’s banking sector restructuring strategy. Costs that may be
excluded from the balance include loans to financial institutions and investments in equity
of listed and non-listed financial institutions (requited recapitalization); unrequited
recapitalization; and purchase of troubled assets. However, any financial operation by
central or general government to support banks, including the issuance of guarantees or
provision of liquidity, will be immediately reported to European Commission, ECB and
IMF staff.

9. Supporting material. The General Accounting Office of the Ministry of Finance
will provide monthly expenditure data of the ordinary and investment state budget, as
defined above. The ministry of Finance will further provide monthly data on the stock of
arrears of line ministries.

C. Non-Accumulation of Domestic Arrears by the General Gover nment (Continuous
Indicative Tar get)

10. Definition. For the purpose of the program, domestic arrears are defined as the
unpaid invoices that have past the due date by 90 days. In case no due date is specified on
the supplier contract, an unpaid commitment is considered to be in arrears 90 days after the
initiation of the invoice. Data will be provided within four weeks after the end of each
month. The continuous non-accumulation of domestic arrears is defined as no increase in
the stock of all general government arrears outstanding at the end of every month during
which quarter the indicative target is being monitored, irrespective of the time period in
which the unpaid commitments were entered into. This does not include the arrears which
are being accumulated by the Civil Servants’ Welfare Fund. It will also exclude €5.34
billion hospital arrears to pharmaceutical companies which were incurred by end-2009 to
the extent these are still outstanding.

11.  Supporting material. The Ministry of Finance will provide consistent data on
monthly expenditure arrears of the general government, as defined above within four weeks
after the end of each month, and publish this information on the Ministry of Finance
website. The arrears data will be based on survey data, until data from commitment registers
are assessed by by IMF, European Commission, and ECB staff to provide comprehensive
and reliable information. These reports will also include data on accounts payable overdue
for more than 30 and 60 days for the central government (line ministries and Decentralized
Prefectures). Data on accounts payable overdue for more than 30 and 60 days will be based
on the commitment registers.

D. Ceilingonthe Overall Stock of Central Government Debt (Performance Criterion)

12. Definition. The overall stock of central government debt will refer to ESA95 central
government debt, which includes the state debt, debts of extrabudgetary funds and public
enterprises that are consolidated into the central government, and other ESA 95
adjustments. It will be defined for the purposes of the program as total outstanding gross
debt liabilities. It will include, but not be limited to, liabilities in the form of securities and
loans. It will exclude accounts payable. Debt will be measured at nominal value. The
program exchange rate will apply to all non-euro denominated debt. Inflation indexation



will apply to inflation indexed debt, using the relevant index as specified in the debt
instrument. For the purposes of the program, the ceiling on the stock of central government
debt will exclude debt arising from payments for bank restructuring, when carried out under
the program’s banking sector restructuring strategy (this does not cover the debt related to
the Financial Stability Fund). This includes loans to financial institutions and investments in
equity of financial institutions (requited recapitalization); unrequited recapitalization; and
purchase of troubled assets. However, any financial operation by the central government to
support banks, including the issuance of guarantees or provision of liquidity, with the
exception of Hellenic Republic intermediation in repos between foreign and domestic
financial institutions will be immediately reported to IMF, European Commission and ECB
staff.

13. Adjusters. For 2011, the ceiling on the overall stock of ESA95 central government
debt will be adjusted upward (downward) by the amount of any upward (downward)
revision to the stock of end-December 2010 ESA95 central government debt of 353.761
billion. The ceiling shall also exclude the borrowing for collateral for a private sector
involvement operation under the program to the extent that such borrowing would be
recognized in the gross debt definition.

14.  Supporting material. Data on the total stock of central government debt will be
provided to the European Commission, ECB and IMF staff by the General Accounting
Office consistent with the ESA95 definition no later than 30 days after the end of each
month.

E. Ceilingon New Central Government Guar antees (Performance Criterion)

15. Definition. The ceiling on the new central government guarantees shall include new
guarantees granted by the state, as well as new guarantees granted by any other entity that is
classified under ESA95 under central government, but exclude guarantees to entities whose
debt is covered under the ceiling on the stock of central government debt as defined in
paragraph 13 and 14. The ceiling shall exclude guarantees to support banks and exclude
guarantees related to EIB financed loans. The ceiling shall also exclude guarantees granted
by ETEAN up to an amount of € 50 million provided these are fully backed by an
equivalent amount of bank deposits. New guarantees are guarantees extended during the
current fiscal year. The latter shall include also guarantees for which the maturity is being
extended beyond the initial contractual provisions.

16.  Supporting material. All new central government guarantees will be reported in
detail, identifying amounts and beneficiaries. The General Accounting Office will provide
the data on a monthly basis within three weeks after the end of each month. Non-state
entities classified under the central government shall report the new guarantees they
extended to the General Accounting Office on a monthly basis within three weeks after the
end of each month.
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F. Non-Accumulation of External Debt Payment Arrears by the General Gover nment
(Continuous Performance Criterion)

17. Definition. For the purposes of the program, an external debt payment arrear will be
defined as a payment on debt to non-residents contracted or guaranteed by the general
government, which has not been made within seven days after falling due. The performance
criterion will apply on a continuous basis throughout the program period.

18.  Supporting material. The stock of external arrears of the general government will
be provided by the General Accounting Office with a lag of not more than seven days after
the test date.

G. Floor on Privatization Proceeds (Performance Criterion)

19. Definition. Privatization proceeds will be defined as the cash receipts from the asset
sales to be carried out by the privatization agency (the National Wealth Fund) and prior to
its establishment directly by the government. These will include, but not be limited to, the
sale of equity of listed or non-listed companies and banks, shareholdings in public
infrastructure, shareholdings in SPVs, leasehold in commercial real estate and publicly held
land, sale-lease back operations, securitization of asset-related cash streams, or other assets
incorporated in the authorities’ privatization program, as well as sale of rights and
concessions (including securitization of the proceeds of concessions). Proceeds will be
valued in euro and reported on a gross basis, excluding any associated capital expenditure or
other restructuring costs as well as the operating costs of the National Wealth
Fund.Proceeds will be measured as the inflows of cash received by the National Wealth
Fund, and prior to its establishment directly by the government, as deposited in the Special
Privatization Account at the Bank of Greece on the day the transaction is settled.

20. Supporting material. Quarterly information on the cash receipts from asset sales,
quarterly balances of the privatization account, inflows to the account (by project), and
outflows to the state budget, will be made available by the Minister of Finance, in
collaboration with the National Wealth Fund, no later than two weeks after the end of each
quarter. The Ministry of Finance will also provide a quarterly progress report on the
Sovereign Wealth Fund activity, including a description of its operations, information on
any borrowing (amounts, terms, and collateral), updates on the key steps in the operational
plan, and latest estimates of the expected proceeds and timeline for completion of the
transactions. In addition, quarterly reports on the National Wealth Fund’s activities, along
with an audited report of its finances will be published on the website of the Ministry of
Finance as from end-December 2011.

21.  Other. For QPC monitoring, receipts from privatization are generally excluded (in
line with paragraph 5 of the TMU) from cash revenue receipts. However, for 2011 2012 and
2013 where this is applicable, sales of those gaming licenses, telecom licenses, sales of
aircrafts, and extension of the airport concession that were agreed in the context of the May
2010 program or the 2011 budget (Second Review) discussions will be recorded as cash
revenue receipts and taken into account for the MGGPCB criterion, irrespective of whether
the realized proceeds accrue to the privatization agency or not. The privatization agency will



provide GAO, analytical data on the gross receipts and expenditures of the above mentioned
sources, on a monthly basis — by the end of the 20" of every next month.

H. ESA “Program” Deficit and Overall Monitoring and Reporting Requirements

22.  ESA “Program” Deficit. For the purposes of the program, the ESA deficit will
exclude the sale of non-financial assets such as land, buildings, and other concessions or
licenses, unless these have been agreed in the context of the May 2010 program or the 2011
budget (Second Review) discussions to be deficit reducing measures.

23. Overall Monitoring and Reporting Requirements. Performance under the program
will be monitored from data supplied to the EC, ECB, and IMF by the Ministry of Finance,
the General Accounting Office, and Bank of Greece. The authorities will transmit to the
IMF, EC, and ECB staff any data revisions in a timely manner.

II. MONITORING OF STRUCTURAL BENCHMARKS

24, Benchmark on progressin revenue administration, 2011. Progress in revenue
administration in 2011, to be reported by the authorities on a monthly basis will be defined as
follows:

o Completion of 75 full-scope audits and 225 VAT audits of large taxpayers, as
identified by relevant taskforce, by end-December 2011;

o Collection of 20 percent of all assessed taxes and penalties from new audits of large
taxpayers within 3 months of the assessment date; and collection of 30 percent of all
assessed taxes and penalties from new audits within 6 months of the date of
assessment;

o Collection for the year of 5 percent of the estimated stock of collectable tax debt (€8
billion), with €300 million by end-December 2011.

o Completion of 1000 VAT audits of VAT non-filers as identified by the relevant task
force by end-December 2011.

o Collection of 20 percent of all assessed taxes and penalties from new VAT audits of
non filers within 3 months of the assessment date; and collection of 30 percent of all
assessed taxes and penalties from new audits within 6 months of the date of
assessment.

° In addition,

. Completion of 400 risked based audits of self employed and high wealth individuals
(HWIs), as identified by the relevant task force, by end-December 2011.
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25.

Collection of 20 percent of all assessed taxes and penalties from new audits of HWI
within 3 months of the assessment date, and collection of 30 percent of all assessed
taxes and penalties from the new audits within 6 months of the date of assessment.

Benchmarkson progressin revenue administration, 2012. Progress in revenue

administration in 2012, to be reported by the authorities on a monthly basis, will be defined as

follows

26.

Completion of 300 full scope and 325 temporary audits (e.g. VAT, withholding,
exemptions, etc) of large taxpayers, as identified by the relevant task force, by end-
December 2012.

Collection of 20 percent of all assessed taxes and penalties from new audits of large
taxpayers within 3 months of the assessment date, and collection of 30 percent of all
assessed taxes and penalties from the new audits within 6 months of the date of
assessment.

Completion of 1,700 risked based audits of self employed and high wealth individuals
(HWIs), as identified by the relevant task force, by end-December 2012.

Collection of 20 percent of all assessed taxes and penalties from new audits of HWI
within 3 months of the assessment date, and collection of 30 percent of all assessed
taxes and penalties from the new audits within 6 months of the date of assessment.

Collection during 2012 of at least €1.5 billion of the existing stock of tax debt (as of
end-December 2011)

Completion of 6,000 VAT audits of non-filers as identified by the relevant task force
by end-December 2012.

Collection of 20 percent of all assessed taxes and penalties from new VAT audits of
non-filers within 3 months of the assessment date, and collection of 30 percent of all
assessed taxes and penalties from new VAT audits of non-filers within 6 months of the
date of assessment.

Increase of at least 7 percent in the number of registered VAT taxpayers filing returns
on time with respect the average filings achieved in Q4 2011.

Supporting material. Monthly information on full-scope audits and temporary audits

of large taxpayers, self employed and high wealth individuals, and VAT non filers, and
collection of assessed taxes and penalties, and collection of tax debt will be made available by
the Minister of Finance, in collaboration with the steering committee on revenue
administration, no later than two weeks after the end of each month. First data submission
will include data back to the beginning of 2011. Information will continue to be provided after
December 2012.
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