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<Commission>{PETI}Committee on Petitions</Commission>
<Date>{18/12/2015}18.12.2015</Date>
<TitreType>NOTICE TO MEMBERS</TitreType>
Subject:
<TITRE>Petition No 1721/2014 by Takis Hadjigeorgiou (Cypriot) concerning the extremely high interest rates charged by banks in Cyprus</TITRE>
1.
Summary of petition
The petitioner expresses concern that despite the economic crisis which has greatly impoverished Cypriot nationals, banks in Cyprus frequently impose high interest rates on mortgages without prior notification, regardless of the financial situation of borrowers. He indicates that the interest rates are far above the average for the euro area, making it impossible for many citizens to meet their financial obligations, involving them in legal proceedings.
2.
Admissibility
Declared admissible on 3 June 2015. Information requested from Commission under Rule 216(6).
3.
Commission reply, received on 18 December 2015
The petition is not about a specific case but about the situation in Cyprus. Three issues are raised, namely: the level of interest rates; the information provided to consumers on interest rates and responsible lending practices and the treatment of borrowers in payment difficulties.

A) The level of the mortgage rate is primarily determined by the refinancing conditions and the level of competition in financial markets. Directive 2014/17/EU on credit agreements for consumers relating to residential immovable property 
 is expected to increase the availability of cross-border loans (through the passport for credit intermediaries, more comparable information on creditor’s offers, property valuation standards and non-discriminatory access to credit database for all lenders). This should result in enhanced competition, thus more competitive pricing.
B) Directive 2014/17/EU will put borrowers in a better position to understand and compare credit offers, and make informed decisions. Creditors will have to inform borrowers about the main characteristics of the loan including the formula used to revise the borrowing rate and its different components, and where further information on the indices or rates used in the formula can be found; the potential risks associated with the borrowing rate and a worst-case scenario in case of variations in the borrowing rate; the amortisation structure of the loan. Any indices or reference rates used to calculate the borrowing rate will have to be clear, accessible, objective and verifiable by the parties to the credit agreement and competent authorities. The creditor will also have to inform the consumer of any change in the applicable borrowing rate during the lifetime of the contract, before the change takes effect. In any case Member States should be able to maintain or introduce restrictions or prohibitions on unilateral changes to the borrowing rate by the creditor (recital 67).

In addition the creditor will have to carry out a thorough creditworthiness assessment before granting the loan, taking account of the borrower’s circumstances as well as the features of the credit. For instance in the case of a variable interest loan, reasonable allowance will have to be made for an increase in the borrowing rate.

Directive 93/13/EEC protects consumers against unfair contract terms. The enforcement of Directive 93/13/EEC is the responsibility of national courts and enforcement authorities. If a term in a contract with a consumer is declared unfair, then, it is not binding on the consumer. However, according to Article 4(2) of Directive 93/13/EEC, the assessment by the court 
cannot relate to the "adequacy of the price and remuneration, on the one hand, as against the services or goods supplied in exchange", unless the national transposition has extended the protection to cover also such issues. 

The petitioner complains about "extremely high interest rates" and refers to the CJEU judgement in the Kasler
 case. In accordance with Article 4(2) of Directive 93/13/EEC, the amount of the rate of interest may be seen as remuneration and therefore its adequacy against the services or goods supplied in exchange may be excluded from the judicial assessment. 

The Kasler case relates specifically to the mechanism to calculate the exchange rate for instalment payments for loans in foreign currency. The Court of Justice found that such a mechanism is not covered by Article 4(2). However, nothing in the petition indicates that the question of the petitioner would relate to foreign exchange rate loans and therefore the Kasler case does not seem to be relevant. 

The petitioner further states that banks impose higher interest rates "without prior notification". This could relate to the mechanism for modification of interest rates, which could be covered by point (j) in the annex to Directive 93/13/EEC. The fairness of such term could be fully assessed by the court. However, point (b) of part 2 of the annex to Directive 93/13/EEC allows modification of interest rates without prior notification where there is a valid reason, provided that consumer is informed "at the earliest opportunity and that the latter are free to dissolve the contract immediately".

The Commission cannot assess individual cases but looks into the overall system of protection against unfair terms in the Member States. However, in the petitioner's particular case, there is no evidence of an infringement of EU law in Cyprus.

C) Debt settlement procedures are currently not regulated at Union level. Directive 2014/17/EU includes provisions on reasonable forbearance by creditors before foreclosure proceedings are initiated. Such principles were complemented by the EBA guidelines on arrears and foreclosures
. In addition, under the Directive Member States are also required to ensure that, where outstanding debt remains after foreclosure proceedings (despite the obligation of best efforts price for the foreclosed property), measures are in place to facilitate repayment in order to protect consumers. The implementation of these principles by Member States will be closely monitored during the transposition phase, taking account of national contract law and judicial procedures.

Conclusion

Many issues mentioned by the petitioner are expected to be tackled by Directive 2014/17/EU which will apply for credit agreements concluded after 21 March 2016. The Commission will closely follow the Directive's transposition.

The Commission will undertake a review of the Directive three years after its transposition and assess whether additional measures are necessary at Union level on the post-contractual stage of credit agreements. Any possible initiative in this field will have to take into account the consumers' needs and financial stability.
The enforcement of Directive 93/13/EEC is the responsibility of national courts and enforcement authorities. 
� OJ L 60, 28.2.2014, p.34.


� Case C-26/13, judgement of 30 April 2014.


� � HYPERLINK "http://www.eba.europa.eu/documents/10180/1092172/EBA-GL-2015-12+Guidelines+on+arrears+and+foreclosure.pdf/a16dfe3a-932c-4ff3-b4ff-8cf9f54799ca" ��http://www.eba.europa.eu/documents/10180/1092172/EBA-GL-2015-12+Guidelines+on+arrears+and+foreclosure.pdf/a16dfe3a-932c-4ff3-b4ff-8cf9f54799ca�.
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