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Cyprus Eyes Bilateral Loan From Russia
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According to the Cypriot government official, the country needs [euro]1.8 billion-[euro]2 billion to recapitalize Cyprus Popular Bank,
the nation's second-largest lender, after it suffered losses in the Greek government-debt restructuring earlier this year.

Cyprus is close to securing a bilateral loan from Russia, a senior finance ministry official told Dow Jones Newswires Wednesday,
while another official said funding for the island may be sourced from both Europe and a separate sovereign state.

"Cyprus is close to securing a bilateral interstate loan from the Russian Federation," the senior finance ministry official said.

"The next days are crucial. We are currently considering whether we are going to resort to the rescue fund or to a state fund," said
another government official who didn't want to be named. "There may even be a combination."

The comments come in response to reports that Cyprus has asked Russia to grant it a loan for [euro]5 billion ($6.2 billion), first
disclosed by Cypriot newspaper Alitheia Wednesday.

The amount accounts for more than a quarter of the Mediterranean island's annual gross domestic product. Last year, Cyprus
secured a [euro]2.5 billion loan agreement from Russia that staved off the immediate need for a bailout.

The issue of the loan has become caught up by the island's domestic political problems. Cyprus's President Dimitris Christofias has
seen his popularity plunge since last year and is facing an uphill struggle for re-election in a vote set for early 2013.

Mr. Christofias is believed to favor a bilateral loan from Russia, with which Cyprus has had a close relationship for decades. Cyprus's
favorable tax regime has drawn a flood of Russian money, and the island nation was the largest recipient of Russian foreign direct
investment in 2011. The country's Russian-speaking population numbers close to 40,000, and the amount of Russian cash on
deposits in Cyprus's banks and real estate sector has been estimated between [euro]10 billion and [euro]20 billion.

The island's central bank governor also said Wednesday that the country should opt for a bilateral loan instead of a European Union
bailout if terms are favorable.

"If possible entry to the EU support mechanism is only to do with the consolidation of the banking system, then I believe there will
be no additional costs to the Cypriot tax payer. I believe the same is valid for a bilateral loan," Panicos Demetriades told reporters.

But Russia has been pushing for a high interest rate and other concessions on that loan and several of Cyprus's economic policy
makers, including Finance Minister Vassos Shiarly, appear to favor asking Europe for a bailout



"It would be better if we had alternatives, then we could negotiate better terms for the loan," the government official said.

A Russian finance ministry official said they had no knowledge of a new bilateral loan for Cyprus.

Earlier this week, Mr. Shiarly said the country's need for an international bailout was "exceptionally urgent" so it could recapitalize
its banks and that the issue would need to be resolved by the end of the month.

According to the Cypriot government official, the country needs [euro]1.8 billion-[euro]2 billion to recapitalize Cyprus Popular Bank,
the nation's second-largest lender, after it suffered losses in the Greek government-debt restructuring earlier this year.

"But it might also need an extra [euro]2.5 billion to [euro]3 billion in order to meet its financial needs in 2013 and 2014," the official
said. "This depends on what happens in Greece and whether the situation is going to be stabilized after the elections. Our financial
situation is satisfactory, but the Cypriot economy is highly connected to the Greek."

Fitch Ratings said Wednesday in a report that Greek and Cypriot banks would be severely exposed from a Greece's hypothetical exit
from the euro zone.

"If we found a country that could lend us that money with a good interest rate, we would of course say yes. But if not, our priority is
the [euro]1.8 billion to [euro]2 billion needed for the recapitalization of the bank," the official said.

Last month, the Cypriot parliament approved a plan to support Cyprus Popular Bank after the lender wrote down some [euro]2
billion in loans.

Cyprus said over the weekend that it would seek European funds to recapitalize its own banks. Some European officials have
cautioned that the country's request might signal that contagion is spreading in the euro zone. Greece, Ireland and Portugal are all
in bailout programs.

The expected request for European aid comes against the backdrop of a weakening economy. o close its budget gap, the Cyprus
government is shortly expected to announce a new package of austerity measures.

Ira Iosebashvili in Moscow contributed to this article.
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