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I INTRODUCTION 

As the global financial situation has deteriorated, Cyprus has embraced alternative financial 

mechanisms during the past few years in order to overcome its funding challenges and develop 

its infrastructure without the use of public money. BOT, DBFO, and PPP are some of the project 

finance mechanisms that have been utilised in Cyprus in order to help the government develop 

its infrastructure through private sources of funding; relieving it from traditional costs and risks. 

Under these aforementioned schemes, the government is no longer the sole funding carrier for 

public infrastructure. Such projects now depend on the multilateral agencies and development 

banks that finance these types of projects by loan mechanisms. 

 

II THE YEAR IN REVIEW 

Over the past 10 years the public sector has become increasingly interested in project finance 

transactions that have resulted in the advancement of the public infrastructure. Large 

developments such as the Paphos and Larnaca Airports project and the Public Office of the 

General Auditor Building have been constructed as DBFO projects with no construction costs at 

all to the public sector. The airports project is of great importance to the island since it has been 

estimated that the two airports will facilitate more than 2 million travelers per year. 

The Larnaca Port Development Project, and the Limassol and Paphos marina projects are also 

under construction using the DBOT pattern of project financing. These large-scale developments 

are expected to cost more than €3 billion and could take up to seven years to complete, with the 

aim of transforming the Cypriot port of Larnaca into the eastern Mediterranean’s leading cruise-

ship hub. In addition to the development of the port and the marinas, the project includes building 

facilities, five-star hotels, leisure and retail developments, with a promenade to link the projects 

to the downtown areas and beaches. 

Recently, another marina project has been promoted by the Minister of Commerce called the Ayia 

Napa Marina Project, which is a DBFOT project valued at €230 million. Finally, the Paphos–Polis 

Highway project is expected to be the first road infrastructure PPP project on the island. This 30-

year concession contract was tendered out in October 2006 and received interest from several 

domestic and international construction companies. The project includes the financing, design, 

construction and operation of a 31-kilometre motorway linking Paphos with Polis and the 

construction of nine viaducts and three tunnels. The value of the contract was initially estimated 

to be €470 million, but the concession holder’s compensation will be calculated according to the 

availability of lanes and on the basis of performance criteria. The development of motorways 

through the PPP/PFI schemes will increase in the coming years, because projects such as the 

Nicosia southern ring road, the Limassol to Saittas highway, the Nicosia to Palaichori highway 

and the Astromeritis to Evrichou highway will follow the same pattern. 



The government’s commitment to supporting PFI, combined with the experience that domestic 

players have gained over the past 10 years and the confidence that international investors and 

lenders have shown so far, indicate a promising future for PPPs in Cyprus. 

 

III DOCUMENTS AND TRANSACTIONAL STRUCTURES 

i Transactional structures 

The entire philosophy of project finance transactions under the private project financing umbrella 

is that a consortium of international and local construction contractors, heavy equipment suppliers 

and plant and system operators make equity investments in a private project company (the SPV), 

which will build the project, operate it long enough to pay the project debt and equity investment, 

and then transfer it to the sponsoring authority. The SPV raises debt financing by multilateral or 

bilateral agencies and export credit guarantee agencies in order to be able to undertake the 

project. Without the financing of these agencies, funding of the project would not be possible since 

public infrastructure projects bear huge costs. 

The BOT model in project finance transactions and the DBFO model are widely used in Cyprus 

as these patterns provide that the sponsoring authority retains the ownership of the land. Other 

project finance transactions such as BOOTs are not preferred by the grantor since they provide 

that the land’s ownership be transferred to the SPV. 

 

ii Documentation 

The principal documentation in Cypriot project finance transactions includes the 

shareholders/project sponsors’ agreement, the project/concession agreement, the 

lenders/financing agreement, the construction contract and other subcontracts, which are 

determined by the project. 

The shareholders/project sponsors’ agreement defines the parties that make up the SPV’s 

shareholder scheme and monitors their relationships under the project. In addition, this 

arrangement sets out the operational background of the company and determines its decision-

making mode. 

The project/concession agreement contains the license granted by the government to the SPV 

that permits the latter to take possession of the site and commence construction of the project. It 

is considered the main document in project financing transactions, as   it defines the purpose of 

the project and the parties that are involved. It also sets out the terms and the requirements of 

the grantor, the legal and tax regimes applicable to the project, the obligations for each party and 

the duration of the concession period. 

The lenders/financing agreement is the arrangement between the financiers and the SPV for the 

transfer of funds needed for the execution of the project. The financiers provide the SPV with a 



loan on a prefixed interest rate that will normally begin to be repaid on a milestone basis as soon 

as the project starts. 

The construction contract forms the agreement between the SPV and the construction contractor 

for the undertaking of the construction task of the project. This contract defines the obligations of 

the SPV (employer) and the construction contractor during the implementation of the works. 

Usually, construction contracts under these schemes include the design of the project and the 

supply of the materials and equipment as well. It is considered a ‘turnkey contract’ and has a 

single source of responsibility element. 

Depending on the structure adopted in each project, the private financing approach allows the 

involvement of other contracts or agreements in its contractual framework, in order to enable the 

SPV to ensure the outcome of its project against the several uncertainties and risks that might 

arise during the concession period. A good example is the operation and maintenance agreement, 

which secures (as it is titled) the proper operation and maintenance of the project. 

 

iii Delivery methods and standard forms 

The form of construction contract chosen by the parties and especially by the employer who is 

the grantor of the project/sponsoring authority in project financing, defines the allocation of risks 

during the installation of the project. In project financing transactions, the efficient allocation of the 

construction risks and the greater certainty of the total financial exposure of the project are filtered 

through the use of standard forms of contracts such as those of FIDIC, the AIA, the NEC3 and 

the JCT. These forms tend to place the majority of the construction risks on the construction 

contractor and ensure a fixed price for the implementation of the works. They are all turnkey 

contracts and they all have a special version used especially for project financing projects; FIDIC, 

for example, has the ‘Silver Book’, which is considered to be a special version of the FIDIC form 

for project finance transactions.  

 

IV RISK ALLOCATION AND MANAGEMENT 

i Management of risks 

Private finance projects are sui generis by nature, with each project producing distinct risks. A 

significant risk that is found in every private finance project is the completion risk. The completion 

risk includes, inter alia, liabilities for the design and build of the project, the testing of the works, 

the commissioning of the works in accordance with   the specifications set in the project 

agreement and the risk of completing the works on time, which is directly related to the revenues 

and the returns of the equity investments on the project. Since the general principle in project 

financing procurement methods is that the risk goes to the party that can manage it the best, the 

completion risk is always transmitted by the project company to the DB contractor through the DB 

contract. 



The offset or the management of the accumulated risks borne by the project company through 

the concession agreement in these projects is attained through the back-to-back allocation of the 

risk technique. This technique provides that all the risks are passed down from the project 

company to the other project participants such as the EPC contractor, the subcontractors, the 

facilities management contractor (if there is one), etc., because they have the expertise and the 

capability to manage them much more easily than the project company. 

The back-to-back allocation technique allows for legal provisions to be built into the subcontracts 

on similar terms to those included in the concession agreement, shifting the responsibilities and 

the liabilities undertaken by the project company to its subcontractors. This technique is primarily 

promoted by the lenders of the project, whose main concern is the repayment of their loan at a 

fixed-interest rate. Since the project company is in practice an SPV with no assets and with no 

real technical expertise to design and construct the project, it seems that the residual project risks 

that remain with it will also affect the lenders, whose sole compensation is the repayment of their 

loan. In other words, if the project company has to give a design warranty to the grantor, the back-

to-back allocation of risk technique provides that the project company receives a similar warranty 

from its subcontractor. The same applies for liquidated damages provisions, extensions of time 

provisions, payments, etc. (these constitute the equivalent relief provisions). 

 

ii Limitation of liability 

A limitation of liability clause is valid under Cyprus law, as long as the parties agree to include 

such a provision in their agreement. In practice, the risk profile of private finance projects is 

extremely high, thus it is impossible for contractors to manage all project liabilities on their own. 

Usually, the parties agree to set a cap on the liabilities transferred to the contractor by the project 

company, limiting in this way the available forms of claims against the contractor for loss, 

damages, consequential loss, etc. In addition, the parties tend to pre-agree the maximum 

liquidated damages that will be available in the worst-case scenario for non-completion of the 

project on time, specifying from the very beginning the maximum amount that is recoverable in 

such a case. 

Nevertheless, these caps do not include claims for: (1) the death or personal injury of a person; 

(2) the employer’s insurance, which is covered by an insurance company; and (3) third-party 

claims, where those parties choose to claim against the project company instead of the contractor 

for their own reasons. Groups (2) and (3) are subject to the provisions of each contract, but in 

practice they are most commonly excluded from the limitation of liability clauses. 

 

iii Political risks 

Despite the Turkish invasion in 1974, Cyprus has remained politically and economically stable 

since that year and has developed an advanced infrastructure. As a result, numerous 

multinational companies have located to Cyprus in order to utilise its location, favourable tax 

regimes, the euro and its highly qualified working population. 



According to AMB’s Country Risk Report of 2012: 

Cyprus is a Country Risk Tier -3 country, which places it among the less risky countries in the 

Middle East and North Africa regions, but makes it one of the more risky countries in the eurozone. 

While entrance into the European Union and adoption of the euro have increased economic 

stability in Cyprus, political tension between the Greek and Turkish Cypriots remains. The Cypriot 

economy fell into recession in late 2008, and contracted in 2009. Much of this decline was driven 

by a reduction in tourism demand given poor economic conditions throughout Europe. The 

economy grew by 1.1% in 2010 and 0.5% for the full year 2011. 

Since 15 March 2013, the Cypriot banking system has suffered major problems because of 

significant exposure to Greek banking bonds, but the discovery of natural gas resources to the 

south of the island is likely to increase the growth percentages significantly in the next five to 10 

years. 

Cyprus has been a signatory of MIGA since 1988, but there has been no need for it to seek the 

political risk insurance coverage for any of its projects. Since 1 May 2004, Cyprus has been a 

member of the EU, thus nationalisation or expropriation, currency exchange and transfer 

restrictions are regulated by the general policy of EU and the EU Regulations. 

 

V SECURITY AND COLLATERAL 

Commercial banks, export credit agencies, bondholders, multilateral and bilateral lending 

institutions usually provide the SPV with a loan on a prefixed interest rate that is normally repaid 

on a milestone basis as soon as the project starts to get its revenues. The aforementioned 

financiers do not invest in the project with the same risk return as the shareholders; therefore, any 

upsides that may be realised in the course of the project do not concern them. However, the 

limited recourse nature of the SPV, and the fact that the biggest portion of funding is actually a 

debt funding, gives them a key role in the decision- making processes of the SPV. Given that the 

financiers are only entitled to certain assets in times of a potential hardship, they are extremely 

vulnerable to the risks borne by the project company. In order to minimise such risks the financiers 

usually include security mechanisms in their agreements, which provide them with some control 

on the other contractual arrangements of the project company; for example, financiers may enter 

into interface agreements with the grantor and/or the subcontractors of the project, or they may 

request that clauses are included within the SPV’s contracts with the other parties that allow them 

to step in and take control to safeguard their loan. In addition, financiers usually protect their 

investments through the use of a floating charge over all assets of the project company, a pledge-

over-share certificate and a mortgage over any real estate. 

All forms of property, whether tangible or intangible – including immoveable property, shares, 

moveable property, contractual rights – can be used as collateral in Cyprus, subject to applicable 

laws and contractual agreements. Mortgages over immoveable property must be registered at the 

local land registry. Pledges over shares must be registered at the Registrar of Companies. 



Step-in rights are generally admissible in Cyprus. Creditors are not always required to go through 

a court process in order to take control of the relevant assets that are the subject matter of the 

security agreement. The most commonly used step-in rights in project finance structures are the 

floating charge over the assets of a company and a mortgage over immoveable property. 

 

VI BONDS AND INSURANCE 

The use of construction surety bonds in Cyprus is common in projects that involve substantial 

construction work and lengthy provisional contracts. In public contracts, surety bonds are 

mandatory in every contract worth more than €20,000 and in the vast majority of contracts worth 

more than €2,000. 

As with the rest of Europe, surety bonds are issued by a bank/credit institution and are called 

‘bank guarantees’. Cash equalling the limit guarantee amount is paid in the event of default by 

the principal to uphold its obligations to the obligor. In addition, surety bonds also provides a form 

of reassurance that the principal is not or will not go into bankruptcy proceedings during the bid 

or the contract period. 

The most common surety bonds currently used in construction contacts in Cyprus are as follows. 

a Bid bonds: the obligation of a bid bond is that the winning bidder will honour its bid, and 

undertake the contract under the conditions at which they bid. These bonds are usually valid for 

a specific period of time, usually a month more than the bid validity period. If the principal refuses 

to honour its bid, the principal and surety are liable on the bond’s value, which is usually 10 per 

cent of the bid value. 

b Performance bonds: the obligation of a performance bond is to ensure that the principal 

will complete the contract according to its terms. These bonds are active until the expiry of the 

contract’s liability period or until a maintenance bond is issued. They are intended to be used in 

the event of failure by the contractor to fulfil its obligations, as these derive from the contract. The 

benefactor of the bond is the obligor and the value of the bond is usually equal to the contract 

value. 

c Maintenance bonds: the principal role of a maintenance bond is to protect the obligor 

(owner) against design defects or bad workmanship and to guarantee that the project construction 

will be regularly and correctly maintained throughout the maintenance period. Maintenance bonds 

expire with the expiry of the maintenance period. The value of these bonds is usually equal to 1 

per cent of the contract value or 10 per cent of the value of the maintenance contract. 

d Payment bonds: payment bonds are never used in construction contracts in Cyprus 

despite the fact that the vast majority of contractors never pay their subcontractors or suppliers 

on time and many of them never pay them at all. 



The number of small companies that are forced into bankruptcy is increasing, due to their inability 

to collect their debt from contract companies, in conjunction with the time- consuming Cypriot 

legal system. This is becoming a norm in the Cypriot construction sector and it is a major issue. 

It is reasonable to suggest that a construction company that provides its subcontractors with 

payment guarantees would get substantially better prices than those that do not provide them. 

 

i      Insurance guarantees 

The contractor must fulfil its obligations deriving from the provisions of the legislation in force in 

Cyprus3 in relation to the protection of its employees and working conditions. The contractor thus, 

is obliged to insure its personnel and maintain such insurance in effect throughout the execution 

of the contract, and shall ensure that its subcontractors shall do the same. 

The execution of the contract does not give rise to any legal relation between the owner and the 

personnel of the contractor engaged in the implementation of the contract. However, the owner 

shall take all appropriate measures for the protection and safety of the personnel of the contractor 

and of its subcontractors in the event that implementation of the contract takes place at the 

owner’s premises, and shall advise the contractor in writing of the peculiarities, if any, of its 

premises. In addition, the insurance for the protection of the contractor’s employees should be in 

both the names of the contractor and the owner, although this is not mandatory. 

In public and large contracts, the main contractor must also insure the project (buildings and 

equipment) to its contract value and take out public liability insurance. 

Since the beginning of the year, and especially after current events in the Cypriot banking sector, 

many companies are facing liquidity issues and experiencing difficulty in providing bid bonds and 

performance bonds, which subsequently increases the companies’ binding price. 

For many years, the banks have maintained a very relaxed policy regarding these bonds,  

charging  the  value  of  the  bond  to  the  company’s  account  in  the  form  of  an overdraft. Due 

to their own liquidity problems, however, this has changed and banks now require guarantees for 

the value of the bond. This situation is not likely to change as banks are now obligated to follow 

a more strict policy regarding the overdraft facilities they offer to company accounts and the 

guarantees they require. 

 

VII ENFORCEMENT OF SECURITY AND BANKRUPTCY PROCEEDINGS 

Mortgages and pledges over the assets of the project company can be enforced without prior 

court approval. 

A project lender may enforce its rights as a secured party under the Companies Law4 by a 

compulsory winding up of the project company by court order. The project lender may be granted 



such an order by the court if the project company is unable to pay its debts or if the court is 

satisfied that it is just and equitable that the company should be wound up. 

The Companies Law provides that there is a chance to invalidate a charge granted by the 

company or any other disposition it has made or any debt that it has incurred. 

Section 301 of the Companies Law provides that any conveyance, mortgage, delivery of goods, 

payment, execution, or other act relating to property made or done by or against a company within 

six months before the commencement of its winding up will, in the event of is occurring, be 

deemed a fraudulent preference of its creditors and be invalid. The court may examine the 

dominant or real intention and not just the result. 

Section 303 provides that where a company is being wound up, a floating charge on the 

undertaking or property of the company created within 12 months of the commencement of the 

winding up shall be invalid unless the company proves immediately after the creation of the charge 

that it was solvent, except for any cash paid to the company at the time of or subsequently to the 

creation of in consideration of the charge. 

In the event of bankruptcy proceedings, the cost of the winding up,5 the charges secured by a 

floating charge will be paid preferentially to the project lender. 

In Cyprus only entities with no commercial object pursuant to their articles are excluded from 

bankruptcy proceedings. In such entities, the rules of liquidation and winding up apply. 

Out-of-court enforcement proceeding may be available for lenders to seize the assets of the 

project company in the following ways: 

a a floating charge over all assets of the project company, which will entitle them to appoint 

an administrative receiver of the  company; 

b a pledge-over-share certificate. Subject to the provision of a notice the pledge may put 

into effect the transfer of the relevant shares; and 

c a mortgage over any real estates. A lender may send a notice to the mortgagor, whose 

debt is outstanding for more than one month. If a mortgagor fails to comply with the notice, the 

mortgagee may file an application in the land registry requesting the sale of the mortgage. 

 

VIII SOCIO-ENVIRONMENTAL ISSUES 

i Licensing and permits 

There has been a rapid increase in the amount of investment and work taking place in the 

construction sector in Cyprus, due to its membership of the European Union and because of the 

island’s geographical location. This has been driven in part as a way of countering the economic 

crisis by bringing revenue to the country through the development of projects and buildings, such 

as the Limassol Marina. 



The legislation that governs the construction sector in Cyprus is the Town and Country Planning 

Law 90/72 as amended and the Estimation of Repercussions on the Environment for Specific 

Construction Work, Law 140(I)/2005. These laws relate to   all aspects of the construction sector, 

aiming for the correct balance between economic growths with the protection of the environment. 

Article 21 of Law 90/72 demands that a planning permit is necessary for the construction of any 

building; the permit can be given with or without conditions.    If conditions are imposed, this will 

include environmental issues. These terms are harmonised with the local development plans of 

each region,6 with each policy statement7 and with the determined white zone.8 

The local development plans are authorised by the Minister of Internal Affairs, one for each region 

with the aim being the methodical growth of each region, while protecting the characteristic 

elements of the region, among which are issues concerning the environment. The policy 

statement is produced by the Minister of Internal Affairs. The main purpose is to examine any 

applications for building permits in cases where local development plans have not yet been 

created, ensuring further protection. White zones are created with the publication of an order 

given by the Council of Ministers, aimed at protecting natural areas of special environmental 

interest from any construction work. These regions should remain untouched, with any 

construction being prohibited or limited to what is strictly necessary. Moreover, according to Article 

39 of the same law, the Minister can publish a protection of trees order, protecting any tree or 

group of trees from destruction for construction purposes. 

Law 140(I)/2005, which is applied in combination with Law 90/72 applies to large projects such 

as golf courses, marinas and harbors. This Law requires that every application for a building 

permit that concerns this particular category, is accompanied with a valuation of the estimated 

environmental impact. The valuation must locate, describe and evaluate the direct and indirect 

impact the construction may have on any person, the flora, fauna, natural landscape, water, 

atmosphere, soil, sea and climate. 

Both Laws should always be applied together. Cyprus has a number of other laws relating to 

specific areas, for example: 

a Law 106(I)/2002 on the Protection and Management of Waters; 

b the Control of Atmospheric Pollution Law  

c the Protection from Ionizing Radiation Law 

d the Air Quality Law  

e the Chemical Substances Law and 

f the Protection of the Environment through the Criminal Law 

 

In addition, as Cyprus is a member of the EU, all European Regulations and relevant Directives 

have effect. Consequently, there is a steady improvement in environmental protection. 



 

ii Equator Principles 

As of June 2013, there are no Cypriot financial institutions that are members of the Equator 

Principle Association. However, as the number of large international financial institutions providing 

finance to local construction projects increases, it is inevitable that their adoption will become 

more widespread on the island. Indeed, the two recent airport constructions were subject to the 

Equator Principles. 

 

iii Responsibility of financial institutions 

Cypriot financial institutions are subject to the relevant Cypriot, EU and international laws and 

directives relating to money laundering. Failure to comply may lead to regulatory and criminal 

sanctions. In addition, breach of contractual terms within the project finance transactions by a 

financial institution may result in the institution being civilly liable for breach of contract. 

 

IX PPP AND OTHER PUBLIC PROCUREMENT METHODS 

i PPP 

PPP contracts in Cyprus are generally long-term agreements (between 25 and 30 years) between 

the public sector authority and private parties, in which the private parties provide a public service 

or project and assume substantial, financial, technical and operational risk in the project. PPPs 

concern services not assets, thus the public sector authority pays for services rather than the 

construction of the facility; however, the authority has to pay the SPV a unitary charge at regularly 

intervals (per month) over the life of the contract when the service becomes available. The cash 

flow for the contract of the facility/project is given by the financiers as a loan. When the 

facility/project becomes available and the SPV is being paid for the service, the financiers have 

their loans repaid. 

Project development through the PPP pattern seems to be very advantageous since it: 

a allows the government to develop its public infrastructure without involving public funds; 

b makes use of the technical expertise and experience of the private sector for the benefit 

of public projects; 

c involves many technological advances and innovations in its construction methods; 

d transfers a great number of risks from the public sector to the private sector; 

e enhances the long-term competitiveness of the private sector increasing the rate of the  

national economy; 



f improves the project’s efficiency; and 

g attracts foreign investment and allows the construction of the public infrastructure much 

faster than other development approaches. 

The only formal statutory and regulatory framework that applies to PPP transactions under Cyprus 

law can be found in Clause 24 of Law 12(I)/2006 (Tendering Procedure for Public Contracts) and 

in the 201/2007 Regulations (subsidiary legislation). Beyond the scope of this law, Cyprus law is 

completely harmonised with the EU standards that apply to this type of transaction. 

Eligibility for participation in most of the tender procedures are: 

a natural or legal persons; 

b joint ventures of natural or legal persons lawfully established in Cyprus; 

c joint ventures established in any other EU Member State; 

d joint ventures established in the European Economic Area; 

e joint ventures established in third countries who have signed and ratified the WTO’s 

Government Procurement Agreement, or have signed and ratified association agreements or 

bilateral agreements with the EU or Cyprus; or 

f joint ventures that have paid the price for the tender documents. 

The above requirements also apply to every subcontractor or supplier, the tender proposes a 

percentage of the project in excess of 10 per cent of the tender amount for undertaking the 

execution or supply, as the case may be. 

Interested economic operators may submit tenders as joint ventures. Depending on the project, 

the number of partners in a joint venture may be subject to limitation and all the parties shall be 

jointly and severally liable. Most of the time joint ventures need not take a specific legal form in 

order to submit their tenders. If the selected contractor is a joint venture, then such a joint venture 

must take the legal form of company or of partnership before the contract is signed. The legal 

form should state that the lead partner appointed should be responsible for the contract and such 

appointment shall be confirmed by submission of powers of attorney signed by legally authorised 

signatories representing all the individual partners. Usually, the lead partner is responsible for the 

complete design of the project. 

The most significant PPP scheme taking place in Cyprus is the Paphos to Polis highway; in future, 

it seems likely that a number of road infrastructures will be developed in the same way. 

  

ii Public procurement 

Presently, a legal framework for PPP does not exist in the country. However, public procurement 

for PPP is regulated under Law 12(I)/2006, in particular Clause 24. This Law promotes the 



transparency and the equal treatment of the bidding procedure in public contracts and regulates 

all the contracts regarding public works. 

In cases where the parties wish to contest the award of a bid to a competitor, they can either refer 

to the Review Board Authority or to the Supreme Court for recourse. Such appeals may suspend 

the procurement procedure or the conclusion of the contract only if it is proven that suspension is 

necessary for the promotion of fairness. 

 

X FOREIGN INVESTMENT AND CROSS-BORDER ISSUES 

Despite the problems that have arisen since mid-March 2013, Cyprus remains one of the fastest-

growing property markets in Europe, due to very competitive prices. The market is growing at a 

steady rate, offering a secure investment for Cypriot and foreign investors. 

On its accession to the EU, Cyprus revised many of its laws placing restrictions on property 

investment by other EU citizens or companies, allowing EU citizens to own as much property as 

they wish. The amount of immoveable property non-EU citizens or companies may own is limited. 

Nationals of a non-EU country must seek the approval of the Council of Ministers before they can 

own any type of immoveable property. Unless there are exceptional circumstances, their 

ownership will be limited to an apartment or a house or villa, which is under construction or built 

on an area not exceeding 4.014 square metres. In exceptional circumstances, the Council of 

Ministers will grant permission to own more than one of the above, after the submission of the 

relevant application (except for property developers). 

A company with a majority of directors and shareholders who are Europeans is not considered to 

be a foreign company and can buy any amount of land in Cyprus. Taxable profits on all Cypriot 

companies and interest income earned from trading activities are taxed at the rate of 12.5 per 

cent,14 which is considered to be one of the lowest in Europe. Consequently, foreigners usually 

create a company in Cyprus in order to pay the least possible tax. Foreign companies operating 

in Cyprus, pay 12.5 per cent tax on the earnings that are created from trading activities in Cyprus. 

The procedure that needs to be followed is outlined below. 

a A planning permit is applied for, defining what can be built, its use, the access, whether 

part of the land has to be used for public use, the layout/appearance of a building, the density, 

height, coverage etc. 

b Once a planning permit has been issued, an application is made for a building permit. This 

checks  

c Once the building is finished, the Municipality/District Office/Town Planning Department is 

invited to check that it has been built in accordance with the town planning and building permits 

issued for its construction (see above). 



d Buildings are not always constructed in accordance with these town planning and building 

permits. In these situations new applications must be made for a revised town planning permit 

(cover permit) and a revised building permit (cover building permit). Once the cover permits have 

been issued, the Municipality/ District Office/ Town Planning Department is invited once again to 

check that it is in order. 

e Once the Municipality/District Office/Town Planning Department has inspected the 

building a certificate of final approval must be sought from the Building Committee. 

f If a building forms part of a development, a division permit is sought. This enables the 

authorities to subdivide the building so that a title deed may be issued. 

g Once a division permit has been issued, a certificate of approval of the division permit is 

required. This follows a similar procedure to that of the certificate of final approval: through a civil 

engineer and the Building Committee. 

h Once a certificate of approval of the division permit has been issued, an application is 

made to the District Lands Office for the registration of the property and issue of title deeds. 

 

This procedure is followed whether the investor is Cypriot or foreign. 

 

i Removal of profits and investment 

With the accession of Cyprus to the EU on 1 May 2004, the Movement of Capital Law15 allowed 

for the harmonisation of Cypriot law with the founding treaties of the EU. 

Specifically, the control on exchange was suppressed and thus the movement of capital was 

released for residents of Cyprus and residents of other EU Member States, who may now hold 

and manage assets and liabilities in any foreign currency and in any country, including freely 

convertible and transferable balances on the island. The same applies between Cyprus and third 

countries, with the exception of the acquisition of property and investments. Non-European 

citizens may open foreign currency and local deposit accounts but regulations differ depending 

on the situation of the expatriate. 

Foreign investors can participate in most sectors of the economy on the same basis as any Cypriot 

enterprise, without a minimum level of capital investment. EU citizens are free to open bank 

accounts and make transfers to or from them. 

Moreover, the open trading of capital and payments and the introduction of the euro as the official 

currency in Cyprus has advantages as the promotion of price stability and low-inflation growth. 

The European Central Bank establishes the monetary policy, thus Cyprus is not able to devalue 

its currency or change its interest rates. 



The low tax rate, with the extensive double tax nation treaties, also provides companies resident 

in Cyprus with a strong basis for cross-border and foreign investment;  

Cyprus is a signatory to double-tax treaties applying to 40 countries. In addition, profits earned 

from a permanent establishment abroad are exempt from corporation tax. Dividend income 

received in Cyprus from a foreign corporation is also exempt from taxes. Taxable profits on all 

Cypriot companies and interest income earned from trading activities are taxed at a rate of 12.5 

per cent. 

All Cyprus tax residents are taxed on their income accrued or derived from all sources in Cyprus 

and abroad. Non-tax residents of Cyprus are taxed on income accrued or derived from sources 

in Cyprus. An individual is considered to be a tax resident in Cyprus if he or she spends more 

than 183 days of the year there. 

As a result of the current economic crisis in Cyprus, which led to an EU bailout, temporary capital 

control measures are in place. As the measures are constantly being eased and will be lifted 

entirely in the coming months, specific information cannot be given at the time of writing. Once 

lifted, it is expected that the situation will return to that detailed above. 

 

XI DISPUTE RESOLUTION 

i Special jurisdiction 

Dispute resolved through traditional legal proceedings are heard in the various district courts, with 

the Supreme Court being the forum for appeals. The court procedure is very similar to that of 

England but is conducted in Greek. Cypriot contract law and company law are based on common 

law. 

No specific courts, tribunals or procedures exist in Cyprus concerning project finance transactions 

or construction contracts. Furthermore, no special jurisdiction  issues need to be considered by 

foreign investors. 

Due to the many internationally owned companies existing on the island, Cyprus is proficient at 

registering foreign judgments through Regulation 44/2001, as well as having Cypriot judgments 

registered abroad. 

 

ii Arbitration and ADR 

In Cyprus, a disagreement or dispute can be resolved through traditional legal proceedings (court 

litigation) or through ADR. Methods used in Cyprus are arbitration and mediation, with arbitration 

being the most common. 

Arbitration proceedings are governed by two separate legal regimes: the Cyprus domestic 

Arbitration Law, Cap. 4, which regulates domestic arbitrations, and the International Arbitration in 



Commercial Matters Law 101/1987 (‘the IACM’), which adopts the basic approach of the 

Convention on the Recognition and Enforcement of Foreign Arbitral Awards. 

Nearly all types of disagreement or dispute can be arbitrated, including real estate, project finance 

and construction issues, with no specific methods used for particular issues. Types of disputes 

that are not arbitrable are those involving illegality and fraud (this covers only domestic 

arbitrations), disputes falling within the ambit of Articles 101 and 102 of the Treaty on the 

Functioning of the EU (relating to competition), disputes that will affect the public at large such as 

a judgment in rem against a ship, etc., the statutory right of a shareholder of a limited liability 

company to petition the winding up of the company, matrimonial disputes and criminal law 

matters. The domestic Arbitration Law, Cap. 4 only regulates domestic arbitrations. 

The IACM regulates disputes deriving from international arbitration agreements. According to the 

IACM, a dispute is considered international if the parties had their place of business or relation in 

different states when they entered into the contract. 

The IACM gives parties the power to regulate the procedure the way that best suits them. They 

can agree from the beginning on details, such as the place and the method of the arbitration, the 

number of arbitrators, the person they want as arbitrator and generally anything that concerns the 

procedure. If something has not been regulated by the parties, the arbitrator is free to rule on the 

arbitration procedure. The domestic Arbitration Law, Cap. 4 regulates all these subjects in cases 

where they have not been regulated by the parties. 

The only legal requirement for an arbitration agreement or clause to be valid is that it must be in 

written form. The agreement or clause may be a part of a main agreement (e.g., construction 

agreement) or a separate agreement, which is strictly referred to as an integral part of the main 

agreement. No dispute is considered to be subject of automatic domestic arbitration. The parties 

will decide if the dispute will be arbitrated or not and which country will arbitrate the dispute. 

Parties choosing the arbitration method may also seek redress from the national courts. Article 8 

of the Arbitration Law enables the court to stay any proceedings commenced while an arbitration 

agreement is in force. Generally, national courts are very supportive of ADR and commonly stay 

legal proceedings. 

Cyprus arbitration decisions may be either binding or non-binding, depending   on the terms of 

the arbitration clause or agreement. Binding arbitration decisions may be confirmed by a court 

and carry the same significance as a court judgment. The Cyprus arbitrator award cannot be 

reviewed by a court and there cannot be appealed. Cyprus Law recognises an arbitral award 

issued by a foreign or international tribunal as binding and enforceable, regardless of the country 

in which it was issued. The reasons that would justify a refusal to recognise and enforce an arbitral 

award are set out in Section 34 of the ICAM. These grounds are exclusive and cover specific 

circumstances. 

Cyprus has signed several bilateral and multilateral agreements, which recognise arbitration as 

an ADR and include provisions for the mutual recognition of arbitral awards. On 29 December 

1980, Cyprus became a contracting state to the New York Convention (which was ratified by 



Cyprus with Law No. 84/1979)16 and the Energy Charter Treaty in January 1998. The country is 

also a signatory to the ICSID Convention 

 

XII OUTLOOK AND CONCLUSIONS 

Especially nowadays, project finance transactions seem to be a very promising method for 

constructing public infrastructure in Cyprus. They enable the government to develop large projects 

and utilise the private sector’s experience and capability without spending public money. 

Although the private sector has major concerns that the industry is not progressing as quickly as 

in other European countries, it seems that the economic crisis and the problems that have been 

recently struck the Cypriot banking sector have made PPP inevitable for the development of public 

infrastructure on the island. The scepticism that existed under the previous left-leaning 

government has vanished since the recent presidential elections; the new government has no 

other option but to follow this global trend and it has already announced that it will do so. 
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