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PREFACE

In our sixth year of writing and publishing The Energy Regulation and Markets Review, we 
have seen dramatic changes in global energy policies. Notwithstanding President Trump’s 
announcement that the United States will withdraw from the Paris Agreement, and the 
referendum in the United Kingdom to leave the European Union, there have been continued 
efforts to reduce greenhouse gases (GHGs) by the signatories to the Paris Agreement. There 
is still a significant need to invest in infrastructure, and we have seen significant investment 
throughout the supply chains in the oil, gas and power sectors globally. The Fukushima 
nuclear incident continues to impact energy policy, and we continue to see extensive 
liberalisation of the energy sector.

I CLIMATE CHANGE DEVELOPMENTS

With respect to climate change efforts, the Paris Agreement went into effect on 
4 November 2016, and thus far, 148 countries have ratified the Agreement. President 
Trump has recently announced that the United States would be withdrawing from the Paris 
Agreement, but we continue to see significant carbon reduction efforts, such as increased 
development of renewable resources, as well as energy efficiency and demand reduction 
measures, globally, including in the United States.

In Europe, the European Union adopted ‘A Framework Strategy for a Resilient Energy 
Union with a Forward-Looking Climate Change Policy’, and it is expected that there will 
be a  large amount of European secondary legislation to increase the amount of renewable 
resources. While the United Kingdom voted to exit the European Union, the United 
Kingdom continues to invest heavily in offshore and onshore renewable projects, and has 
been particularly active in the battery storage sector to round out intermittent renewable 
production, offset demand and arbitrage energy prices. President Macron has stated his 
intent to have France fulfil its goals of closing all coal fired power plants within five years and 
doubling the capacity of wind and solar renewable generation. Denmark continues to seek 
to have renewable energy meet all of its electricity demands by 2050. The Netherlands has a 
goal of reducing GHGs by at least 25 per cent by 2020, and is closing at least two coal-fired 
power plants. Germany undertook significant steps to increase reliance on renewable energy 
resources.

China released a plan to have 15 per cent of its energy supplied by non-fossil fuels, 
20 per cent from natural gas and no more than 58 per cent from coal by 2020. Korea’s goal 
is to cut GHGs by 37 per cent by 2030. India announced a goal to have at least 40 per 
cent of its installed electric capacity powered by non-fossil fuels. Japan and Australia are 
working to improve energy efficiency and conservation and to increase reliance on renewable 
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energy supply. The United Arab Emirates continues its efforts to reduce its carbon footprint, 
announcing a goal of having 25 per cent of its capacity from renewables by 2030, and 
75 per cent by 2050. Australia is adding significant new renewable resources. Even the 
United States is seeing significant investment in renewable energy development. While the 
Trump Administration is seeking to reverse the Obama Administration’s Clean Power Plan, 
individual states are moving forward to achieve reduced reliance on fossil fuels and greater 
reliance on renewable energy, including California and New York, which are seeking a 50 per 
cent renewable portfolio standard goal by 2030, and Hawaii, which is seeking 100 per cent 
reliance on renewables by 2045.

II INFRASTRUCTURE DEVELOPMENT

For many countries, reliable energy supply is the primary concern, regardless of fuel source. 
Rural electrification and system reliability remain priorities in Indonesia, Mozambique, 
Angola, parts of Nigeria and Central and West Africa and we are seeing significant efforts 
to pursue electric generation projects in those regions. Iran is seeking approximately 
US$200 billion in investments for its oil and gas industries over a five-year period, and Iraq is 
seeking approximately US$18 billion in foreign investments over a three-year period. Turkey 
is aggressively diversifying its energy industry and building infrastructure, including the 
TANAP pipeline from the Caspian Sea to Europe, and is pursuing shale gas opportunities. 
Malaysia is constructing a 2,000MW coal plant to meet its growing energy demands. South 
Africa has taken steps to add 863MW of coal generation, and is seeking to add over 3,000MW 
of natural gas-fired generation. Denmark has a new North Sea Agreement to secure future 
exploration and production of hydrocarbons from the North Sea, and Cyprus, Mozambique, 
Lebanon and Mexico are establishing mechanisms to license offshore oil and gas exploration 
and production.   

III NUCLEAR POWER GENERATION

Six years after the Fukushima disaster, Japan has shut down 45 out of its 48 nuclear power 
stations pending new detailed safety reviews. Germany continues its phase out all nuclear 
generation, and has agreed to assume the responsibility for nuclear waste management 
following shut-down, decommissioning and dismantlement by existing owners. France is 
seeking a reduction of nuclear power generation to 50 per cent of total electricity production 
within five years. Switzerland and Korea are planning to limit the life of their nuclear 
generation units. On the other hand, Turkey is continuing with development of the Akkuyu 
nuclear power plant, and the United Arab Emirates is still proceeding with construction 
of the Barakah nuclear power plant, both of which are expected to be operational in 2020. 
The United Kingdom continues to push forward with the Hinckley Point C new nuclear 
facility. South Africa is facing substantial resistance to its efforts to develop 9,600MW of 
new nuclear generation capacity. In the United States, the early retirement of certain nuclear 
plants has been driven by cost and power market considerations, rather than safety concerns. 
Some nuclear owners in the United States have sought state subsidies in New York, Illinois, 
Ohio and Pennsylvania, among others, in order to avert premature retirements. Illinois and 
New York have implemented legislative and regulatory payment programmes for nuclear 
facilities in those states, but they are currently being challenged in federal district court on 
constitutional grounds. 
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IV LIBERALISATION OF THE ENERGY SECTOR

We have seen significant energy sector regulatory reforms in many countries. Australia is 
continuing to move toward retail choice, and is seeking to implement a new energy market 
operator and market rule change committee. Italy is seeking to develop more competitive 
retail markets. Spain has been engaged in regulatory reforms to reduce its ‘tariff deficit’ and 
re-establish the correlation between costs and rates. Portugal continues to work on liberalising 
its electricity and gas markets. Japan is actively working on developing competitive retail 
electric and gas markets and is seeking to unbundle electric transmission and gas transportation 
sectors to improve competition. And we are seeing continued efforts to partially privatise 
state-owned energy companies in the United Arab Emirates, Turkey, Brazil and Colombia.  

I would like to thank all the authors for their thoughtful consideration of the myriad 
of interesting, yet challenging, issues that they have identified in their chapters in this sixth 
edition of The Energy Regulation and Markets Review.

David L Schwartz
Latham & Watkins LLP
Washington, DC
June 2017
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Chapter 9

CYPRUS

Elena Ioannides and Dimitris Papapolyviou1

I OVERVIEW 

Cyprus is a Member State of the European Union (EU); therefore, its national legislation 
and policy regarding energy regulation and the energy markets reflects the relevant EU 
framework. Nevertheless, Cyprus’ size and remote geographical position, in relation to the 
other continental EU Member States, as well as the fact that Cyprus has virtually no domestic 
production of any conventional primary sources of energy, provides for a domestic energy 
market that is still emerging and is in the initial stages of reaching the envisaged liberalisation 
and competition levels.

The entire supply of electricity to households and industry is currently provided by 
the state-owned Electricity Authority of Cyprus (EAC), as there are no private undertakings 
supplying electricity to the Cyprus market. The provisions of the Electricity Directive2 have 
been effectively transposed into domestic legislation by the Regulation of the Electricity 
Market Law 122(I)/2003, as amended (the Electricity Market Law). This permits possible 
competitors of the EAC to enter the domestic market; however, no such entrance has taken 
place to date. 

The provisions of the Natural Gas Directive3 have also been transposed into domestic 
law through the Regulation of Natural Gas Market Law 183(I)/2004, as amended (the 
Natural Gas Market Law). However, there is currently no infrastructure to support the import 
of natural gas into Cyprus and, as a result, there is no network for its supply in the market. 

Furthermore, Cyprus is heavily dependent on petroleum imports for the production of 
electricity, given that there is no domestic production of conventional energy resources and 
there is a lack of electricity and natural gas interconnections with other EU Member States 
and neighbouring countries. As only 8.4 per cent of electricity is currently produced from 
renewable sources, Cyprus, therefore, has a high exposure to oil price volatility.4 

Cyprus has taken steps to tackle the dependency on imports by authorising undertakings 
interested in exploring its Exclusive Economic Zone (EEZ) to conduct hydrocarbon 
exploration activities. The authorisations are granted pursuant to the Hydrocarbons 
(Prospecting, Exploration and Exploitation) Law 4(1)/2007 (the Hydrocarbons Law), which 

1 Elena Ioannides is a partner and Dimitris Papapolyviou is an associate at Dr K Chrysostomides & Co LLC.
2 Directive 2009/72/EC.
3 Directive 2009/73/EC.
4 Data provided by the Transmission System Operator’s website: www.dsm.org.cy/media/attachments/RES/

RES_PENETRATION_2015-2016_GR.pdf. 
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transposes the provisions of the Oil and Gas Licensing Directive5 into Cyprus Law. There is 
currently one commercial natural gas field in the Cyprus EEZ,6 which is expected to come 
online around 2020. 

II REGULATION 

i The regulators

The Electricity Market Law7 and the Natural Gas Market Law8 established the Cyprus 
Energy Regulatory Authority (CERA), pursuant to the respective provisions of the Electricity 
Directive9 and of the Natural Gas Directive.10 CERA is the competent authority overseeing 
and regulating the electricity and natural gas markets in Cyprus. CERA also promotes and 
safeguards competition in the energy market, ensures the quality in energy supply and 
encourages the use of renewable energy sources. 

CERA is a separate legal entity and independent from any other public or private entity 
(political or otherwise). In addition, it takes autonomous decisions, including in relation to 
the implementation of its annual budget allocations to ensure it has adequate human and 
financial resources to carry out its duties. CERA’s functions, operations and decision-making 
processes are governed by regulations issued by CERA, without requiring prior consent or 
approval by the Council of Ministers.

Electricity

An exhaustive list of CERA’s regulatory powers is set out in the Electricity Market Law11 in 
relation to Cyprus’ electricity market. The powers vested in CERA to carry out its duties 
include, among others: 
a the issuance, revocation, control and amendment of authorisations granted pursuant to 

the Electricity Market Law; 
b the issuance of decisions and regulations; 
c the issuance of binding decisions on electricity undertakings; 
d the power to investigate and act as dispute settlement authority in relation to any 

disputes that may arise between the licence holders; and
e to impose effective, proportionate and dissuasive penalties on electricity undertakings 

that fail to comply with their obligations pursuant to the Electricity Markets Law or 
binding decisions issued by CERA. 

As stated above, owing to Cyprus’ market size and isolated geographical position, the 
liberalisation of the electricity market has not yet been effected in actual terms, despite the 
existence of the relevant legal prerequisites facilitating the same. The electricity market is 
currently monopolised, as the EAC is the sole supplier. CERA issued two regulatory decisions 

5 Directive 94/22/EC.
6 Aphrodite field, currently owned by a joint venture consisting of Noble Energy, Delek Group, Avner Oil 

Exploration and Royal Dutch Shell (BG Gas at the time of acquisition).
7 Section 4, Electricity Market Law.
8 Section 4, Natural Gas Market Law.
9 Article 35, Electricity Directive.
10 Article 39, Natural Gas Directive.
11 Section 25, Electricity Market Law.
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in January 2017, to expedite the implementation of the new electricity market model in 
Cyprus and attract competition in the production and supply of electricity in Cyprus. In both 
regulatory decisions, CERA expressed its concerns regarding the delay of the commercial 
implementation of the new electricity market model inspired by the EU Target Model.

Pursuant to Regulatory Decision 01/2017,12 CERA instructed the transmission system 
operator (TSO) to proceed with the following actions:
a to cover its human resources needs until the end of June 2017, in order to allow it to 

carry out its duties and proceed with the implementation of the new electricity market 
model; 

b to submit the Rules that will govern the sale and purchase of electricity between 
authorised persons to CERA and to the Minister of Energy, Commerce, Industry and 
Tourism for their approval; and 

c to procure a tender for the supply of purchase software and hardware. Furthermore, 
CERA called the TSO to implement several actions, such as, personnel training, 
preparation of market manuals and operational procedures of the transmission system 
by July 2019. 

Pursuant to regulatory decision 02/2017,13 CERA instructed the EAC’s Network Business 
Unit, which is the transmission system owner, to provide the TSO with the necessary human 
resources until the end of April 2017, to effectively carry out its duties in relation to the 
implementation of the new electricity market model. 

Natural gas

The Natural Gas Market Law14 grants CERA’s powers and duties in relation to the regulation 
of the Cyprus natural gas market. As there are currently no undertakings supplying natural 
gas in the Cyprus market, CERA’s powers are not yet exercisable. Nevertheless, CERA has 
been granted the relevant powers deriving from the Natural Gas Directive, such as: 
a the issuance of binding decisions on natural gas undertakings; 
b the power to impose effective, proportionate and dissuasive penalties on natural gas 

undertakings that fail to comply with their obligations, pursuant to the Natural Gas 
Market Law or other binding decisions issued by CERA; and 

c to monitor and review the conditions to access the network as well as storage services.

The main sources of law and regulation for the electricity and the natural gas markets in 
Cyprus are: 
a the relevant statutory provisions of the Electricity Market Law and the Natural Gas 

Market Law, respectively; 
b CERA’s regulations, regulatory decisions and rules; and 
c orders issued by the Minister of Energy, Commerce, Industry and Tourism. 

An additional source of regulation for the electricity market is the Electricity Market Rules 
issued by the TSO, pursuant to the Electricity Market Law.15

12 Application of binding time frame for the commercial implementation of the new electricity market model.
13 Instructions to the Transmission System Owner to provide Resources to Cyprus TSO. 
14 Section 7, Natural Gas Market Law. 
15 Section 80(1), Electricity Market Law.
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Hydrocarbons

Pursuant to the Hydrocarbons Law,16 the Council of Ministers is the competent authority 
entrusted with granting licences for exploration and exploitation activities regarding 
hydrocarbons within Cyprus’ EEZ. The Cyprus EEZ is currently divided into 13 blocks. 
Exploration and production sharing contracts have been signed in relation to eight of the 
blocks so far. Cyprus’ third licensing round was announced in March 201617 and three more 
exploration and production-sharing contracts were signed for blocks six, eight and ten of 
Cyprus’ EEZ in April 2017. 

ii Regulated activities

Electricity

The Electricity Market Law18 prohibits the exercise of any of the following activities by any 
person who has not been authorised by CERA: 
a construction of an electricity generating plant or the generation of electricity; 
b supply of electricity to eligible customers;
c supply of electricity to non-eligible customers;
d execution of any of the duties of the TSO, pursuant to Section 60 of the Electricity 

Market Law;
e execution of any of the duties of the distribution system operator (DSO), pursuant to 

Section 53 of the Electricity Market Law;
f execution of any of the duties of the TSO, pursuant to Section 46 of the Electricity 

Market Law; and
g execution of any of the duties of the DSO, pursuant to Section 51 of the Law.

CERA may also grant an exemption in relation to the obligation for obtaining an authorisation 
for the construction of an electricity generating plant or the generation of electricity, as well 
as the supply of electricity to eligible customers.19 Such exemptions may be granted for:
a the generation of electricity for self-usage up to 1MW;
b the generation of electricity from renewable sources of energy up to 5MW; and
c the supply of electricity from a specific person, the total power of which does not 

exceed 0.5MW for each generation plant.

For an authorisation to be granted, CERA applies the applicable licensing related regulations, 
any guidance issued by the Minister of Energy, Commerce, Industry and Tourism in relation 
to the government policy, as well as the list of criteria exhaustively prescribed in the Electricity 
Market Law.20 The said criteria include, among others: 
a the primary source of energy to be used in the electricity generating plant; 
b the qualifications, technical and financial capacity of the applicant to carry out the 

activity for which the application is filed; 
c energy efficiency; 

16 Section 5(1), Hydrocarbons Law.
17 OJ 2016/C 110/03. 
18 Section 34, Electricity Market Law.
19 Section 35, Electricity Market law.
20 Section 38, Electricity Market Law.
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d the security of the electricity network, of the electricity generation plants and electricity 
lines; 

e the location of the electricity generation plants and the relevant use of land; and 
f the protection of the environment including the reduction of emissions to the land, soil 

and air. 

Natural gas

The Natural Gas Market Law21 expressly prohibits the exercise of any of the following 
activities by any person who has not been authorised by CERA:
a construction and exploitation of natural gas facilities, storage facilities, pipeline 

networks, pipelines and relevant equipment;
b execution of any of the duties of the owner of the natural gas facilities, storage facilities, 

pipeline networks, pipelines and relevant equipment;
c execution of any of the duties of network operation;
d supply of natural gas, including to wholesale customers;
e supply of natural gas to eligible customers;
f supply of natural gas to non-eligible customers;
g execution of any of the duties of the operator of the import, storage, transmission and 

distribution of natural gas network; and
h execution of any of the duties of the owner of the import, storage, transmission and 

distribution of natural gas network.

CERA applies the following criteria, as well as any guidance that the Minister of Energy, 
Commerce, Industry and Tourism issues in relation to the applicable government policy,22 
in relation to the granting of a licence to carry out any of the above-mentioned natural gas 
related activities:
a security of the facilities and of the natural gas networks;
b protection of the environment;
c location of the factory or of the terminal or of the seaside Liquified Natural Gas station;
d capacity of the applicant, including its technical and financial capacity;
e energy efficiency in the context of financial efficiency; 
f public benefit obligations pursuant Section 39 of the Natural Gas market law; and
g the significance of the project for the natural gas market.

Hydrocarbons

Pursuant to the Hydrocarbons Law,23 any person prospecting, exploring for or exploiting 
hydrocarbons within Cyprus’ EEZ without a relevant licence, or in breach of the terms of 
an existing licence, commits an offence punishable by up to two years’ imprisonment, by 
monetary fine of up to €1,710,000, or both. 

A prospecting licence grants the licensee exclusive prospection rights over a defined area 
in Cyprus’ EEZ, pursuant to the terms and conditions thereof. 

21 Section 8(1), Natural Gas Market Law. 
22 Section 10, Natural Gas Market Law.
23 Section 22, Hydrocarbons Law.
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An exploration licence grants the licensee exclusive exploration rights over a defined 
area in Cyprus’ EEZ, pursuant to the terms and conditions thereof, and in case of discovery 
of a commercial field, the right to obtain an exploitation licence.

An exploitation licence grants the licensee exclusive exploitation rights as regards 
hydrocarbons in a defined area of the Cyprus EEZ, pursuant to the terms and conditions 
thereof.24

The specific criteria for the granting of a licence during a licensing round are published 
in the Official Gazette of the Republic of Cyprus and the Official Journal of the EU. Such 
criteria may relate to national security or the public interest, the technical and financial 
capacity of the applicant, the applicant’s approach to the licensed activities to be carried out, 
the consideration offered by the applicant and the applicant’s previous performance in the 
context of another licence. Following the transposition of the Offshore Health and Safety 
Directive25 into Cyprus Law, the Council of Ministers now also examines the applicant’s 
capacity to perform in relation to health and safety issues. 

Once the licensing round is concluded, the government invites the successful applicant 
or applicants to enter into negotiations regarding the entry into an Exploration and 
Production Sharing Contract (EPSC)26 between the Republic of Cyprus and the selected 
applicant or applicants.

iii Ownership and market access restrictions 

Electricity

For a natural person to apply for a licence pursuant to the Electricity Market Law, he or she 
has to be both a citizen of and resident in an EU Member State. Legal entities residing in EU 
Member States (e.g., companies incorporated pursuant to the legislation of an EU Member 
State and having their registered offices, central management and their main establishment 
within the EU) may apply for a licence pursuant to the Electricity Market Law. 

According to its Decision 856/2013, CERA does not currently accept any applications 
for the granting of a licence or for an exemption for the construction of electricity generating 
plants, either using conventional fuels or renewable energy sources.

Natural gas

Furthermore, pursuant to the Council of Ministers’ Decision dated 18 June 2008, applications 
requesting licences to construct natural gas facilities cannot be examined by CERA, nor 
can the respective licences be issued by it. The Natural Gas Public Company (NGPC), a 
state-owned enterprise, is the sole entity currently responsible for the import, storage, 
distribution, transmission, supply and trading of natural gas and for the management of the 
distribution and supply system of natural gas in Cyprus. 

According to the current policy in relation to the supply of natural gas to the Cyprus 
market and the development of the natural gas network, the NGPC has to ‘secure sufficient 
natural gas supplies, at the lowest possible prices, to cover the needs for electricity power 

24 Section 14, Hydrocarbons Law. 
25 2013/30/EU.
26 Cyprus’ model EPSC is available on the website of the Ministry of Energy, Industry, Commerce and 

Tourism: www.mcit.gov.cy/mcit/mcit.nsf/CFFED7822D0042ABC2257F6A00228200/$file/Model_
EPSC%20(02%20June%202016).pdf.
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generation and subsequently to also supply commercial and industrial consumers as well as 
households’.27 The gas network will initially consist of three pipelines connected to the gas 
import hub and to the three existing electricity generating plants (located in Vasilikos, Moni 
and Dekelia).28 

Hydrocarbons

Both EU-based legal entities as well as non-EU legal entities may apply for a licence pursuant 
to the Hydrocarbons Law. Nevertheless, the Council of Ministers may, following an approval 
from the Council of the EU, deny the granting of a licence to an undertaking that is 
controlled by a non-EU country or a non- EU citizen, provided that the said non-EU country 
does not treat EU undertakings in a proportionate manner regarding access to licensing for 
hydrocarbons’ prospecting, exploration and exploitation activities.29

iv Transfers of control and assignments 

Electricity

Pursuant to the Regulation of the Electricity Market (Licence Issuance) Regulations of 
2004,30 if a licence holder wishes to transfer his or her licence to another person, the following 
conditions must be met:
a the licence holder must apply to CERA at least three months before the date of the 

proposed transfer or assignment and set out the reason for the transfer, as well as the 
identity of the transferee; 

b the transferee must follow the procedures for the application for a licence pursuant to 
the applicable regulations;

c the licence holder’s application for the transfer of its licence and the respective 
application of the transferee must be published; and

d all the applications, together with the relevant documents, should be made available to 
CERA for inspection.

Natural gas

A similar procedure is prescribed in the Regulation of the Natural Gas Market (Licence 
Issuance) Regulations of 2006,31 in relation to the transfer of any regulated asset pertaining to 
the natural gas market. Nevertheless, as explained above, owing to the Council of Ministers’ 
decision dated 18 June 2008, no licences are being issued pursuant to the above regulation 
and thus, the transfer provisions cannot be applied. 

Hydrocarbons

A licence granted pursuant to the Hydrocarbons Law can be transferred or assigned, provided 
that the Council of Ministers approves such transfer or assignment.32 When examining a 

27 NGPC Mission, www.defa.com.cy/en/defa-company/mission.
28 According to NGPC’s calculations, the initial stage of the above project is estimated to cost approximately 

€60 million.
29 Section 29, Hydrocarbons Law.
30 Regulation 18(1).
31 Regulation 15.
32 Section 27(1), Hydrocarbons Law.
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transfer or assignment request, the Council of Ministers considers whether the requested 
transfer may affect national security, the technical and financial capacity of the transferee or 
the assignee to carry out the licensed activities, and whether the transferee or assignee may 
comply with any other terms and conditions imposed by the Council of Ministers at its 
discretion.33

III TRANSMISSION/TRANSPORTATION AND DISTRIBUTION SERVICES

i Vertical integration and unbundling

The EAC’s Networks Business Unit, currently owns both the distribution system and the 
transmission system in Cyprus, while it is also the country’s DSO. As the EAC is serving 
a small isolated system, Cyprus has decided not to apply the provisions of the Electricity 
Directive in relation to the unbundling of distribution system operators.34 

Furthermore, the provisions of the Electricity Directive in relation to the unbundling 
of transmission systems and transmission system operators are also not applied in Cyprus.35 
Pursuant to the Electricity Market Law,36 the EAC provides the personnel of the TSO. The 
TSO’s personnel are supervised by the TSO’s director, who is appointed by the Council of 
Ministers, while the TSO’s budget is covered by the EAC’s budget.37 

The TSO is an independent body that cannot engage in the production, distribution 
or supply of electricity in Cyprus and that the EAC, in its capacity as the transmission 
system owner, cannot instruct nor direct the TSO in relation to any of the TSO’s duties.38 
In addition, to safeguard its independence, the TSO cannot participate in the corporate 
structure of an electricity undertaking that is directly or indirectly responsible for the daily 
operation of production, distribution and supply of electricity in the Cyprus market.

Following Cyprus’ financial recession and the bail-in in 2013, the privatisation of 
EAC was approved by the Council of Ministers in order to ameliorate the country’s financial 
position. Nevertheless, the privatisation plan, which involved several stages39 and was 
supposed to be concluded by September 2017, does not seem to be proceeding as planned, 
given that it has been opposed by the EAC’s workers’ unions and heavily criticised by the 
opposition to the government. 

ii Transmission/transportation and distribution access

Third-party access to the transmission and to the distribution facilities is permitted, provided 
that the said third parties hold a relevant licence. The transmission system owner,40 the 

33 Pursuant to this provision, the Council of Ministers authorised the acquisition of 30 per cent of Aphrodite 
field by Delek Group and Anver Oil and Gas in 2013, and a further 35 per cent by BG Gas in 2016.

34 Article 26(4), Electricity Directive.
35 Article 44(2), Electricity Directive.
36 Section 60(1), Electricity Market Law.
37 Section 61, Electricity Market Law.
38 Section 64(1), (2), Electricity Market Law.
39 According to the privatisation plan EAC, should have been, among others, unbundled into distinct legal 

entities by June 2015, while by December 2015 it should have been transformed from a public law body to 
distinct companies limited by shares.

40 Section 48, Electricity Market Law.
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TSO41 and the DSO42 are not allowed to act in a discriminatory manner in relation to 
the transmission network users. In practice, given the EAC’s monopoly in the supply of 
electricity, currently the only connected users in the transmission and distribution systems 
are the producers of energy from renewable energy sources and self-generating power plants. 

iii Rates

According to the Electricity Market Law,43 the rates are calculated according to Regulations 
and the methodologies issued by CERA. The rates should reflect the expenses incurred by the 
undertaking as well as a reasonable rate of return or profit margin. CERA has to ensure that 
the licence holders are able to recover all reasonable expenses from their activities, such as the 
fuel costs, overheads and capital expenses.44 

iv Security and technology restrictions

The security of the electricity network and of the electricity generating plants, as well as the 
protection of public health and safety, are expressly identified as some of the main criteria 
CERA has to consider before granting a licence, pursuant to the Electricity Market Law. 

The provisions of the Seveso III Directive45 have been transposed into Cyprus Law 
through the Health and Safety at Work (Major Accidents Hazard Involving Dangerous 
Substances) Regulations of 2015. Pursuant to the said Regulations, the facility’s operator is 
required to set out a major accident prevention policy, to ensure a high level of protection of 
human health and the environment.

In relation to hydrocarbons licensing, as discussed above, both the national security and 
the public interest are taken into consideration by the Council of Ministers when examining 
an application, as well as the applicant’s capacity to perform in relation to health and safety 
matters.

Similarly, as Cyprus has also transposed the Offshore Safety Directive, both the 
Ministry of Agriculture, Rural Development and Environment, which is the competent 
authority regarding the Offshore Health and Safety Directive, as well the operator of an 
offshore facility, must have effective major accident prevention policies in place, in relation to 
potential risk that may arise from offshore activities within Cyprus’ EEZ.

IV ENERGY MARKETS

i Development of energy markets

As mentioned above, the supply of electricity is currently solely provided by the EAC, while 
there is no supply of natural gas in the market at all. Subsequently, no organised markets have 
been developed in Cyprus, despite the existence of the relevant regulatory framework. 

41 Section 52(3), Electricity Market Law.
42 Section 55, Electricity Market Law.
43 Section 32, Electricity Market Law.
44 Ibid
45 2012/18/EU.
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ii Energy market rules and regulation

Pursuant to the Electricity Market Law,46 the Electricity Market Rules provide the mechanisms, 
rates and other terms and conditions that may be applied in cases where the licence holders 
purchase or sell electricity. The scope of the current Electricity Market Rules, published in 
January 2009, is as follows:47

a to facilitate the TSO to carry out its duties pursuant to the Electricity Market law;
b to regulate the mechanism pursuant to which the market participants can make energy 

transactions;
c to allow the calculation of payments and their settlement, in relation to energy and 

ancillary services;
d to set the method under which the settlement and pricing shall take place; and
e to provide the Electricity Market Rules as prescribed by the Electricity Market Law. 

As discussed above, pursuant to CERA’s Regulatory Decision 01/2017, the TSO was 
instructed to submit to CERA and to the Minister of Energy, Commerce, Industry and 
Tourism for their approval, a new draft of the Electricity Market Rules by April 2017, and is 
also expected to take all necessary steps to ensure that the new electricity market model can 
be implemented by July 2019. 

iii Contracts for sale of energy

Pursuant to the current Electricity Market Rules,48 all offers to purchase and to sell power are 
made by the respective market participants to the TSO – the entity responsible for deciding 
which offers to purchase power and which offers to sell power will be accepted. The TSO is 
also responsible for achieving sufficient and balanced electricity supply levels for the market.49 
The Electricity Market Rules also provide the minimum requirements to be contained in each 
offer for purchase or sale of power.50 The maximum price of an offer to sell power should 
not exceed the last highest regulated price that was submitted for the sale of power by 10 per 
cent, and is agreed between CERA and the dominant participants.51 The system in place has 
not produced the anticipated results with regard to investment attraction, which is one of the 
main reasons behind CERA’s decision to request the drafting of new electricity market rules 
by the TSO.

iv Market developments

The implementation of the new electricity market model is expected to encourage the 
development of the electricity market in Cyprus, by attracting new participants and investors 
to the market that shall actively engage in the production, purchase and sale of power in 
Cyprus. 

In relation to the natural gas market, it is not clear whether any market developments 
should be expected in future years, since even if a natural gas import hub is to be created, the 
NGPC shall have the exclusive right to distribute and sell natural gas in the Cyprus market.

46 Section 81, Electricity Market Law.
47 Chapter A, General Provisions, Rule 2.2.1.
48 Chapter E, Balance Mechanism, Rule 4.1. 
49 Chapter E, Balance Mechanism, Rule 5.1.1.
50 Chapter, E, Balance Mechanism, Rule 4.2.1.
51 Chapter E, Balance Mechanism, Rule 5.1.2.



Cyprus

121

V RENEWABLE ENERGY AND CONSERVATION

i Development of renewable energy

The provisions of the Renewable Energy Directive52 have been transposed into Cyprus 
Law by the Law on Promotion and Encouragement of use of Renewable Energy Sources 
112(1)/2013 (the Renewable Energy Law). Pursuant to the Renewable Energy Law, Cyprus 
has identified the following two binding national targets in relation to renewable energy: 
a renewable energy must cover at least 13 per cent of Cyprus’ gross energy consumption 

by 2020; and 
b renewable energy must cover at least 10 per cent of net transport energy consumption.

In recent years, the Ministry of Energy, Commerce, Industry and Tourism has provided 
grants and support schemes to encourage use of renewable energy to both households and 
industry. On 8 August 2016, the plan ‘Solar Energy for All’ was enacted, which encourages 
the installation of small solar panels on rooftops and on the ground (up to 5kW), which will 
be connected to the electricity network.53 In 2016, 8.4 per cent of the total energy production 
in Cyprus was produced from renewable energy sources such as solar power, biomass and 
wind farms.54

Pursuant to CERA’s decision 1549/2016, it was announced that for electricity-generating 
facilities using renewable energy sources and producing 1–20kW, the applicant may be 
discharged from his or her duty to obtain an exemption pursuant to Section 35 of the 
Electricity Market Law, discussed above. The above decision is expected to incentivise and 
encourage the use of renewable energy sources in Cyprus.

ii Energy efficiency and conservation

The provisions of the Energy Efficiency Directive55 have been transposed into Cyprus law 
through the provisions of Energy Efficiency Law 31(I)/2009 (the Energy Efficiency Law).

The Energy Efficiency Law provides a set of measures for the promotion of energy 
efficiency in Cyprus in order to facilitate the provision of energy services offered by energy 
savings companies (ESCOs), as well as from other energy service providers.

The provision of energy services, such as energy audit services, have been steadily 
increasing in the past years, while energy savings contracts are being negotiated between 
ESCOs and owners of industrial facilities, both as energy performance contracts as well as 
power purchase contracts. 

With regard to energy conservation, pursuant to the Regulation of Buildings’ 
Energy Performance Law of 2006, which transposed the Energy Performance of Buildings 
Directive,56 minimum requirements in relation to energy performance of new buildings or 
of buildings that are renovated on a great scale, with a surface exceeding 1000m2, have to 
comply with the maximum factor of transmittance, the inclusion of a provision regarding the 
use of renewable sources of energy, the installation of solar heating panels to produce warm 
water in residential buildings and the issuance of an energy performance certificate of at least 

52 2009/28/EC.
53 The electricity produced shall be set-off with the existing EAC pursuant to a net-metering scheme.
54 See footnote 4, supra.
55 2012/27/EU.
56 2010/31/EU.
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class B. Furthermore, the Ministry of Energy, Commerce, Industry and Tourism has set the 
target that every building to be constructed after 31 December 2020 must have almost zero 
energy consumption.

VI THE YEAR IN REVIEW

The two regulatory decisions of CERA, discussed above, comprise the most notable 
developments in the energy regulation sector, as it appears that CERA is willing to effectively 
carry out its duties by requesting the regulated entities perform their statutory obligations 
with a view to expediting the establishment of a truly competitive and functional electricity 
market. 

VII CONCLUSIONS AND OUTLOOK

The most notable energy-related development in Cyprus in the past year would be the signing 
of three EPSCs between the Republic of Cyprus and the successful applicants in the country’s 
third licensing round. This vote of confidence, given by major oil and gas companies to 
Cyprus’ EEZ at a time of recession for the oil and gas market, shows the potential for more 
gas findings therein. The prospects of more offshore gas findings will, undoubtedly, positively 
affect the downstream energy market in the long term.

It would seem that the development of Cyprus’ electricity market has not progressed at 
the envisaged pace during the past year, owing to the delay in the EAC’s privatisation, as well 
as the implementation of the new electricity market model. Nevertheless, following CERA’s 
recent regulatory decisions, described above, one could argue that the regulator is taking 
steps to ensure the development of the electricity market. Nevertheless, no major changes are 
expected until 2019, given the time frame of the above regulatory decisions.
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