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Overview
It is manifested by the improved fiscal indicators that the
Cyprus economy is slowly entering a path of recovery,
although challenges still remain. In particular, the Cypriot
economy recorded growth in the first quarter of 2015, for the
first time since the second quarter of 2011, despite contrary
projections of the European Commission that the economy
would shrink by 0,5% in 2015.
The adoption of the insolvency framework by the House
of Representatives and the implementation of the law
on foreclosures last April, have resulted to a staff-level
agreement in May, during the sixth review mission, in relation
to Cyprus’ Economic Adjustment Programme.
Following these developments, the yields on the Cypriot
bonds reached a five year low, as the yield on the Cypriot
10-year bond (maturing in 2020) in the secondary markets
fell below 3,60%. Moreover, following the approval of the
European Stability Mechanism in the framework of Cyprus
adjustment programme implementation review, the Central
Bank of Cyprus has begun purchases of Cypriot government
bonds in the secondary market, in the context of the
European Central Bank Quantitative Easing Programme (QE).
This will allow the Cypriot economy to be safequarded against
any turbulence in the eurozone and faciliate its next attempt
to issue government bonds to the international markets.
Confidence in the real estate market seems to be improving.
There are indications that property prices and rental rates
have reached their lowest points, however the excess
supply of properties in the market, as well as the practical
implementation of the insolvency framework and foreclosure
laws through the auctioning of the mortgaged assets is
expected to influence the market. On the one hand, it will
attract investments and financing to new projects, that were
postponed because of financial difficulties and, on the other
hand, the process may put pressure in the prices of specific
kind of properties.
Building permits in Cyprus have demonstrated an overall
increase of 5% and 13% both in respect of value and square
meters respectively, during the first four months of 2015,
compared to the corresponding period of 2014. Also, despite
the decrease in the total number of permits during the first
four months of 2015 compared to the same period of 2014,
the rate of decrease is diminishing, thus suggesting possible
stabilisation of construction activity in the short term.
Moreover, the significant increase of 11,3% in sales deeds
during the first two quarters of 2015, compared to the same
period of 2014, is also a strong sign of stabilisation of the real
estate market.
The demand in the property market is driven by the need of
the bank debtholders to deleverage and repay their loans,
the naturalisation programme for third country investors, the
tax incentives provided, the decrease of interest rates for
deposits in Cyprus and the fact that the increase in the prices

of properties in Central Europe during the last years has
prompted investors to explore opportunities in other markets
with potential higher yields.
The Government has taken significant steps in stimulating the
industry, such as the promotion of large-scale developments.
It is noteworthy that the operation of a casino resort plus four
“satellite” units has been approved and the procedure to call
for investors will now follow.
Recently, new legislation has been enacted providing
additional benefits to the investors in the property market,
such as a 50% reduction in transfer fees for all sales and
a 100% exemption from capital gains tax for profits on
properties purchased until 31st December 2016.
Currently, a proposed legislation to facilitate the issuing
of title deeds is under discussion at the House of
Representatives and is expected to be adopted in autumn.
The draft law provides for a mechanism to enable the issuing
of title deeds in the name of purchasers, who have paid the
full amount due to the land developer for the property in
question, but the transfer is impeded by a mortgage in the
name of the land developer over the propery. For these cases,
the Land Registry (both upon application or independently)
will proceed with the issuing of the tiled deed within a period
of 45 days, unless an objection is filed relating to specific
reasons set out in the draft law. Also, for cases where there
is a remaining amount due to the seller, this mechanism will
be available, once the remaining amount is paid to an escrow
account that will be established. The adoption of this law will
address a long-standing problem and, will in turn, further
enhance trust in the Cyprus real estate market.
Additionally, new legislation is expected to be enacted this
year that will allow the sale of loan portfolios and loans
securitisation. These are tools that may help the financial
institutions to combact the problem of the high level of non
performing loans.
In early June, and four years after the initial exploration, Noble
Energy International Ltd, Delek Drilling Limited Partnership
and Avner Oil Exploration Limited Partnership filed a
Declaration of Commerciality for developing Block “12” of
the Cyprus Exclusive Economic Zone.
The great natural environment of beaches and mountains,
the highly developed infrastructure, the growing tourism
market, the low property tax and the climate, make Cyprus
ideal for property investment. Added to this, is the benefit of
obtaining the Cypriot citizenship as a result of such or similar
investment.
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Cyprus
Economy
Cyprus is back on track with its Economic Adjustment
Programme (‘the Programme’) entered into with the Troika
(consisting of the European Commission (‘EC’), the European
Central Bank (‘ECB’) and the International Monetary Fund
(‘IMF’)) following the Eurogroup meeting on 25th March
2013. It is expected that the Programme, which covers the
period 2013-2016 and aims at addressing the financial, fiscal
and structural challenges that the Cyprus economy has been
facing, will be completed as scheduled in 2016.
The financial assistance provided to Cyprus is subject to
quarterly reviews and is based on the implementation of
the Memorandum of Understanding on Specific Economic
Policy Conditionality (‘the MoU’). The adoption of the
insolvency framework by the House of Representatives and
the implementation of the law on foreclosures in April, led to
the successful conclusion of both the fifth and sixth review,
whereas the seventh review mission is expected to be
completed this July.
Although significant progress has been made, there are
additional important commitments that need to be fulfilled.
In particular, to ensure the effective implementation of the
insolvency and foreclosures frameworks their application will
be closely monitored and any amendments that are deemed
necessary to facilitate their effective implementation will
need to be adopted. In parallel, further actions to support
the reduction of NPLs and private debt structuring in Cyprus,
including the legislation to facilitate the sale of bank loans
and address the backlog of title deeds are also prerequisites
of the MoU. Moreover, the authorities should maintain the
structural reform momentum, in particular in relation to the
reform of the public sector administration and the timely
implementation of the privatisation plan.

Economic update
Fiscal reforms
Fiscal targets have been met indicating the prudent budget
execution and a less severe deterioration of economic
activity than originally projected. The prudent budget for
2015 will further contribute to the early adoption of the fiscal
consolidation which is required for the years 2015-2018
according to the MoU. The medium-term primary fiscal
surplus target is to achieve and maintain a surplus of 3% of
GDP in 2018, which would place public debt on a sustained
downward path.
Despite forecast by the European Commission and the IMF
that the economy in Cyprus will remain in recession in 2015,
during Q1 of 2015 the Cypriot economy recorded growth, for
the first time since Q2 of 2011. According to the projections of
the IMF, as illustrated below in Graph 1, these include a GDP
growth rate of 0,85% in 2015, reaching 1,86% in 2016 and
then 2,35% in 2017.

Graph 1

Source: IMF

Deflation in the first semester of 2015 continued, reaching -2,1%
in June 2015. The average negative inflation rate in Q1 was
approximately -1% compared to -1.83% in Q2, indicating a fall
in prices at an increasing rate.
Reflecting on the progress made, following Moody’s last
upgrade of Cyprus’ credit rating, the other two main credit
rating agencies, S&P and Fitch, have also upgraded the
Cyprus’ credit ratings in March and April 2015, respectively.
Non-performing loans
Significant progress has been made in the financial sector
as a result of the recapitalisation and restructuring of credit
institutions.
As a consequence of the stabilisation in the banking system,
all of the capital controls imposed on Cyprus’ banking system
during the financial crisis of 2013 have been lifted as of 6th
April 2015.
However, a key challenge involves dealing with the high level
of NPLs, in order to restore the country’s creditworthiness,
economic growth and the creation of new jobs. According
to data published by the Central Bank of Cyprus (‘CBC’), the
NPLs of banks in April 2015 reached 46,82% (€27,75 billion) of
total loans, compared to 46,09% in March. During the same
month, loans granted to legal entities that are non-performing
reached 56,76% of such total loans (€13,9 billion), whilst
NPLs on loans to households were 54,37% out of a total
€12,7 billion.
Total NPLs that were restructured have reached 21,88%,
whereas the percentage relating to restructured loans
granted to legal entities has reached 28,27% and for loans to
households 33,1%.
In order to further facilitate the reduction of NPLs and offer
credit institutions necessary tools to address this challenge, it
is expected that in autumn the government will submit to the
legislature the draft legislation relating to the sale of bank loans
to third parties, without the prior consent of the borrower. The
legislation will regulate the activities of purchasers that will be
set up to buy loans from local lenders and also will set out the
criteria of eligible purchasers. Moreover, another draft law is
expected that will regulate loan securitization, in order to allow
credit institutions to sell tranches of loans to businesses.
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Economic indicators
Interest rates
The effect of the decision of the CBC in February 2015 to
differentiate the maximum deposit rate by 1% is reflected in
the declining trend of interest rates in the last months.
The interest rates have reached the lower levels of the past
years with interest rates on mortgages dropping to 4,17%
in May 2015, from 5,04% in February 2015 when CBC
announced its decision. There has also been a significant
decrease in the interest rates on corporate loans from 5,79%
in February 2015 and 6,09% in May 2014, to 5,2% in May
2015.
However, interest rates in Cyprus are still higher than in the
Eurozone. The divergence between the two in relation to
mortgages, is seen in Graph 2, which shows approximately
200 basis points higher than average interest rates in 2013,
2014 and 2015, despite recent declines.

The same applies to depository interest rates in Cyprus; the
average depository interest rate in May 2015 in Cyprus was
1,65% whilst that of the Eurozone was 0,88%.
It is thought that in the medium- to long-term, following the
successful implementation of the MoU and the effective
handling of NPLs, there may be further reduction of interest
rates.
Unemployment
Unemployment increased dramatically over the last four
years, showing a cumulative increase of 121% from 2009
to 2014. However, during 2014, there was a considerable
decline of 6% in the number of unemployed compared to
2013, possibly indicating the start of the economic recovery.
This declining trend continued during the first semester of
2015 (Graph 4).
Graph 4

Graph 2

Source: CySTAT

Source: CBC and ECB

Interest rates on corporate loans are also significantly higher
in Cyprus when compared to the Eurozone (Graph 3). In
particular, the average interest rates for May 2015 in Cyprus
were 5,2% compared to 2,83% in the eurozone.
Graph 3

In particular, according to data from the Statistical Service of
the Republic of Cyprus (CySTAT) the number of registered
unemployed in Cyprus dropped to 43.352 in June 2015,
which marks a 9% decrease in comparison to June 2014.
An annual decrease in unemployment was also observed in
the construction sector, which dropped from an average of
6.597 people in June 2014 to 5.305 in June 2015, marking
a 24% decrease in this sector. A decline was also recorded
in relation to unemployment in the real estate sector, which
was reduced by 17.9% from an average of 277 people in June
2014 to 235 in June 2015.
Tourism
The tourism sector has experienced growth over the last
five years, despite a minor decline in 2013, averaging around
2.315.000 tourists per year. During the first six months
of 2015, tourist arrivals recorded an all time record high,
reaching 1.035.898.

Source: CBC and ECB

Tourist revenue has increased steadily year-on-year up to
2013 as exhibited on Graph 5. In 2014 a slight decline of
2,8% has been recorded. For the first four months of 2015,
revenue from tourism is estimated to €254,8 million, and
compared to €251,4 million in the corresponding period of
2014, it recorded a slight increase of 1,4%.
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to draw funds from the European Commission’s Investment
Plan for Europe, in order to upgrade the island’s tourist
product. The Investment Plan focuses on removing obstacles
to investment, providing transparency and technical
assistance to investment projects and will aim to better
utilise new and existing financial resources. To achieve these
goals, the Investment Plan is active in three areas:

Graph 5

(a) To mobilise investments of at least €315 billion in three
years
(b) To support investments in the real economy and
(c) To create an investment friendly environment (Graph 6).
Graph 6

Source: CySTAT

The total arrivals of tourists reached 336.967 in June 2015
compared to 342.221 in June 2014, recording a slight
decrease of 1,5%. An increase of 5,72% is also seen when
comparing tourist arrivals for the first semester of 2015
which totalled to 1.035.898 compared to 979.835 in the
corresponding period of 2014.
As seen on Table 1 below, the largest increase in the number
of tourists that was recorded in the first semester of 2015
relates to tourists from Greeceand Germany which recorded
an increase of 42,06% and 25,23% respectively.
Table 1
2015
(1st semester)

2014
(1st semester)

% change

UK

401.256

351.014

14,31%

Russia

202.483

255.872

-20,87%

Sweden

45.223

42.227

7,09%

Greece

67.838

47.754

42,06%

Germany

46.396

37.048

25,23%

Total (All Countries) 1.035.898

979.835

5,72%

Country

Source: CySTAT

It is interesting to note that although Russia remains the
second largest tourist market for Cyprus, following the UK
(Table 1), a decrease has been recorded over the past year.
This decrease, however, was anticipated as the sanctions
imposed against Russia by the U.S.A. and the European
Union have resulted in a weakened Ruble, which in the short
term is expected to further adversely affect inflow of tourists.
Additionally the Government of the Republic of Cyprus is
preparing a new national strategy on tourism that will further
promote Cyprus and aims to enhance its advantages as a
tourist destination, whilst at the same time, it will address the
challenges that hinder growth in this sector. In particular, a
review and modernisation of laws and regulations governing
the tourism industry is currently being prepared. Moreover,
the Government has announced its intention to set up a
specialised body, via which the tourist industry will be able

Source: European Commission
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The Real Estate
Sector
Factors affecting the sector
Construction
According to the latest data regarding ‘Indicators of
confidence and economic sentiment’ published by the EC,
the average construction confidence indicator in Cyprus for
the first semester of 2015 compared to the equivalent period
of 2014, improved by 10%.
The decline in the construction activity in recent years
has been fuelled by the lack of liquidity, the strict lending
criteria, as well as the high unemployment that leads to low
consumer confidence. Furthermore, certain regions have
also suffered from oversupply from the prior years when the
industry was at its peak.
The cost of construction materials increased from 2006
onwards. This is depicted in the Construction Materials Price
Index with an increase from 97,34 to 104,46 from 2009 to
2012, as shown in Graph 7. From 2011 to 2014 the price index
remains at approximately the same levels.
Graph 7

Source: CySTAT

Comparing materials’ average prices for 2012 to 2013, there
was a slight increase in minerals and mineral products, whilst
other types of basic construction materials exhibit either
a small decrease or remain at the same levels (Table 3). A
similar trend continued in 2014, with a small increase in
the prices of products made of timber, insulating materials,
chemicals and plastics, as well as of minerals and mineral
products. During the first six months of 2015 there has been
a slight decrease in average prices of all basic materials
compared to 2014.
Table 3
Construction Materials Price Index (Basis 2010 = 100)
Construction Materials
2012
2013
					
					

2014

2015
(6 month
average)

Minerals			

103,75

105,49

109,89

107,03

Mineral products		

106,63

108,10

112,19

109,75

99,53

98,78

100,27

99,33

Metal products		

107,32

104,52

101,19

99,32

Electromechanical products

102,99

101,80

100,80

98,99

Products (timber,
insulating materials,
chemicals and plastics)

Source: CySTAT

Building permits
As demonstrated in Table 4, there has been a decrease in
the total number of building permits for the first four months
of 2015 compared to the same period of 2014. The overall
decrease in total number is mainly driven by the large fall
in both non-residential building permits (10%) and permits
related to civil engineering projects (18,8%). However, the
rate of decrease is decelerating suggesting that the declining
trend of the previous years might come to an end in the shortterm and indicates stabilisation of construction activity.
The total number of building permits in the first four months
of 2015, has decreased by 2,3%, from 1.637 during the same
period in 2014 to 1.600. Also, despite the decrease in the total
number of permits, during the first four months of 2015 both
the total area and value have exhibited an increase of 13,2%
and 5% respectively, compared to the same period in 2014.
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Compared to the equivalent period of 2014, the number of
permits for residential buildings exhibited a slight decline of
0,3%, while the area and value have both increased by 25%.
In addition to the decrease in the number, non-residential
building permits have exhibited a decrease in both area and
value of 18,6% and 38,7% respectively. The value of civil
engineering projects has increased by 7,1%, while the area
has decreased by 50,3%. Permits related to the division
of plots have experienced an overall increase, while road
construction permits exhibited an increase in number 8,7% and
a decrease in value -12,3%. Large projects exhibited an overall
increase and comprise those of an area exceeding 900 m2.

Graph 8

Table 4
Details of Building Permits in 2015 ( January - April)
Category
Residential Buildings
Non-Residential
Civil Engineering
Projects
Division of Plots
Road Construction
Total
Large Projects
Small Projects

Number

Area
2
(m )

Value
( 000)

1.091

226.370

216.819

295

60.832

51.918

(-0,3%)
(-10%)

(+25,5%)
(-18,6%)

(+25%)

(-38.7%)

63

6.500

33.735

(-18,8%)

(-50,3%)

(+7,1%)

125

10.361

(+8,7%)

(+28,2%)

26

1.445

(+13%)

(-12,3%)

1.600

293.702

314.278

71

131.796

142.883

1.529

161.906

171.395

(-2,3%)

(+18%)

(-3%)

(13,2%)
(+31%)

(+1,9%)

Source: Department of Lands and Surveys

(+5%)

(+13,9%)
(-1,4%)

Note: % in brackets is the annual change from 2014 to 2015

Source: CySTAT

Building permits vary across cities in Q1 of 2015. Famagusta
experienced the largest increase in area and value of 65,4%
and 53,42% respectively. The second largest increase is
found in Limassol (increase of 40,35 % in m2 and 26,41%
in value), followed by Nicosia (increase of 15,88% in m2 and
12,35% in value). Both Paphos and Larnaca experienced
a decrease in m2 of 24,75% and 8,17% and in value of
23,64% and 34,76%, respectively, whereas all cities have
experienced a decrease in number of permits.
Deeds of sale
Deeds of sale increased during the first two quarters of 2015
from 2.110 to 2.348 (11,31% increase) compared to the same
period in 2014.
As shown in Graph 8, the increase was evident in Larnaca
(36%), Paphos (17%) and Limassol (10%). The largest
decrease was experienced by Famagusta (19%), followed by
Nicosia (4%).

During the first six months of 2015, 27% of total buyers
(representing 635 deeds of sale) were overseas residents.
Specifically, 38,1% of these purchases were made in Paphos
and 26,1% in Limassol, emphasizing the relatively stronger
demand of foreign investors in these two cities.

Property Price Indices
The Royal Institute of Chartered Surveyors (‘RICS’) Cyprus
Property Price Index is published on a quarterly basis and
focuses on both residential and non-residential property
(including retail and offices) and also tracks trends on rental
rates. The information provided by RICS is based on the
average price and rent of the sub-districts monitored per
urban centre per sector. The Q1 2015 RICS Cyprus Property
Price Index recorded a fall in most asset classes in terms of
prices and rents across most of Cyprus’ major urban areas.
Amongst the cities, Nicosia is clearly experiencing significant
declines, while on the other hand, the rest of the cities are
gradually bottoming out.
A. Residential Property
Apartment prices according to RICS are based on 85 m2, twobedroom apartments of medium quality.
i) Apartments
Sales Prices
The average price for an apartment in Cyprus in Q1 2015 was
€101.320, whilst in the previous quarter it was €101.766. This
corresponds to a 0,44% fall from the previous quarter and a
3,23% fall from the same quarter in 2014. It is noteworthy
that in comparison to the previous quarter of 2014, prices
have remained the same in both Paphos and Famagusta,
whereas in the remaining three cities the fall in prices did not
exceed 1% (Graph 9).
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Graph 9

Graph 10

Source: RICS

Rental Rates

Source: RICS

Average monthly rental values for apartments reached €324
during Q1 2015, as tracked by RICS. This corresponds to a
3,91% decrease from the same quarter in 2014. The fall in
rental rates is largely driven by domestic demand. Compared
on an annual basis, the biggest drop was observed in Nicosia
(13,34%) with monthly rents on apartments, falling to €362
in Q1 2015. The lowest monthly rentals as at Q1 2015 were
in Paphos and Famagusta (€272 and €278 respectively), as
shown on Graph 10. Moreover, when compared with the last
quarter of 2014, rents for apartments have shown zero or less
than 1% fluctuation in all cities, with the exception of Nicosia
that showed a 1,63% decrease in Q1 2015.

ii) Houses
Housing prices according to RICS Index relate to semidetached, three-bedroom houses (250m2) of medium quality
with garden.
Sales Prices
The average price for a house in Cyprus in Q1 2015 was
€328.590. This represents a 3% fall from the same quarter in
2014. Similarly, when compared to the prices of Q1 2015, the
largest fall was noticed in Nicosia (6,90%), whereas Larnaca
is the city with the lowest house prices.
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House prices showed a minor increase of 0,6% in Q1 2015
compared to the previous quarter. Larnaca and Paphos
experienced an increase of 3,03% and 1,28% respectively,
while Limassol and Paphos remained unchanged (Graph 11).
Nicosia on the other hand, was the only city experiencing
decline (0,95%) and that may indicate that the local market
has reached its lowest point and may exhibit an upward trend
in the short-term.
Graph 11

Rental Rates
The average monthly rental value of houses according to
RICS, as of Q1 2015, was €536, showing a decrease of 1,2%
compared to Q1 2014.
As presented in Graph 12, Nicosia and Limassol suffered
a slight decline in monthly rents for houses over Q1 2015.
In general, rental values across Cyprus have marginally
increased by 0,3%. This is mainly due to the increased rates
in Paphos by 3,37%. Rates in Limassol and Larnaca remained
the same.
Graph 12

Source: RICS
Source: RICS
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B. Retail Property
The outline of a retail property used by RICS is a high-street
shop consisting of 100m2 ground floor and 50m2 mezzanine.
Sales Prices
The average price for a retail property in Cyprus in Q1 2015
was €350.996, an 8,1% fall from Q1 2014. Retail is the real
estate sector with the largest fall in Nicosia, Limassol and
Larnaca compared to the previous year. This is largely due to
the decreased domestic consumer demand.
The largest yearly fall as at Q1 2015 was demonstrated in
Nicosia (13,5%), followed by Larnaca and Limassol (8,02%
and 6,59% respectively) (Graph 13). Despite the large decline
of retail property prices in Nicosia, being the country’s main
retail market, prices remained the highest at €499.124; All
cities experienced a decline in retail prices in comparison
to the previous quarter, except Famagusta where prices
remained the same.

Graph 14

Graph 13

Source: RICS

Source: RICS

Rental Rates
Average monthly rents of retail property according to
RICS experienced a minor decrease from €1.564 in Q4
2014 to €1.558 in Q1 2015 (-0,4%), which might indicate a
stabilisation of the market.

Monthly rentals in Famagusta dropped by 5,07% over the
year reaching €701 in Q1 2015, compared to €738 in Q1
2014. Large falls during this period were also noticed in
Nicosia (14,64%) and Limassol (10,4%). Larnaca, Paphos and
Famagusta demonstrate signs of stabilisation. (Graph 14).
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C. Offices

Rental Rates

An average office used by RICS in the preparation of its Index
is of a Grade A quality, at city centre comprised of 200m2.

Average monthly rental values for offices according to RICS
dropped by 3,5% from Q1 2014 to Q1 2015, reaching €1.286.
The largest annual drop was experienced in Limassol (7,72%),
followed by Famagusta (7,26%). On the other hand, rents in
Nicosia demonstrated a 2,11% increase as shown on Graph 16.

Sales Prices
In Q1 2015, average office price in Cyprus was €347.301, a fall
of 4,8% from those in the same quarter in 2014.
Signs of stability in office prices are also demonstrated in
the Q1 2015 with the exceptions of minor falls in Limasol
(-1%) and Nicosia (-0,59%). Furthermore, on an annual basis,
Nicosia was the city with the biggest annual drop (9,44%).
Office prices have dropped significantly mostly due to the
decline in economic growth. Moreover as shown in Graph 15,
the other cities proved to be more resilient.

Graph 16

Graph 15

Source: RICS

Source: RICS
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Other Matters

The conversion of deposits held in Bank of Cyprus that
have been compulsorily converted into shares, is included
under Criterion (e) above;
OR

Cypriot citizenship
In an effort to restart the economy and promote foreign
investment in Cyprus, the Cyprus Government announced
on 19th March 2014 further changes to the set of criteria
for granting the Cypriot citizenship by exception to foreign
investors.
Criteria for granting the Cypriot citizenship by exception
include the following:
(a) The applicant should have direct investments in Cyprus of
at least €5 million in Cyprus government bonds, bought on
the primary market;
OR

(b) The applicant should have direct investments in Cyprus of
at least €5 million, in financial instruments of companies
and shares of public companies registered in Cyprus;
OR

(c) The applicant should have deposits in Cyprus banks
amounting to €5 million, for a period of three years.
The deposits can be either personal or deposits of a
private entity or of a trust whereby the applicant is the
beneficiary;
OR

(d) The applicant should have direct investments in Cyprus of
at least €5 million in real estate and land developing (e.g.
residential, commercial and other infrastructure);

(h) The Council of Ministers can at its discretion relax certain
criteria to accommodate large collective investments
in government bonds (Criterion (a)), financial assets in
Cypriot enterprises or organizations (Criterion (b)), real
estate and land development (Criterion (d)) and in relation
to the purchase, establishment or participation in Cypriot
businesses and companies (Criterion (e).
In addition, the applicant will be required to invest a reduced
amount of €2,5 million in any of the above categories, on the
basis that they participate in a collective investment scheme
with a total value of at least €12,5 million.
An additional prerequisite is that the applicant must have
a clean criminal record and own a permanent residence
in Cyprus, the market value of which should be at least
€500.000 (plus VAT). This condition does not apply if
the investment is exclusively in real estate and/or land
development.

Immigration permits
The Ministry of the Interior released a more efficient
procedure for granting an immigration permit to third country
nationals that intend to take up permanent residency in
Cyprus, provided that they fulfil certain criteria.
The application form must be accompanied by a title deed
or a contract of sale that has already been submitted to the
Department of Lands and Surveys, for the acquisition of a
house, apartment or any other building situated in Cyprus, of
a minimum market value of €300.000 (plus VAT). Further, the
applicant must submit proof of payment for at least €200.000
(plus VAT) in respect of the above mentioned property.

OR

(e) The applicant should have direct investment in Cyprus of
at least €5 million through the purchase, establishment or
participation in businesses/companies that are based and
have activities in Cyprus. Further, the above mentioned
businesses/companies must be able to verify their
physical presence in Cyprus and should employ at least
five Cypriot citizens;
OR

(f) The applicant may choose to have a combination of any of
the above criteria ((a), (b), (c), (d) and (e)), amounting to €5
million;
OR
(g) Any applicant who was a holder of deposits in Laiki Bank
and suffered an impairment in value of his / her deposits
of at least €3 million as at 15 March 2013 as a result of
the measures imposed on the bank. If the impairment
suffered, however, is lower than €3 million, he / she may
still apply for Cypriot citizenship, provided that he / she
invests the remaining amount (i.e. sum up to €5 million)
in any of the Criteria (a) – (e) above.

Transfer of immovable property
Fees on transfer of immovable property are imposed by
the Department of Lands and Surveys in order to transfer
the ownership of the property to the purchaser. The fees
are payable upon transfer of ownership. The purchaser is
responsible for the payment of transfer fees, except if other
arrangements are made between the purchaser and the
vendor. The rates used for the calculation of fees on transfer
of immovable property are shown on Table 5.
Table 5
Immovable Property Value		

Rates on Transfer fees

Up to €85.000				3%
€85.001 - €170.000				5%
€170.001 and over				8%

No transfer fees are imposed for the transfer of property that
is subject to VAT.
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Where transfer fees are imposed, they are reduced by 50%
in the case that the transfer relates to land or buildings that
are:
i) sold for the first time from the date of issue of the
planning permission or building permit; and
ii) the date of the conclusion of the sale agreement and
the date submitted for the first time to the District Land
Registry both fall during the period from 2nd December
2011 through 31st December 2016, inclusive.

Property taxes
Property tax is imposed on all types of immovable property
in Cyprus. The tax is estimated using the tax rates multiplied
by the value of the property (based on market values as at
1 January 1980, until 2014) for each proprietor. Proprietor
is defined as a person who is entitled to be registered as
the owner of the immovable property, whether he / she is
registered as such or not.
According to the law, immovable property includes land,
buildings built on land, trees planted or grown on land,
privileges, rights of use, any rights and benefits relating to
land or are considered to be related to land or buildings or any
type of works, wells, manholes, drill wells, etc.

The draft law also provides that a discount of 10% will be
granted for timely payment, whereas a 10% penalty plus
interest and other administrative fines will be charged if
immovable property tax is not paid by the set deadline.
Moreover, it provides that all assessments not exceeding
EUR 25,00 per owner will receive full exemption and this
provision exempts approximately 12% of immovable
property owners.
Following its adoption, it is expected that municipal taxes
which up until now are imposed on the total of the properties,
will also be abolished.
It is noted that the Department of Lands and Surveys has
published the new property values based on valuations as on
1st January 2013.
Immovable property tax owners can appeal the government’s
valuation of their immovable property until 31st December
2015 and correct any other mistakes made in the process
of calculating immovable property tax. The owners can file
an appeal by paying a fee that depends on the value of their
property. For properties up to €100.000, owners will be
charged €37,50; €75 for properties between €100.001 and
€500.000; €150 for properties up to €1 million and €357 for
those over €1 million.
Municipal tax

Immovable property tax rates
The immovable property tax is imposed on an annual basis,
on the value (until 2014 the calculation was based on market
values as on 1st January 1980) of immovable property owned
by each person as on 1st January of each year.
Table 6

Proprietors also incur municipal tax on immovable property
(Town Rate). This is an annual tax which is levied as a result
of property ownership within the limits / boundaries of
each municipality, with certain exceptions included in the
legislation.
However, as above-mentioned, it is expected that once a
single immovable property tax will be adopted, the municipal
tax will be abolished.
Proprietor’s obligations
In cases where a property is subdivided, it is considered to
be owned by its proprietors according to their respective
physical shares therein.

Immovable property owners with total immovable property
value (1 January 1980) not exceeding €12.500 as at 1 January
of each year, are exempt from immovable property tax.
Immovable property owners with total immovable property
value of €12.501 and over are subject to immovable property
tax on the total value of their property, according to the table
above.
Every proprietor is required to submit to the Inland Revenue
Department the tax form as well as the tax due that arises in
accordance to the immovable property declared within.
However, a draft law has been submitted to the legislature,
in relation to the implementation of a single immovable
property tax. The draft law, which will be discussed in autumn,
provides that the immovable property tax will be set on the
basis of a unified, low tax rate of 1‰ on the values of the last
General Valuation (1 January 2013).

In case an immovable property has been developed and sold
but the corresponding title deed has not yet been issued, or
issued but the transfer of ownership to the new proprietor
has not yet been effected, the existing owner may submit
to the Director of Tax on or by 31st March of each year, a
statement listing such properties for which a sales contract
was in place as on 1st January of the respective year.
One needs to submit such a statement during the following
year only if changes relating to the previously submitted
statement have occurred.
Where the existing owner completes and submits the abovementioned form within the prescribed due date, the payment
obligation of the immovable property tax with respect to such
properties will be transferred to the respective purchaser,
assignee or beneficiary and the Director should issue the
relevant immovable property tax assessment in the name of
the purchaser, assignee or beneficiary.
Where an existing owner fails to submit the required form
mentioned above prior to the deadline, he/she remains liable
to pay the immovable property tax.
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The above provisions of the Law shall not apply in cases where
the issue of the title deed was wilfully delayed by the existing
owner or in cases where the existing owner is a legal person
under liquidation.
Capital Gains Tax
Capital gains tax of 20% is charged on gains upon sale of
immovable property located in Cyprus, which is incurred during
the year that the property is disposed of. Depending on the type
of property being disposed of, lifetime exemptions applicable to
individuals for gains from the sale of immovable property are as
follows:
(a) Disposal of property: €17.086;
(b) Disposal of agricultural land: €25.629;
(c) Disposal of permanent residence: €85.430.
A full exemption from capital gains tax will be granted for the
sale to an independent party, of immovable property consisting
of land, or land with a building or buildings, which will be
acquired from an independent party, at market value, from the
date the law will enter into force until 31/12/2016.
That is, regardless of when the property will be sold, in essence
it is enough that it has been bought up until 31/12/2016 and no
capital gains tax will be payable. The exemption does not apply
to immovable property that was acquired not by purchase or
by purchase agreement but by a donation/gift or by way of an
exchange.
VAT rates
The standard VAT rate is 19% as of 13th January 2014.
No VAT is charged on acquisition of buildings for which an
application for a town planning permit was submitted prior to 1st
May 2004, as well as for transfers of plots of land. A one-off VAT
charge of 19% is charged on buildings for which an application
for a town planning permit was submitted post 1st May 2004.
No VAT will be payable for the acquisition of a property for which
VAT has been previously paid. Further, no VAT is added on the
sales price for the purposes of calculating the property transfer
fees.
The VAT rate is reduced to 5% on the purchase or construction
of a residence. Land developers and interested buyers should
fulfil the following conditions, collectively, in order to be eligible
for the reduced VAT rate:
(a) Regarding the use: The qualifying residential property is used
or is intended to be used by the beneficiary for his / her main
and permanent residence;
(b) Regarding the process: The beneficiary must submit a
declaration with the VAT authorities for certification;
(c) Regarding the rightful person: An applicant is defined as a
beneficiary provided that:
(i) He / She is a physical person;
(ii) Is 18 years old or over; and
(iii) Is a citizen and permanent resident of the Republic of
Cyprus or of any other Member State of the EU;
(d) Regarding the property:
(i) The application for the planning permission or building
permit must have been submitted after 1st May 2004;
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(ii) The property must be intended to be used after its
purchase or construction as the permanent and main
place of residence;
(iii) The total covered area of the property should not
exceed 275m2; however, excluded from the 275m2
area are: a) up to 5m2 of engine room space, b) up to
7m2 of storage space, c) up to 36m2 of covered parking
space and d) up to 40m2 of covered verandas.
(iv)In cases of families with more than three children, the
area is increased by 15 m2 for every child after the third
child;
The 5% reduced VAT rate is applied only on the first 200 m2.
In addition, certain procedures should be followed by the
Land Development Contractors, Building Contractors and
beneficiaries. The reduced VAT rate is also applicable on
purchase or construction of residential buildings for third
country citizens (e.g. Russia, USA, China, etc), provided that
the residential buildings will be used as their primary and
permanent residence in the Republic.

Recent reform of the Tax regime
Reduction of transfer fees on real estate transactions
A new law has been adopted according to which transfer fees
will be cut by 50% on all property sales and registration of
leases or subleases that will take place until December 31,
2016.
Moreover, the transfer fee payable on immovable property
from parent to child has been abolished.
Also, the fee payable in cases of exchange of immovable
property of equal value is abolished.
At the same time, in cases of family companies, the
refunding of fees on property transfer after the period of five
years, from now on will be abolished. As a result the right
for reduced fees from a family company to a shareholder is
abolished.
Please note that according to existing law, no transfer fees
are imposed for the transfer of property that is subject to VAT.
Capital Gains Tax (CGT) Exemption

Stamp duty
Stamp duty is a tax which is charged on certain types of
instruments which deal with Cyprus situated immovable
property, irrespective of whether executed in Cyprus or
outside Cyprus. As from 1st March 2013, the stamp duty
levied is 0% for amounts up to €5.000, 0,15% for amounts
between €5.000 and €170.000, and 0,2% for amounts over
€170.000, up to a maximum stamp duty of €20.000.

Abolition of fees and stamp duty in certain cases
for loan transfer
The law of the Department of Land and Surveys (Fees and
Charges) has been amended in order to provide that no fee
shall be imposed on the amount of the initial loan facility
contract in certain instances when a mortgage is cancelled
and a new mortgage is created, namely:
•

where a mortgage on an immovable property is cancelled
and on the same day a new mortgage is created on
the same property for the same purpose, regardless of
whether it is in favour of the same or any other mortgagee.

•

where a mortgage on an immovable property is cancelled
and on the same day a new mortgage is created on the
same property for the same purpose in favour of the
same mortgagee and the amount of the new mortgage,
excluding any interest, is less or equal to the amount of
the mortgage that has been cancelled.

•

in the case of transfer of a mortgage (including transfer
from parent to child) for any amount that remains unpaid
on the date of the transfer.

Moreover, the Stamp Duty Law has been amended so that
no stamp duty is payable in cases where the mortgage on
an immovable property is cancelled and a new mortgage is
created on the same property for the same purpose on the
same day, regardless of whether it is in favour of the same or
any other mortgagee.

A full exemption from capital gains tax will be granted for
the sale to an independent party, of immovable property
consisting of land, or land with a building or buildings, which
will be acquired from an independent party, at market
value, from the date the law will enter into force until
31/12/2016. That is, regardless of when the property will
be sold, in essence it is enough that it has been bought up
until 31/12/2016 and no capital gains tax will be payable. The
exemption does not apply to immovable property that was
acquired not by purchase or by purchase agreement but by a
donation/gift or by way of an exchange.
Introducing the Non-Domicile Principle
The current Special Contribution for Defence (SCD) provisions
will exclude from SCD, dividends, interest and rents (as
well as from deemed dividend distribution provisions),
of individuals who are Cyprus tax residents but are not
domiciled in Cyprus (as defined in the SCD Law) irrespective
of the origin of the relevant income (i.e. from sources within
Cyprus or abroad).
The new provisions define domicile in accordance with the
rules of the Wills and Succession Law under which two main
kinds of domicile are identified:
•

A domicile of origin (i.e. the domicile received by him at his
birth); and,

•

A domicile of choice (i.e. the domicile acquired by him by
establishing a home with the intention of a permanent or
indefinite residence).

A person who has his domicile of origin in Cyprus will be
treated as “domiciled in Cyprus” for SCD purposes with the
exception of:
•

An individual who has obtained and maintained a domicile
of choice outside Cyprus under the provisions of the
Wills and Succession Law, provided that this individual
was not a Cyprus tax resident for a period of at least 20
consecutive years prior to the tax year in question; or

•

An individual who was not a Cyprus tax resident for a
period of at least 20 consecutive years prior to the tax year
in question.
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An individual who is resident in Cyprus for a period of at
least 17 years out of the last 20 years prior to the tax year in
question shall be deemed as domiciled in Cyprus for SCD
purposes regardless of whether or not he has his domicile of
origin in Cyprus.
The above provisions will result to the complete exemption
from SCD of a Cyprus tax resident individual, who, in
adopting the rules above is not a domicile of Cyprus for SCD
purposes.
However, the exemption from SCD will not apply in the event
of any assets that may give rise to SCD have been transferred
from an individual domiciled in Cyprus to an individual not
domiciled in Cyprus where one of the main reasons for the
transfer was to benefit from the exemption. In such a case,
SCD will be imposed on the income derived from such
assets and may be collected either from the transferor or the
transferee accordingly.
Notional Interest Deduction (NID)
In an attempt to reduce excessive debt financing and
encourage the investing of equity in corporate structures
(hence reducing the overall debt exposure and de-leveraging
the economy), the new amendments provide for a deduction
on new equity by way of a Notional Interest Deduction (NID)
as of 1st January 2015. The NID will be calculated on the
basis of a reference interest rate on new equity held by the
company and used in the business.

Property foreclosure legislation
The modernized property foreclosure legislation has been
entered into effect in April 2015.
The amending law provides for the auction and sale of
mortgaged property collaterals by the mortgage lenders
without the related government agency’s involvement.
The law sets out the timeframe that needs to be adhered to
in accordance with the new procedure, and establishes a
procedure for valuating properties.

Insolvency framework
The adoption of the insolvency framework has modernised
the insolvency legal regime of Cyprus, through the
introduction of five pieces of legislation, including two new
and three amending laws. In particular:
1. Insolvency of Natural Persons (Personal Repayment
Schemes and Debt Relief Order) Law of 2015
This Law provides for the establishment and operation of
two new mechanisms in relation to natural persons. The
first mechanism provides for the establishment of Personal
Repayment Schemes, in order to facilitate the restructuring
of debt of natural persons, so as to ensure the repayment
of creditors and, where possible, protect the primary
residence. Under strict eligibility criteria and if the Repayment
Scheme is not accepted by creditors, then the law allows
for its enforcement on the creditors by the court in order to
safeguard the primary residence.

©2015 KPMG Limited, a Cyprus limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved

18 | Cyprus Real Estate Market Report

The second mechanism provides for a debt relief order
scheme for debts up to €25.000. There are strict eligibility
criteria in order to allow for such debt relief, which in essence
is available for those debtors who do not have any disposable
income or assets that may be used to repay the debt.
2. The Bankruptcy (Amending) Law of 2015
The main amendment introduced by the Bankruptcy
(Amending) law, is the introduction discharging a person who
was declared bankrupt three years after the bankruptcy order,
if the person was cooperative and operated in good faith.
Moreover, the procedure is now simpler, as the old two-stage
procedure has been eliminated and the new law provides that
upon issuance of the bankruptcy order the Official Receiver
becomes the legal owner of all assets, without further court
involvement.
3. Companies (Amending) Law of 2015, regarding
winding up
The aim of this law is the modernisation of the winding
up legislation. One of the main amendments relates to
the decision-making during creditors’ meetings. The law
introduced decision-making by a majority of value, whereas
under the old system a majority in number and in value
was necessary, which often resulted to delays. Moreover,
liquidators will now be Insolvency Practitioners, licensed
under the new law and also their powers are enhanced, for
instance to include the power to sell charged assets.
4. Companies (Amending) Law (No.2) Law of 2015,
regarding a mechanism for restructuring corporate debt
(Examinership)
This amendment introduces a restructuring procedure for
viable companies which have run into financial difficulties.
In particular, the law provides for the appointment of an
examiner to a company by the court, when the company
has a reasonable prospect of survival as a going concern. In
essence, it provides an opportunity for companies that are
insolvent to explore all options available to them without the
threat of any legal proceedings to be initiated against the
company, including the appointment of a receiver or the filing
for a winding-up order.
5. Insolvency Practitioners Law and Insolvency
Practitioners Regulations of 2015
This law and regulations provide for the authorisation,
licensing and regulation of the profession of Insolvency
Practitioners. These set out the minimum qualification
criteria, as well as the duties of Insolvency Practitioners,
whereas provisions have also been introduced governing the
transitional period for the implementation of the insolvency
framework laws.
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Who we are
KPMG is a global network of professional firms providing
Audit, Tax and Advisory services. We have more than
162.000 professionals worldwide working together to deliver
value in 155 countries.
KPMG’s dedicated practice in Cyprus was set up more than
a decade ago with the aim to advise clients on a diversity
of issues relating to the real estate, hospitality, leisure
and tourism industries. Our global coverage, the network
and international experience of our team, combined with
the ability to draw upon local know-how within the KPMG
international network, give us unparalleled strength in
advising in the real estate, leisure and tourism fields. KPMG
clients range from international hotel chains to independent
hoteliers; from individual hotel investors to international
private equity houses investing in hotels and resorts; from
financial institutions to real estate developers.
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How can KPMG
help?
KPMG operates through fully integrated teams that include
professionals across our Audit, Tax and Advisory practices
who combine a wide range of skills and experience tailored
to meet the individual needs of our clients. We believe
in bringing our clients to the centre of our activity and
positioning ourselves at the heart of their business. This
enables us to fulfill our role of providing advice based on a
thorough understanding of their objectives.
Particularly KPMG can assist you through a number of
projects, including the following:
•

Market and financial feasibility studies – strategic
market assessment and comprehensive financial analysis
to assess potential investment returns for different
projects in different target markets;

•

Project conceptualization and investment planning –
development of realistic and implementable concepts
with short, medium and long term investment planning;

•

Project Management and Business plans – strategic
direction for the realization and delivery of project
concepts, from financing to staffing and marketing and
sales;

•

Business performance improvement – assessing
existing facilities and providing approaches for cost
savings whilst simultaneously enhancing market
opportunities;

•

Valuation services – preparation of asset and business
valuations for financing assessment;

•

Deal structuring – advice as to the efficient legal and tax
structuring of a transaction;

•

Investor search – preparation of the information
memorandum for the investment opportunity, as well
as approach and selection of interested investors and
assistance in the transactions process.

•

Immigration services – for both EU and third country
nationals, including applications for immigration
permits relating to EU nationals registration certificate
and residence card, as well as third country nationals
immigration/residence permit, family reunification and
Cyprus citizenship.

•

Tax services –advice, including in relation to transfer of
immovable property and property taxes.

•

Insolvency services – offer advice and undertake
appointments in relation to voluntary and court driven
winding up procedures, including positions of provisional
liquidator pending the appointment of a liquidator in
a court procedure and temporary receiver (in cases of
shareholder disputes) as well as receivership proceedings,
examinership proceedings and creditors schemes of
arrangement.
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