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1 Short Summary

Cyprus has set an ambitious -5% target by 2020 compared to 2005 in terms of GHG emissions
reduction. The achievement of this goal is seen as a major challenge and so an ad hoc committee has
been set up to draft a detailed low-carbon economy development roadmap that is still being
developed. In addition, as Cyprus is already being affected by the impacts of climate change, a
National Adaptation Plan was published in April 2014.

The Cyprus non-ETS target under the Effort Sharing Decision (ESD) is 5% (compared to 2005).
Emissions in these sectors were reduced by 20.8% between 2005 and 2013 which exceeds the
interim target. According to the latest national projections submitted to the Commission and taking into
account existing measures, the 2020 target is expected to be met by a margin of 46.3% points.

The key policy developments in the last year include the issue of a support scheme for PV installations
(“Solar Energy for all”) along with another support scheme related to the energy upgrading of
commercial buildings “Energy Upgrading of Enterprises”. Apart from that, the hydrocarbon exploration
on the Cyprus EEZ (Exclusive Economic Zone) continues and further developments concerning
natural gas infrastructure on the island are discussed.

2 Climate and energy policy priorities

Concerning GHG emissions, these increased by 1.5% in 2012 compared to 2005 levels. In addition,
Cyprus has set a -5% target by 2020 as far as GHG reduction is concerned and based on the current
projections reaching that goal is considered a major challenge (EEA, 2014a). For that reason, an ad
hoc committee has already been set up for the synthesis of a detailed low-carbon economy
development roadmap that is still being developed (Republic of Cyprus, 2014).

Nevertheless, it should be noted that Cyprus is one of the countries already affected by the
consequences of climate change (Republic of Cyprus Auditing Agency, 2012). This is why Cyprus is
equally concerned on climate adaptation. As a result, a National Adaptation Plan was published in
April 2014. lts preparation was part of the LIFE+ Project CYPADAPT (1 Sep 2011- 31 Mar 2014),
which involved the Department of Environment, Ministry of Agriculture, Natural Resources and
Environment of Cyprus, the National Technical University of Athens and the National Observatory of
Athens.

In Cyprus electricity generation has been dominated by the use of fossil fuels (approximately 93% of
total electricity generation in 2013) (TSO Cyprus, 2014). More specifically, electricity production is
based on 3 fossil fuelled power plants, located on the island and Cyprus is completely dependent on
imported petroleum products (European Commission, 2014). Nevertheless, renewable energy sources
are gradually increasing, with their share in gross final energy consumption in 2012 reaching 7.3%
(EEA, 2014a). As far as electricity production is concerned, RES share increased from 5.2% in 2012
to 7.5% in 2013 that is attributed to the connection of new PV installations to the grid (TSO Cyprus,
2014).

The promotion of RES through the introduction of new support schemes along with the continuation of
domestic hydrocarbon exploration with the development of new natural gas infrastructure shows the
commitment of Cyprus to reduce its energy dependence on fossil fuels imports. However, it should be
noted that the primary objective of Cyprus, as a small island without any interconnections so far, is
energy security.
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3 GHG trends and projections

Cyprus reduced its total GHG emissions by 12% between 2005 and 2013. The share of GHG
emissions not covered by the European Emission Trading Scheme (EU ETS) is around 54%, which is
below the EU28 average (see Table 1)."

Table 1 Key data on GHG emissions

National data EU28

2005 2011 2012 2013 2013

Total GHG emissions | Mt CO,eq 9.9 9.7 9.3 8.7 4 539
Non-ETS emissions Share in total emissions | 49% 52% 53% 54% 58%

Source: EEA 2014a; EEA 2014¢c

By 2020, Cyprus needs to reduce its emissions not covered by the EU ETS by 5% compared to 2005,
according to the ESD. The latest data for 2013 show that Cyprus not only met but exceeded its annual
allocation interim target under the ESD for the year 2013 by 15.4 percentage points (see figures in
Table 2). National projections indicate that the country should stay on this course and not only meet
but exceed its 2020 target by even wider margins of about 46.3 percentage points with existing
measures (WEM) and 48.1 percentage points with additional measures (WAM)(EEA 2014a).

Table 2 Non-ETS emission targets, trend and projections

Compared to base year
2013 ESD interim target -5.4%
ESD emissions - 20.8%
2020 ESD target -5.0%
ESD projections WEM -51.3%
ESD projections WAM -53.1%

Source: EEA 2014a. Green indicates target met or exceeded.

GHG emissions are mainly created by the energy industries, followed by direct fuel consumption (e.g.
households for heat generation) and the transport and the waste sector (see figure below for historic
and estimated emissions by sector). Projections indicate that by 2020 emissions from all these sectors
will be significantly reduced, compared to 2005, a trend that can already be seen from 2009/10
onwards.

" The European Environment Agency has developed a complex methodology to measure progress on the Non-
ETS/ESD targets of all EU Member States. This report uses the figures derived on this basis. A detailed
explanation and the underlying absolute amounts are contained in Annexes 1-3 of the EEA report No 6/2014
“Trends and projections in Europe 2014. Tracking progress towards Europe's climate and energy targets for
2020” available at http://www.eea.europa.eu/publications/trends-and-projections-in-europe-2014/
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Figure 1 GHG trends and projections by sector
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Source: EEA 2014a. Dashed lines indicate the WEM projection, dotted lines the WAM projection.

4 Policy development

This section covers significant developments made in key policy areas between January and
December 2014. It does so through two different perspectives: 1) progress on the policies
communicated under the National Reform Programme 2) developments in the identified national
priority sectors and policy areas.

4.1 Key policies as outlined in the National Reform Programme

Member States prepare National Reform Programmes (NRPs) each April outlining the country’s
progress and the key policies and measures to achieve targets under the EU 2020 Strategy.

Table 3 Key policies and measures as outlined by the NRP 2014

Introduction of the 3rd National Energy Efficiency Action Plan (3rd NEEAP)

Status in the NRP 3rd National Energy Efficiency Action Plan (3rd NEEAP) was submitted to
the European Commission in April 2014

Status as per Dec In force
2014

Description of policy The 3" National Energy Efficiency Action Plan includes energy efficiency
related policies and measures through which the 2020 primary Energy
Efficient Target will be achieved The Action Plan includes a detailed
assessment of the effectiveness of the existing policies and has been
carried out along with the potential of those policies to induce further energy
savings.
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Hydrocarbon exploration

Status in the NRP Several licenses were issued for a number of “Blocks”. The first licence was
issued for “Block 12” in 2008 and after the second licensing round in 2012,
hydrocarbon exploration was authorised in “Blocks 2,3,9,10,11” in 2013. For
“Block 12” the “Appraisal Well” operations are expected to be completed in
2015. In addition, the decision for the construction of an onshore LNG plant
has been taken. Finally, the Cyprus Natural Gas Company (DEFA) plans to
develop an internal pipeline network for the transmission of natural gas to
the island’s main power stations.

Status as per Dec Ongoing
2014

Description of policy See Chapter 4.2.2

Support for RES

Status in the NRP The Cyprus Energy Regulating Authority (CERA) announced in 2013 two
innovative support schemes for PV. The first one foresaw the installation of
5,000 small PV installations up to 3kW. The scheme included the provision
that 2,000 will be provided to social vulnerable consumers i.e. social
assistance recipients, families with low income that were entitled to request
an additional support of 900 EUR/KW. The installed PV will operate under a
net metering scheme. The second support scheme foresaw the installation
of PVs for self-generation from companies (max. cumulative capacity
10MW).

Status as per Dec Updated and ongoing
2014

Description of policy | See Chapter 4.2.3

4.2 National policy priorities

The below sub-sections provide updates on key existing and new policies in priority sectors and policy
areas of relevance to the energy and climate targets under the Europe 2020 strategyz. Each sector or
policy area contains information on the most important policy instruments in operation or development.

4.2.1 Environmental Taxation

In Cyprus, the implicit tax rate on energy lies below the EU average with EUR 141 per ton of oil
equivalent in 2012 (Eurostat, tsdcc360). The share of environmental tax revenues in overall tax
revenue was 7.6% in 2012 and therefore above the EU average of 6.1% (Eurostat, ten00064). The
same holds true for a comparison of environmental tax revenues with GDP, which amounts to 2.7% in
2012 compared to the EU average of 2.4% in 2012 (Eurostat, ten00065).

4.2.2 Energy Efficiency

The energy intensity of Cyprus’s economy is slightly above the EU average and declined by 11%
between 2005 and 2012 (Eurostat, tsdec360). At the same time, the country’s final energy
consumption decreased by 4% over the same time period. This is especially due to an 8% drop of
energy consumption between 2011 and 2012 mainly caused by decreases in the industry and
transport sectors (Eurostat, tsdpc320), due to the declining economic activity. As Cyprus has a
positive energy efficiency target, it is currently on track to meet it (EEA 2014a).

2 The Consortium jointly with DG Clima identified these based on identified challenges in Country Profiles (EEA,
2014), share of sectors in total GHG emissions, and Country Specific Recommendations (2014). DG Clima has
identified additional relevant issues to be reviewed for some or all Member States, including country specific
energy challenges.
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As far as hydrocarbon exploration is concerned, the Republic of Cyprus signed a Memorandum of
Understanding (MoU) with the Italian/ Korean consortium of JV Eni and Kogas on 30 Jul 2014
concerning the exploitation of the potential gas reserves in the Cyprus Exclusive Economic Zone
(EEZ), having priority to the future LNG Terminal at the port of Vassilikos (MECIT, 2014b). Six
potential deposits have been identified. The drilling of the first potential deposits has already been
approved, while the others will be shortly approved.

Concerning the prospecting construction of natural gas infrastructure in Cyprus, i.e. the construction of
the LNG facility in Vassilikos, the Minister of Energy, Commerce, Industry and Tourism, Mr. Georgios
Lakkotrypis stressed the importance of project realisation but at the same time the challenges related
to the LNG Terminal were identified. More specifically, the project has currently a negative net present
value and cannot be profitable. Consequently its viability as an investment depends on the discovery
of new natural gas deposits in the Cyprus Exclusive Economic Zone. Nevertheless, there is a
preliminary agreement between the related stakeholders as far as the spatial Master Plan of the
Vassilikos area is concerned and it remains to be seen if the investment can be realised (MECIT,
2014c). The introduction of natural gas in Cyprus consists one of the main priorities as its introduction
is expected to create cumulative emission reductions of 887 kt CO, in 2020.

In addition, the Ministry of Energy, Commerce, Industry and Tourism has announced in December
2014 the Support scheme “Energy Upgrading of Enterprises”. This economic policy is part of the
sectoral operational programme “Competiveness and Sustainable Development” for the Programmatic
Period 2014-2020 (MECIT, 2014d). SMEs that exercise economic activity in Cyprus are eligible for
support. The support scheme supports the energy upgrading of the buildings where the respective
SMEs are located. More specifically, the supported interventions can upgrade the building to NZEB
(Nearly Zero Energy Emissions Building) or alternatively to reduce its final energy consumption by a
minimum of 40%. Public expenditure for each submission varies between 50% and 75%, depending
on the type of investment, while the maximum support cannot exceed 200,000 EUR (MECIT, 2014d).
The scheme supports a number of measures such as Energy Efficiency Certificates, the purchase and
installations of equipment which will facilitate the energy upgrading of the building. Support for the
installation of RES such as solar thermal, biomass as well as heat pumps (MECIT, 2014d) are also
foreseen.

Total public expenditure for the support scheme amounts to 15.3 million EUR, while for this first call
(two others are expected to follow) 6 million EUR will be distributed (MECIT, 2014d).

The issue of the call was also preceded by a study on the definition of NZEB in Cyprus that was
included in the 3" NEEAP of Cyprus (MECIT, 2014a).

4.2.3 Renewable Energy

The share of renewables in gross final energy consumption was 6.8% in 2012, which is above the
indicative 2012 target of 4.9% set out by the Renewable Energy Directive (RED). The average annual
growth rate was 12.3% between 2005 and 2012. Despite this progress an annual growth rate of 13.1%
is still needed between 2013 and 2020 to reach the 2020 target of 13% due to the projected increase
in energy consumption by 2020 (EEA 2014a). The share of renewable electricity generation, mainly
PV and wind in final electricity consumption increased from around zero to 4.9% between 2005 and
2012, and the share of renewable heating more than doubled from 10.0% to 21.2% (Eurostat,
SHARES 2014).

Concerning the support for RES, the Ministry of Energy, Commerce, Industry and Tourism launched
on 14 Jun 2014 the “Solar Energy for All” Scheme. The Scheme substitutes the existing support
schemes for RES and Energy Efficiency of for the period 2009-2013 and focuses only on PV
installations.

“Solar Energy for All” supporting supports 4 categories: Firstly, support for the purchase and
installation of roof-mounted PV installations that will operate under a net metering scheme up to 3kW.
Main beneficiaries are individuals with low income and social assistance recipients. Secondly,
installation of roof-mounted PV on households that will operate under a net metering scheme (no
subsidy is foreseen). Thirdly, installation of roof- mounted PV on local administration public buildings
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and finally installation of PV for the autonomous production of industrial/ commercial units (MECIT,
2014e).

Furthermore, there seems to be acceleration as far as the realisation of big renewable energy
investments is concerned. In Apr 2014, the creation of two new solar thermal parks has been
approved with the total budget amounting to 221 million EUR. The realisation of both projects is
expected to create approximately 150 to 170 permanent jobs and along with the development of the
smart grid infrastructure 30 to 40 jobs will be further created (SigmaLive, 2014).

The main barrier for the further development of RES in Cyprus is mainly the reliability of the RES
support schemes. There is a general framework concerning the RES-E support. Based on that,
support schemes are issued annually by the Ministry of Energy, Industry, Commerce and Tourism and
more specifically the Administrative Committee of the Special Fund for RES and Energy Efficiency. As
those support schemes are issued annually and are published not at the beginning but in the middle of
the year, the whole process of designing new support schemes, based on the yearly budget creates
uncertainties and unnecessary delays in the realization of prospective investments (Keep on Track,
2014). Apart from that there are issues related to the lack of finance as well as structural problems
related to the administrative burden and the unnecessary bureaucracy for the licencing of RES in
Cyprus (Keep on Track, 2014).

As far as renewable heating and cooling is concerned, Cyprus reached 17.7% (81.25ktoe) in 2010 and
this is mainly attributed to the solar thermal sector as it accounts for 75% of RES-H share (61ktoe)
(Keep on Track, 2014). There are prospects concerning the use of renewable heating and cooling and
the Support scheme “Energy Upgrading of Enterprise” can be seen as one characteristic example.

4.2.4 Transport

GHG emissions as well as energy consumption from transport increased steadily between 1990 and
2012 and only showed a slight downward trend in 2011. In 2012, the proportion of transport emissions
among Cyprus’ total emissions amounted to 21% (Eurostat, tsdcc210 and tsdpc320). Average
emissions for newly registered cars are very high in Cyprus with a level of 139.2 g CO,/km. The level
is the sixth highest in the EU and has decreased by 20% between 2005 and 2013, at a rate lower than
the EU average of 22% (Eurostat, tsdtr450). Road fuel excise duties are below EU average, especially
concerning petrol. The duties on petrol are the eighth lowest among EU MSs (EEA 2014b).

Cyprus levies a registration tax and an annual circulation tax that are both based on CO, emissions
(ACEA 2014). No road use charge applies (CE Delft 2012).

There were no crucial policy developments on that sector in 2014.

5 Policy progress against Country Specific Recommendations
(CSRs) issued 2013

The EU Commission provides Country Specific Recommendations (CSRs) for each MS for
consideration and endorsement by the European Council. The recommendations are designed to
address the major challenges in relation to the targets of the EU 2020 Strategy. For Cyprus no CSRs
have been issued in the climate and energy area.
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