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NEW  INDUSTRIAL  POLICY
Introduction
The manufacturing sector,especially after the drastic reduction of tariff protection due to the participation of Cyprus in the World Trade Organisation,the Customs Union Agreement with the European Union and the continuing drive of Cyprus to become a full member of the EU,is facing serious problems regarding its competitiveness both in the local market as well as in its export effort.These problems can be partly attributed to the low productivity by which the sector is characterised and the lack of skilled labour force. As a result the share of the manufacturing sector in the Gross Domestic Product has been seriously reduced from 18% in 1982 to less than 11.5% in 1997.

Faced with this situation the Ministry of Commerce, Industry and Tourism having thouroully considered ways and means for the reconstruction and development of the sector and taking into serious account  proposals put forward by industrialists and their respective organisations,has eventually resorted to the following basic goals which are expected to form the central core of the Government's New Industrial Policy for the next few years.

a) Assistance of existing and the attraction and development of new high-tech industries

b) Assistance and reconstruction of Cypriot traditional industry

c) Attraction of capital intensive foreign investment

Within the overall effort to attain these goals and in conjuction with the expected serious involvement and initiative of the private sector,the Minister of Commerce,Industry and Tourism  N.Rolandis submitted to the Council of Ministers in February 1999 a proposal aiming at the adoption of a series of measures /incentives as these were detailed in a study titled "New Industrial Policy" comprising of twelve chapters.

The twelve chapters of the New Industrial Policy
First Chapter
High technology-Business Incubators

Second Chapter
High technology-Research and development

Third Chapter
One stop shop

Fourth Chapter
Mergers,Acquisitions and Sub-contracting

Fifth Chapter
Laboratories and inspections for quality improvement

Sixth Chapter
Government guarantees for loans to small and medium-sized enterprises

Seventh Chapter
Subsidisation of studies

Eighth Chapter
Energy conservation

Ninth Chapter
Tax incentives to industries

Tenth Chapter
Incentives to promote exports of manufactured products

Eleventh Chapter
Development of the Larnaca Free Zone

Twelfth Chapter
Government Grants to manufacturing industries

The Council of Ministers Decision

The  proposal submitted by the Minister of Commerce, Industry and Tourism on the New Industrial Policy was scrutinised by the Council of Ministers which at  its meeting of 2nd June 1999,approved all twelve chapters of the Policy.The incentives and schemes contained in the twelve chapters of the New Industrial Policy are detailed in the units that follow.

CHAPTER  ONE

HIGH TECHNOLOGY - BUSINESS INCUBATORS

The Ministry of Commerce, Industry and Tourism will assign to a recognised consulting firm to carry out a detailed study, for the introduction of business incubators in Cyprus. Although the final form and the details pertaining to the operation and management of the incubator will be decided upon completion of the study, the basic features of the incubator, as they have emerged from the study so far carried out by the Ministry, are outlined below.

The Institution of Business Incubators

Business incubators are an institution through which the necessary support is given to new inventors in order to develop and commercialise their innovative ideas, while at the same time they help create and organise a new enterprise which will utilise the new products which will be developed.

Objective of the incubator

The initial stages of enterprises in the high-tech field involve many risks, which act as a deterrent for external investors.  As a result, many excellent ideas are left unexploited. Incubators aim at helping new inventors in the early stages in order to materialise, develop and trade their innovative ideas and create new productive enterprises. Countries where companies succeed in this field, have capitalised on their success.

Supervising Authority and Management

The various managing bodies of the incubator and their responsibilities as well as the details pertaining to the incubator´s operation will be defined upon the completion of the detailed study. In general, the responsibilities of the above bodies will be:

· To adopt a policy concerning the sectors where incubators will be involved

· To approve the various procedures

· To supervise incubator development and the progress of incoming enterprises

· To terminate the stay in the incubator of any enterprises which fail to fulfil their obligations.

Services provided

The incubator will offer the following basic services:

(a)
Help in determining whether the idea can be implemented from a technological and commercial point of view,

(b)
Help in designing the plan for research and development,

(c)
Secretarial and accounting support,

(d)
Scientific and consulting support,

(e)
Help in finding the appropriate financing.

The incubator will offer full office services:

· Office space

· Laboratory space

· Basic furniture

· Telephone

· Telefax

· Computer network

· Internet connection,

· Electronic and conventional mail

· Messenger services

· Air conditioning.

The incubator will also provide:

· Access to Data Bases,

· Access to a transfer of technology network,

· Scientific and consulting support.

Criteria for admission to the programme

Applications submitted should involve a research and development plan, based on an innovative technological idea, which will aim at developing a final product preferably with an export orientation. Information about admission conditions and criteria and other matters (e.g. associates, field of expertise, sectors etc.) will be issued by the competent managing bodies of the incubator.

Beneficiaries

Individuals or small groups will be able to participate in the incubator provided they will submit to the competent committee a complete operational plan which will satisfy the pre-defined selection criteria. The incubator authorities may also consider applications involving the participation of non-Cypriot inventors.

Length of stay in the incubator

An enterprise will stay in the incubator for a maximum of 2 years, unless the incubator approves an extension.

Conditions

An individual (or group) who will be admitted to the incubator will have the obligation to form a limited liability company (LTD) in which:

· 50% of the company shares will be given to the inventor/s,

· 25% of the shares will go to the inventor´s associate/s who will deposit a sum covering 25% of the capital. The inventor will have the right to deposit this sum and acquire the shares for himself. (The above mentioned sum will be deposited gradually and in conjunction with the use of the government subsidy).

· 25% of the shares will go to the incubator.

In order to enter the incubator, it is necessary for the inventor or associate to participate in the sponsorship with at least £10.000.

Financing

The incubator will finance the limited liability company (through special budgets of the Ministry of Commerce, Industry and Tourism) with a grant of up to £100.000. In case the limited liability company starts operating commercially after it leaves the incubator, the company will have to pay back 20% of the total grant amount without any interest within a period of 10 years. The incubator will release funds according to six-monthly budgets and reports describing the progress of the limited liability company.

Company obligations

The company should, within a period of 24 months from the date of the signing of its contract with the incubator, deliver a commercial product. At the end of the 24 months period, the company will withdraw from the incubator.

The incubated enterprise will have to pay symbolic amounts for the use of incubator services.

The enterprise must leave the incubator after 24 months and return the facilities in the same state as they were when it first occupied them.

CHAPTER  TWO

HIGH TECHNOLOGY - RESEARCH AND DEVELOPMENT (R&D)

Centre for Technology Research and Development

The creation of a Centre for carrying out applied research and development in specific high-tech fields, where Cyprus has a comparative advantage, is considered to be an essential component of the effort to develop new high-tech products in Cyprus.

The form of the Center and the Supervising Authority

A Technical Committee chaired by the Ministry of Commerce, Industry and Tourism, will study the form of the Centre, its operation and management structure. The Planning Bureau, the Institute for the Promotion of Research and the Institute of Technology will be represented in the Committee. The Committee will submit a relevant report to the Council of Ministers for reaching a final decision.

Relations with other organisations

The Centre will fill the gap in the field of applied research and it will not be a substitute to the academic research carried out by the University or other academic institutions. The Centre will develop excellent relations and co-operation with the Cypriot academic community as well as with international research and educational institutes.

The Centre would probably have to be near the incubator, so that incubated enterprises will be able to use the Centre´s equipment, while at the same time, promising research results could be utilised for the "incubation" of products in the incubator.

For the success of the Centre, it is imperative to link it with enterprises. Apart from the economic benefits from such a link, this relation will help enterprises appreciate the need for research and development and start implementing innovative plans.

CHAPTER  THREE

FOREIGN INVESTORS SERVICECENTER 

(ONE – STOP SHOP)

Even though the Cyprus Government encourages the inflow of foreign direct investment and attracting foreign capital has always been among the primary objectives of the country´s development policy, it appears that the percentage share of foreign investment in total investments is still very low.  In order to enable the Cyprus industry to compete in the international marketplace and encourage foreign investors to become directly involved in the Cyprus economy, continuing efforts should be exerted.

The inflow of foreign capital and especially of that geared towards direct investment will serve as a catalyst to accelerate the rate of growth of the economy.  It will contribute to the enhancement of the production capacity which will enable Cyprus to compete in the increasingly aggressive international marketplace.  Further more, in view of the start of accession negotiations as well as of the expectation of a successful conclusion, attracting foreign capital investment, new technology and know-how will undoubtedly improve the competitiveness of the domestic production fabric.

With the aim of achieving, as soon as possible, the above mentioned goals as well as to attract foreign direct investment in Cyprus, the Ministry of Commerce, Industry and Tourism has decided to set up an Investment Center.  The Center is designed to be a full-service "One-Stop Shop" for foreign - based companies interested in investigating investment opportunities in Cyprus.  It will offer advice to foreign investors, provide assistance during the application procedures and the securing of the required permits and generally look after investors in the Island.  At a later stage these services will be extended also to local investors.

It should be mentioned that similar Investment Promotion Centers, like the one proposed above, operate successfully in other countries (eg Ireland, Greece, Singapore).

As already mentioned, the Center is designed to serve the needs of the investors and assure that they will receive full assistance.  Thus, at a later stage an "After - Care Service Programme" will be operated.                                                                             

At this point, it should be made clear  that the Investment Center will not intervene with the functions of the Central Bank of Cyprus regarding the initial approval of foreign investment and granting of the required permit.

This kind of Center is considered as a necessity for Cyprus due to the fact that a large number of potential investors leave the island because of the problems/difficulties they encounter in securing all the necessary permits from the various government departments.

The Center will operate as a department, of the Ministry of Commerce, Industry and Tourism.

The officers appointed at the Center will visit similar Centers in other countries, in order to gain experience and thus successfully operate the Center.

Scope of the Center:

The Center aims to attract potential foreign investors, provide useful information to such investors as well as individualized service to foreign investors interested to invest in Cyprus.

What the Center has to offer:

a) It will provide detailed information to investors (regarding financial, legal and taxation matters) in implementing a project in Cyprus, as well as guidance and support during all stages of the required administrative procedures.

(b) It will provide advice to potential investors regarding the most effective way of making use of the package of the various benefits (grant schemes, tax incentives etc.) offered.

(c) It will be responsible for the applications submitted for foreign investments regarding the manufacturing, trade, tourism and energy sectors.

(d) It will provide assistance to potential investors in securing all required permits/approvals (permit of approving an investment, work permit, residence permit) required for implementing a project.

The Foreign Investors Service Center will start  its operation the soonest possible.   Meanwhile, various publications such as leaflets and information brochures are being promoted.

CHAPTER  FOUR

PROMOTION OF MERGERS, JOINT-VENTRUES 

AND SUB-CONTRACTIONS

1.
MERGERS

Scope

To provide incentives in the form of government grants and tax relieves to existing manufacturing units, to cover part of the expenditure which their mergers entail, where such a merger is thought to be desirable.

Rationale

The small size of cypriot enterprises is often an obstacle to their competitiveness.  The rational use of machinery, the planning of production. the employment of specialised scientists, access to raw materials, high costs involved in trading especially in cases concerning the promotion of exports, are areas where the disadvantages of small units are more obvious.

For this reason, the Ministry of Commerce, Industry and Tourism favours mergers among manufacturing units in cases where their merger will undoubtly, contribute substantially in improving their competitiveness, provided that they do not violate the provisions of the Control of Concentrations between Undertakings Law of 1999.

Compliance with the Criteria

This scheme will cover the merger of two or more manufacturing companies (with the exception of companies within the same group) provided that –

(a)
A new legal entity is created, which has as its main activity the activities of the units which have merged.

(b)
The original legal entities cease to exist.

(c)
The merger is approved by the Committee for the Protection of Competition in accordance with the Law Control of Concentrations Between Undertakings Law.

Procedure

Applications for this scheme are submitted to the Ministry of Commerce, Industry & Tourism with a parallel notification to the Committee for the Protection of Competition.  A detailed study (prepared by a counsellor accredited with the Institute of Technology) should also be submitted with the application.  The study should include the strategic targets of the new company as well as the advantages which will ensue as a result of the merger.

Evaluation Criteria

(a)
Viability of the new unit
The new investment should be viable with an Internal Rate of Return of at east 14%.

(b)
Advantages of the merger

Improvement of the competitiveness of the new enterprise both in the international and the local market (minimazation of total cost or/and the production of new products which was not possible before because of insufficient equipment etc).

c)
Financing

Documents indicating the financial sources of the new investment. 

Incentives 

Grants

The mergers covered by this scheme will be able to claim all or some of the following grants:

(a)
40% of the cost of the study, which will be commissioned via the Institude of Technology and according to the rules and regulations currently valid for the Scheme for the Subsidization of Studies.  In the cases where the entire study will be implemented, the grant will be 60% of the cost of the study with a maximum amount of  £7.500.

(b)
In cases where transportation costs for the necessary equipment will be involved, an amount of up to 40% of the cost with a maximum amount of grant of  £7.000 will be covered. There will be no coverage for any loss of income.

Income Tax Relieves

Within the framework of the tax reforms under consideration, the introduction of tax incentives will be studied.

2.
JOINT-VENTURES
Scope

The provision of government grants and tax reliefs to existing manufacturing industries in order to cover part of the expenses incurred following the creation of joint-ventures by existing units.

Rationale

The small size of Cypriot enterprises is often an obstacle to their competitiveness.  The cooperation between enterprises and especially the creation of joint-ventures concerning any part of their activities is often a practical means for the neutralization or the minimazation of any disadvantages caused by the small size of these units.  Possible areas of cooperation is the purchasing and initial preparation of raw materals, any part of the production procedure, trading, quality control etc.

Coverage of the Scheme

This scheme will cover cooperation between three or more companies in the area of manufacturing (with the exeption of companies of the same group) provided that –

(a)
the cooperating companies will continue with their manufacturing activities autonomously for a period of at least 5 year after the joint-venture takes place.

(b)
The joint-venture will form a new independent company.

(c)
The object of their cooperation will be the provision of common services in one or more areas concerning the supply and preparation of rawmaterials, design, production or/and trading.

Procedure

Applications to be included in this Scheme are submitted to the Ministry of Commerce, Industry and Tourism together with a detailed study (prepared by a consultant accredited with the Institute of Technology) which will list the strategic targets of the new company as well as an analysis of the advantages which will ensue from the joint-venture.

Evaluation Criteria

(a)
Viability of the new unit

The new investment must be viable with an Internal Rate of Return of at least 14%.

(b)
Advantages of the joint-venture

Improvent of the competitiveness of the co-operating units in the international and local market as a result of the joint-venture (reduction of the total cost, production of new products which up to that date was not possible because of insufficient equipment etc).

(c)
Financing

Documents indicating the financial sources of the new investment.

Incentives

Grants

The joint ventures covered by the project will be able to claim all or some of the following grants:

(a)
40% of the cost of the study the commissioning of which must take 
place via the Institute of Technology on the conditions that are valid for the Scheme for the Subsidisation of Studies.  In cases where the study will be applicable as a whole, the grant will be 60% of the cost of the study with a maximum amount of £7.500.

(b)
In case where transportation costs will be involved a percentage of 40% of  the cost will be covered with the maximum amount of grant £7.000.

Tax reliefs

The introduction of tax incentives will be considered in the context of the new tax reforms under consideration.

3.
SUB-CONTRACTING
Scope

The provision of incentives in the form of government grants to existing manufacturing industries to cover part of the expenditure required for their restructuring so as to be able to undertake work from local or foreign companies as subcontractors.

Rationale

The small size of Cypriot enterprises together with the small size of the local market forces a great number of manufacturing industries to undertake all the stages of production  necessary for the manufacturing of a product and produce the whole spectrum of products for the market.  This lack of product and production specialization results in the underemployment of the investment and the productivity which in turn have a negative effect on the cost of production and the quality of the product.

Coverage of the Scheme

The scheme will include manufacturing industries which undertake to carry out a study for the re-orientation of the unit with respect to sub-contracting.

Incentives

This project provides for a 40% grant on the cost of the study for the new strategic targets of the unit and a plan of action of a duration of 2-5 years for the achievement of these targets.

The commissioning of the study must take place via the Institute of Technology on the conditions currently valid for the Scheme for Consultancy Services.  In cases where the study will be applicable in its entity 60% of the cost of the study will be granted with  maximum amount  £7.500.

The opening date for the Scheme for Mergers Joint-ventures and Sub- contracting will be announced as soon as possible.  Informative leaflets with instructions and application forms are being prepared.

CHAPTER  FIVE

TESTING AND LABORATORIES FOR QUALITY ASSURANCE

1.
  GRANTS FOR TESTING OF PRODUCTS ABROAD
Objective

The objective of the Scheme is to provide existing or new industrial units with assistance, in the form of Government grants, to cover expenses for testing (their products) abroad. This would be applicable in the cases where needs for testing, measurements and calibration cannot be met by laboratories of testing centres in Cyprus.

Scope
The Scheme is applicable to units which operate in any manufacturing sector.

Beneficiaries

Manufacturing companies that will export products for which certification of conformity is required which cannot be issued by laboratories located in Cyprus.

Criteria
The following criteria should apply:

(a)   The  products should be connected to specific european directives or standards  

        (CE mark or other  form of  conformity assessment) or other specified

        requirements of the export country or the purchaser

(b)   The products should be manufactured by a Cyprus industrial unit

(c)   The  proposed  laboratories/testing centres abroad should  be accredited or notified (according to relevant directives)

(d)   Tests to be carried out should refer to “type test”.

Amount of grant 
The grant may be up to 40% of the cost of the test/issue of certificate. Posting  costs should be covered by the applicant.  Part of the grant (50%) is given when the certificate is issued and the remainder when exports are realised of a total value at least four times the cost of the test. The maximum grant for each company is £ 20.000.

Follow up 
a)   A copy of the detailed test report and the required certificate should be submitted to the  Ministry in order to ensure that relevant tests have been carried  out and recorded  according to the specific directive/standard. 

(b) 
All necessary documents regarding exports of the product under consideration which are effected after the issue of the certificate should also be submitted.

(c)   The Ministry will maintain a registry with all applications and their follow up (including any additional applications by the same applicants). The Ministry will prepare an annual report regarding the type,  the  number and the sector of all tests, as well as the nature of the testing needs  covered under the Scheme
(d)   The Ministry reserves the right to carry out any additional checks which are considered necessary.

2. 
STRENGTHENING THE LABORATORY INFRASTRUCTURE IN CYPRUS

Objective
The objective of the Scheme is to strengthen the laboratory infrastructure in Cyprus through the provision of assistance, in the form of Government grants, to existing or new laboratories, to meet  their immediate needs in equipment for product testing.

Scope
Laboratories for testing/measurement/calibration in any fields related to products of the manufacturing and construction industries as well as environmental measurements.

Beneficiaries
Laboratories which operate or are going to operate according to the existing legislation and standards regarding personnel, equipment, testing methods etc.

Criteria
(a)  
Feasibility study:   One of the basic criteria relates to the availability/ adequacy  of the existing infrastructure in Cyprus in relation to the expected demand, factors which determine the viability of the laboratory.  In order to enable a rational handling of this issue, a period of reasonable length could be allowed from the announcement of the Scheme until the evaluation of all applications relating to the same sphere of activity which may be submitted.

(b)  
Study for the assessment and accreditation of the laboratory

(c)  
The testing methods should be related to products and parameters which
· are determined in specific legislation or european directives or standards  (requirements for CE marking or other similar conformity assessment procedures)

· are related to the protection of health and safety of the consumer and the environment as well as the economic interest of the consumer.

Amount of grant

The Scheme covers costs which are considered necessary to ensure the proper operation of the laboratory bearing in mind the target for its accreditation, namely:

· equipment

· consultancy services on accreditation issues to be supplied by certified consultants

· assessement and accreditation of the laboratory.

More specifically, the grant covers up to:

· 30% of the cost of the equipment

· 30% of the cost of consultancy services on accreditation by certified consultants (with a maximum of £ 6.000

· 50% for the final assessment and accreditation.

The maximum level of grant for each laboratory is £60.000.  25% of the grant will be given after the accreditation of the laboratory.

Follow up

(a)
The laboratory keeps a record of the tests carried out so as to ascertain the 
utilisation of the new equipement

(b)
The Ministry will maintain a registry with all applications and their  follow up. Each laboratory will prepare and submits to the Ministry an annual 
report on the type, number and the sector of all tests carried out with the new 
equipment secured through the Scheme.

(c)
The Ministry reserves the right to carry out any additional checks which  


are considered necessary.

3.
THE HACCP SYSTEM IN THE FOOD AND BEVERAGE INDUSTRY

Objective

The objective of the Scheme is to aid food industries to promote the implementation of the HACCP system which is required by Cyprus Legislation relevant directives of the European Union.

Scope

This Scheme covers the food and beverage industries.

Beneficiaries

All industries which deal with food and drink processing and packaging which are obliged, according to the Food Law, to implement  HACCP may apply.

Amount of grant

The Scheme covers 20% of the expenditure for equipment.  The maximum grant for each industry is £10.000.

The implementation of the system is verified by certification from the Competent Authority.

Follow up
(a)
The industry keeps a record of the process of work and the type of the particular activity

(b)  
The Ministry will keep a registry of applications and their follow up and will 
prepare an annual report on the expenditure by type of activity under the Scheme.

(c)  The Ministry reserves the right to carry out any additional checks it considers necessary.

Grants Committee

The Grants Committee, which examines the applications and the degree to which they satisfy the objective and criteria of the Scheme, is made up of representatives of the following services:

· Ministry of Commerce, Industry and Tourism

· Cyprus Organization for Standards and Quality Control

· Planning Bureau or Ministry of Finance

Experts may be called in from other services/government laboratories as required.

NOTE: The manufacturing sector includes all activities as specified in the relevant texts of the European Union  (NACE Rev. 1, Section D – Council Regulations (EEC) No. 3037/90 and No. 761/93).

The date of implementation of the Schemes will be announced as soon as possible

CHAPTER  SIX

GUARANTEES FOR LOANS TO SMALL AND 

MEDIUM ENTERPRISES

Scope

The proposed project aims at encouraging the financing under short procedures and favourable terms:

(a) of existing enterprises with business turnover of up to £1.000.000 (last year) for the  revitalization or/and expansion of their activities and more specifically:

· For the increase of working capital

· For investments in fixed capital

· For any other need directly concerning their enterprises excluding the repayment of already existing loans.

(b) For the establishment of new manufacturing units where the total investment will not exceed £500.000.

Assistance for financing
(i) The loans will be granted via the commercial banks or other financial institutions which will declare in writing their willingness to give credit to their customers (manufacturing units).

(ii) A 100% Government guarantee will be afforded to existing manufacturing units for a sum equivalent to 20% of the units´s turnover for its last year of operation with the maximum amount being £100,000.  For new manufacturing units the guarantee will be 40% of the total investment with a maximum amount of £100,000.

(iii) The rate of interest on the above Government guaranteed loans will be subsidised by up to two percentage points provided that this is higher than 5% and for a period not exeeding 7 years including any grace period.

Limitations – Exceptions

(i) To Scheme will not cover existing manufacturing units with a turnover (for the last financial year) greater than £1 mln as well as new units where the total investment exceeds £500,000.

(ii) Τhe Scheme will not cover loans which will be used for settlement or renewal of existing loans.

(iii) The Scheme will not be valid backward in time.

(iv) Each applicant has the right to submit one or more applications for loans up to £100,000.

Committee for the evaluation of the applications

The applications which will be submitted by those complying with the criteria together with a recommendation from the commercial banks, if any, and will be examined by an advisory committee in which the following will participate:

The Ministry of Commerce, Industry and Tourism

The Ministry of Finance

The Central Bank of Cyprus

The final decision for the approval of loans within the framework of this scheme will be taken by the Minister of Commerce, Industry and Tourism and the Minister of Finance.

Criteria which will be taken into consideration

(a) The necessity of the requested loan and its proposed use.

(b) The recommendations of the bank, if any, and the viability of the enterprise especially in the case of new units.

(c) The possibility of repaying the requested loan.

(d) The participation of the applicant in the proposed investment and the positive effects it will have 

Additional miscellaneous criteria may be included.

Termination of the guarantee and the subsidization of interest.

For the granting of Government Guarantees to the bank, the Minister of Finance will sign the relevant guarantee documents the terms of which will be discussed and agreed upon with the banks.

The subsidization of interest for approved loans will be calculated and paid after the end of each year, directly to the banks.

Where there are delays beyond the period of three monthly installments, or two three monthly or one six monthly, depending on how they are defined in the loan agreement, then the subsidization of interest will be terminated for the whole amount of the loan until the debtor complies fully with the repayment timetable for his loan.

In cases of non-compliance of the debtors with the agreed timetable for the repayment for their loans, beside the termination of the subsidization of interest, the banks will be asked to demand the immediate repayment of the whole of the loan and move forward to taking all the measures for its repayment before they submit their demands to the Government – guarantor.

It should be noticed that the project will be enforced after the discussion and the agreement between the Government and the banks concerning the form of the Government Guarantee and other possible terms and conditions and details of the procedure which will be followed.

CHAPTER SEVEN

SUBSIDISATION OF STUDIES AND DEVELOPMENT 

OF SPECIALISED SOFTWARE

1.
Standards adoption scheme
In view of the great importance of the adoption of various standards e.g. ISO9000/ 14000, CE, HACCP, eco-labelling, a Scheme for the Subsidisation of Studies for the adoption of Standards is introduced. This Scheme will enhance the export efforts of the Cypriot manufacturers while at the same time upgrading the quality of the manufactured products.

This Scheme will offer 40% subsidy of the cost of the study with maximum subsidy amount £6.000 and 50% .subsidy of the cost of the certification with maximum subsidy amount £2.500.

2
Scheme for the subsidisation of specialised software in industry

Through the management of the Consultancy Subsidisation Scheme some serious deficiencies have been identified in the use of specialised software in industry. This Scheme will encourage and offer subsidisation towards the cost of the development, purchase and installation of specialised software. It is expected that this Scheme will contribute decisively to the automation of procedures and processes, saving of resources and increase of productivity.

The Scheme will offer subsidies for the acquisition of specialised software. The purchase or development of the software must be the result of a study that will be carried out by an accredited consultant. The Scheme covers ready-solution packages as well as custom-made software.
The Scheme will provide 30% subsidisation for the purchase or development of the software with maximum subsidisation amount £2.400. 
3
Scheme for the subsidisation of market research
Aim of the Scheme

The aim of the Scheme is the provision of incentives in the form of government grants to existing or new enterprises wishing to carry out research in foreign markets with a view to identifying the prospects and means of penetrating these markets.

Beneficiaries of the Scheme

Applications can be submitted by existing and/or new enterprises. The application for securing a grant can be submitted by either an individual company or jointly by two or more companies.

Criteria

(a)
The Scheme will cover only Cypriot enterprises.

(b)
The research must be carried out by an Accredited Consultant for market research issues and it will not cover the domestic market or surveys carried out by the company`s personnel.

(c)
The applicant must submit a draft proposal for working out a marketing strategy by an Accredited Consultant. Details of the market research must be clearly stated in the draft proposal.

Government Grant

The Scheme will cover part of the cost of the market research study:

(a)
For applications submitted by an individual company it will cover 30% of the cost of the study with maximum grant  £6.000.

(b)
For applications submitted jointly by two or more companies it will cover 40% of the cost of the study with maximum grant £8.000.

Payment of Grants

The grant is paid after the approval of the final marketing strategy report.

4
Consultancy services scheme for the industry
The Consultancy Services Scheme for the manufacturing industry that is operating since 1992 will continue and will be expanded to cover studies for the establishment of new industrial units. This amendment will encourage new entrepreneurs to evaluate in a more scientific manner the prospects of their involvement in new entrepreneurial activities.

The Consultative services are provided by Accredited Consultants in the form of studies in various areas/issues relating directly to the competitiveness of each industrial unit such as improvement of product quality, marketing, energy conservation, technology, environment, organisation, information technology, human resources.

The Scheme offers up to 40% subsidy of the cost of each study with maximum subsidisation £6.000. There is also an additional 50% subsidy of the cost of extra consultancy services provided for the implementation of the study` s recommendations with a maximum subsidisation amount £2.500.

5
Scheme for the utilisation of the internet
Objective

The objective of the scheme is the best possible use of the international network INTERNET by Cypriot industries for the benefit of their export efforts.

Content

The Scheme subsidises the connection of the exporting manufacturing industries with the network as well as the construction and hosting of their web-pages.

Beneficiaries

Beneficiaries of the Scheme are all the existing exporting manufacturing enterprises that are classified under Section D of the Statistical Classification of Economic Activities, NACE Rev. 1 published by EUROSTAT.

Subsidies

The Scheme offers a maximum subsidisation of £750 for:

· 50% of the construction cost of a web-page with a maximum amount of £500

· 50% of the hosting cost of a web-page with a maximum amount of £500 for the first 3 years.

The date of commencement of the above Schemes and details regarding the procedure for the submission of applications will be released shortly.

CHAPTER EIGHT

ENERGY CONSERVATION

Scope

The aim of the Scheme is to provide financial incentives in the form of governmental grants for the materialization of investments in the field of energy conservation and for the substitution of electrical energy and conventional fuels with renewable energy sources.

Beneficiaries

Existing enterprises, which operate  in the sectors of manufacturing industry,  hotels and agriculture.

Investments covered by the Scheme
The investments covered by the Scheme are those related to energy conservation, like:

(a) Purchase / installation of new equipment for the recovery (directly or indirectly) of waste energy from the recovery / recycling of waste materials, product or working medium.

(b) Replacement and/or  introduction of new materials and equipment for the reduction of non-productive energy consumption and energy  losses.

(c) Substitution of electrical energy or conventional fuels with renewable sources of energy.

Percentage and maximum Grant amount

The grant is set at 30% (thirty percent) of the total investment cost, with the maximum amount of grant not exceeding £30.000.

Grants Committee

For the evaluation of the applications an Advisory Grants Committee is set up, which consists of representatives of the following:

· Ministry of Commerce, Industry & Tourism (Applied Energy Center) – (Chairperson)

· Ministry of Finance / Planning Bureau

· The Electricity Authority of Cyprus

· Representative or representatives of other competent governmental services, depending on the application under consideration.

Procedures for submission, examination and approval of applications and provision of grants

Interested enterprises should submit to the Ministry of Commerce, Industry & Tourism an application accompanied, where necessary, by an energy audit or/and techno-economic study.  The Ministry of Commerce, Industry & Tourism will check the information provided based on an internal audit system and will prepare a comprehensive note  to the Advisory Grants Committee for examination and approval of the grant.

Provision of Grant

The grant will be provided after the installation and operation of the system in question, provided that a certificate from an approved energy auditor / consultant certifying that the installed system achieves the indicated percentage of energy conservation / energy production from renewable energy sources, specified in the relevant study.

Return of Grant

In case of permanent shut down or ineffective operation of the installed system, the percentage of grant for which amortization has not been made, should be returned.

Legal obligations of the applicant

Prior to the provision of the grant, the applicant should secure  a Town Planning and/or Building Permit for the installations of the enterprise, as well as for the systems for energy conservation / production of energy from renewable sources, as necessary.

The starting date of the Scheme will be announced as soon as possible.    

CHAPTER  NINE

TAX  INCENTIVES  TO  INDUSTRY

Tax incentives to the benefit of the manufacturing industry will be examined within the context of the new tax reform now under study.

It has been agreed that the ten-year tax relief of profits emanating from the production of high technology goods be further pursued.  The Council of Ministers has already decided favourably on the application of the above tax relief.

CHAPTER  TEN

INCENTIVES FOR THE EXPORT PROMOTION 

OF INDUSTRIAL PRODUCTS

Introduction

Exports of cypriot industrial products have been confronted in recent years with serious problems as a result of the erosion of their competitiveness and the aggravation of competition in foreign markets, consequential of the liberalisation and globalisation of world economy.

In the context of the Ministry´ s endeavours for furthering and promoting the exports of industrial products in traditional as well as in new foreign markets, it is essential to support the manufacturing industry by the introduction of new export-orientated schemes.

During 1999 existing schemes  will continue to operate whilst the possibility for their upgrading and the adoption of new schemes will be considered.

The schemes to be introduced in 1999 are the following:

1. SCHEME FOR GRANTING FINANCIAL AID TO EXPORTING MANUFACTURERS PARTICIPATING AT THEIR OWN EXPENSE IN FOREIGN TRADE FAIRS

Objective

The objective of the scheme is to grant financial support to cypriot manufacturers/exporters to encourage them to participate on their own in foreign trade fairs for promoting their products.

Eligible costs

The scheme covers financial aid for the participation of manufacturers/ exporters in foreign trade fairs in which the Ministry of Commerce, Industry & Tourism does not participate officially with national pavilion.

a)
The scheme includes coverage of:

· Exhibition space rent

· Stand construction

· Participation fee

· Installation of electricity, lighting fixtures and basic furniture

· Transportation of bulky exhibits 

b) The maximum financial aid granted is:

· £1.500 where the exhibits are not bulky

· £2.500 where the exhibits are bulky

· £2.000 where the scheduled official participation is cancelled

Beneficiaries

All cypriot manufacturers/exporters.

Authority

Ministry of Commerce, Industry & Tourism.

2. Scheme for participating in foreign fairs in national pavilion

Objective

The participation of manufacturers/exporters in international and specialized fairs abroad in national pavilion comprises one of the main tools used by the Ministry for the purpose of promoting and enhancement of cypriot exports.

Eligible costs

The scheme covers:

(a) 100% of the following expenses:

· Exhibition space rent

· Stand construction

· Participation fee

· Installation of 
-    electricity

· telephone

· water supply

· lighting fixtures

· basic furniture

· Transportation

· Customs clearing

· Advertising

· Miscellaneous operational expenses of the pavilion 

Beneficiaries

All cypriot manufacturers/exporters

Authority

Ministry of Commerce, Industry & Tourism

3. SCHEME FOR THE ORGANIZATION OF TRADE MISSIONS ABROAD

Objective

The objective of the scheme is to contribute to the strengthening of the export effort of cypriot manufacturers for the promotion and enhancement of exports of cypriot industrial products.  The organization of trade missions is undertaken by the Ministry of Commerce, Industry & Tourism in co-operation with the Cyprus Chamber of Commerce and Industry.

Eligible costs

The scheme covers the following expenses:

(a) 100% of the exhibition area cost

(b) 100% of the stand construction cost or other required arrangements and decoration of the hotel exhibition hall

(c) 100% of the advertisement cost of the trade mission

(d) 100% of miscellaneous other expenses aiming to the best possible organization and effectiveness of the mission

Beneficiaries

All cypriot manufacturers/exporters

Authority

Ministry of Commerce, Industry & Tourism

4. SCHEME FOR THE SUBSIDIZATION OF GENERIC AND SPECIALIZED ADVERTISEMENTS 

The promotion of cypriot industrial products in foreign markets through the advancement of the export possibilities of the cypriot manufacturing industry by advertising and other promotional material.

Eligible costs

The scheme covers the following:

(a) 100% of the cost of generic advertisements inserted by the Ministry in foreign periodicals, newspapers and special supplements.

(b) 100% of the advertising cost for trade missions and the official participation in foreign international fairs undertaken by the Ministry.

Authority

Ministry of Commerce, Industry & Tourism

5. SCHEME FOR GRANTING FINANCIAL AID FOR FOREIGN MARKET RESEARCH

Objective

The objective of the scheme is to grant financial aid to manufacturers/ exporters for carrying out foreign market research in order to ascertain the export prospects of their products.

Eligible costs

a) The scheme covers the cost of economy class air-ticket up to C£500 for one person

b) The financial aid is possible to be granted twice a year provided it concerns different markets

Beneficiaries

Producers/manufacturers/exporters

Authority

Ministry of Commerce, Industry & Tourism

CHAPTER  ELEVEN
DEVELOPMENT OF THE LARNACA FREE ZONE

1. Historical

The establishment of the Larnaca Free Zone was decided by the Council of Ministers of 30th October 1975, in a period where excessive unemployment prevailed as a result of the Turkish invasion.  The infra-structure works of the Free Zone were completed in 1980.  The total capital expenditure for the establishment, the operation and the maintenance of the Zone amounted to £1.055.657 as of the end of 1998.

In the Free Zone there are 94 industrial sites of total area 31,2 hectares.  Of these, 25 have already been leased representing 25,3% of the total area available for leasing.  A total of 16 enterprises have so far set up facilities in the Free Zone of which 9 have terminated their activities.  Only seven units are currently in operation.

2. Targets of the Free Zone

The targets that had been initially set with the establishment of the Free Zone were the following:

(i) Attracting foreign investments in sectors utilizing advanced technologies (importation of know-how).

(ii) The creation of employment opportunities with the emphasis placed on employing university graduates.

(iii) The development of the industrial sector with the aim to increase the exports of manufactured goods.

(iv) Importation of foreign currency.

(v) To exploit the comparative advantage offered by the strategic position of Cyprus.

3. Reasons for not achieving the targets

The main reasons for not achieving the initial targets to the desired extent are considered to be the following:

(i) The prevailing political situation in Cyprus.  The political situation in any country can be considered to be the primary factor influencing the choice of country by prospective investors.

(ii) The condition of full employment that has been prevailing in Cyprus in the last few years in addition to the high wage rates.

(iii) The tax incentives offered are considered by interested investors as being unsatisfactory.

(iv) Other neighbouring Free Zones offer more competitive advantages, mainly more generous tax incentives and cheaper labour force.

(v) No advertising campaign has ever been undertaken on a well organised basis.

4. New incentives for the development of the Larnaca Free Zone

(a) Provision of industrial site at a nominal rental of £1 per year for the first five years.

(b) Provision of electrical power (maximum demand) free of charge.

(c) Provision of any number of telephone lines free of charge.

(d) Construction of three model industrial buildings to be made available for immediate occupation by foreign investors.

(e) The prospect of utilizing the Free Zone for,

(i) the establishment of high tech incubators (chapter 1)

(ii) the establishment of the Centre for Research and Technological Upgrading

(iii) the establishment of high-tech industrial units which are envisaged to be the products of the incubators.

The above mentioned incentives are in force as from the 1st July, 1999.

CHAPTER  TWELVE

STATE GRANTS  FOR  UPGRADING

THE MANUFACTURING  SECTOR

1.   STATE GRANTS FOR UPGRADING TECHNOLOGY 

Scope

To assist the manufacturing sector by providing state investment grants. 

a)
existing manufacturing units that have already invested from the 1.1.1999 or they will invest until the 31.12.2000 in new machinery or/and equipmentwith the aim of increasing their productivity or/and improving the quality of their products and

(b) new viable manufacturing units that have already invested in new machinery  or/and equipment from 1.1.1999 or they will invest by 31.12.2000, provided that they are among the sectors mentioned below.  

Sectors

The Scheme refers to the manufacturing sector and includes all activities as these are classified in SECTION D of NACE Rev. 1 (Council Regulations (EEC) No. 3037/90 and No. 761/93).   The NACE Rev. 1 SECTION D includes all activities which according to the regulations of the European Union belong to the manufacturing sector.

Machinery and Equipment

The term machinery and equipment means that machinery and equipment (including tools, personal computers and computer software) which are directly used for storing raw materials, for the designing, production, packaging and quality control of the products.  This term also includes machinery and equipment which are manufactured by industrialists at their own factories for their own use.  The term "machinery and equipment" does not include: 

.
Used or reconditioned machinery and equipment or/and spare


parts for repairing existing machinery.

.
Investments regarding the installation of new or already existing systems for the prevention of industrial pollution, which come under the umbrella of a special Scheme.

.
All types of vehicles including fork-lifts and electrical generators.

.
Installation expenses, electrical installations and every kind of wiring of telecommunication means, including those for personal computers.

.
Refrigarators, and other machinery related to retail selling.

.
Expendable tools and equipment and any other investment which according to the Committee  does not contribute to the aims of the scheme.

In addition,  independent machinery or/and equipment of £200 or less are exempted from the scheme.

Procedure

Eligibility and period for submitting applications
Existing or new manufacturing units that have invested since 1.1.1999 or they intend to invest by 31.12.2000 (to import or to purchase from the local market) in machinery and equipment of at least  £20.000 are eligible for applying for state grant.  The Ministry will announce, at a later stage, the time period for which applications will be accepted.

This scheme is a continuation of the scheme which was approved  by the Council of Ministers on the 6.5.1996 under a Decision number 44.177, but differentiated.  Applications may be submitted by eligible applicants, considering that the grant they will receive – including the grant received during the period 1996 – 1998 – will not exceed the maximum amount of £100.000.   In the case of   applications submitted by companies the share of which at the time that they submitted the application belonged by 50% and above to the same legal or natural entities that are related by a first degree relationship, then the amount of grant that will be provided will be accumulated and will not exceed £100.000.

It should be underlined though that applicants that have already received any kind of grant from another Scheme for the same machinery and equipment, are not allowed to submit an application.

Evaluation Terms

(a) Viability Criteria

The evaluation procedure regarding the viability of the investment proposals that will be submitted at the Ministry will consider the criteria shown below:

(i) Features of the investor: experience, results form activities that took place in the past, own participation, financial results from the past years and present financial results (regarding existing companies) etc.

(ii) The expected profitability of the company as a result of the new investment: projections, sales and financial results, performance indicators of the investment, relationship between loans and own participation to the investment, technical features etc.

(iii) Organisation of the company: effectiveness of present and futureorganizational structure and employment in the following sectors: management, production, sales-marketing sectors etc.

In cases where the proposed investment in machinery and equipment exceeds the amount of £50.000 then the investors will have to submit a Technoeconomic study.   For existing companies the financial accounts of the last two years should accompany the application.

(b) Priority Criteria

The following priority criteria will be taken into account during the evaluation of the applications:

(I) The technology and automation of machinery or/and equipment

purchased or to be purchased.

(ii) Their contribution to the following factors: productivity of the

company, improvement of quality and competitiveness of their

products and the degree of improvement of production 

methods.

(iii) The contribution of the investment to the following factors: pollution reductions, introduction of environment friendly technology, 

conservation of water and energy and employee protection.

The Ministry of Commerce, Industry and Tourism will provide a grant to those applications which will succeed in scoring the highest or at least the minimum of points that will  be considered as an acceptable score based on the evaluation of the viability and priority criteria.

Cost – Sources of financing

Applicants must submit to the Ministry evidence on the cost of the machinery as well as the sources from which the investment will be financed from. 

Period for investing in new machinery
The applications that will be selected for receiving a state grant should finalise the investment by 31.12.2000 and in one year period from the date that the AGREEMENT FOR PROVIDING THE GRANT will be signed, the total cost of the machinery should be paid off and the company  should be the owner of the machinery approved by the Ministry for receiving a state grant.

Level of Grant

The grant that will be provided will be calculated as a percentage on the cost of machinery or/and equipment as shown below:

for the first £50.000 of the cost 30% grant

for the next £100.000 of the cost 20% grant

for all additional over £150,000  of the cost 15% grant,

but the total amount of grant will not exceed £100.000.

The Ministry will provide a grant to the company only after all invoices/receipts regarding the machineries bought or constructed are examined as well as after the inspection and examination of machinery at the place where they were installed.

The total amount of grant that will be provided by the Ministry will  be calculated at the CIF price for imported machinery and at the market price for machinery bought from the local market.   Any other expenses including VAT will not be taken into account.

Application Form

Application forms will be available at the Ministry of Commerce, Industry and Tourism.  The Ministry will accept applications during a period that will be announced at a later stage.  The application form must be fully completed.  All necessary documentary evidence should accompany the application form otherwise this will be turned down.  In cases where misleading information is submitted, the Ministry will immediately turn down the application and the company will not be allowed to submit another application under the umbrella of any other support  Scheme of the  Ministry whilst additional measures might  be considered on a case by case basis.  

Grants Advisory Committee

All the applications that will be submitted and initially meet all the criteria of the scheme, will be evaluated by qualified officers of the Ministry of Commerce, Industry and Tourism  and submitted to the Grants Advisory Committee.  The Committee will assign a grade to each single application and will submit its suggestions to the Minister of Commerce, Industry and Tourism for approval.

Representatives from the following Ministries/Departments will be joining the Advisory Committee:

.
Ministry of Commerce, Industry and Tourism (President)

.
Ministry of Finance

.
Ministry of Work and Social Security

.
Planning Bureau.

For gathering further information during the examination of the applications,  the Committee will have the authority to invite representatives from other government departments.  The Committee will also have the authority to invite representatives from the applicant companies for any further clarifications.

In cases where, the Committee faces problems in interpreting certain criteria or terms.(eg equipment)  of the Schemes,  then it will submit suggestions to the Ministers of Commerce, Industry and Tourism and Finance in order to clarify the criteria or terms of  the Scheme.  The suggestions approved by the two Ministers will be considered as part of the Scheme.

Inspection – Guarantees

Companies approved by the Ministry as eligible for receiving a state grant are obliged to submit all evidence necessary to prove the exact cost of the investment.  Officers from the Ministry will be visiting all approved companies  for inspecting their machinery or/and equipment in order to assure that their specifications are according to the specifications required by the relative paragraph of the Scheme.

Right before the grant is provided by the Ministry to the company, the two sides (the Ministry´s Permanent Secretary and the applicant) must sign an AGREEMENT FOR GRANT PROVISION.   This Agreement must be accompanied by sufficient guarantees that the company will continue its operations and will use the machinery or equipment for at least five years from the date of purchase.

In case the company discontinues its operations before the end of the five-year period then the company must return to the Ministry that percentage of the grant provided that was not depreciated.  For machinery and equipment, the rate of depreciation will be that rate defined by the Director of the Inland Revenue Department.  During the five-year period the owner of the company will not be allowed to remove the machinery or/and equipment without  the approval of the Ministry of Commerce, Industry and Tourism.

During the five-year period, authorised officers from the Ministry  of Commerce, Industry & Tourism will have the right to freely visit the company for inspecting those machinery and equipment for which grant was provided and ask for further information regarding the machinery.

Annual Progress Report
The Ministry will be responsible for preparing an Annual Progress Report which should be communicated to all the Ministries represented at the Advisory Committee as well as to the Planning Bureau, General Auditor and General Accountant.

The period for submitting applications to the Ministry will be announced the soonest possible.

2.     STATE GRANTS FOR THE RELOCATION OF COTTAGE INDUSTRY – WORKSHOPS TO AREAS SET UP BY MUNICIPAL AUTHORITIES

Scope

To assist financially cottage industry or/and workshops to relocate their properties from residential areas or areas inappropriate for their activities to approved areas which were established or will be established by various Municipal Authorities or Community Councils.

Sectors

Financial assistance will be granted to small companies coming from the manufacturing sector.  Exceptionally, grants will also be provided to workshops which offer services of any kind.  Coffee/Restaurant shops and other companies selling ready-made retail products will be exempted from the Scheme.

Grants

Companies which have been approved by the scheme and have obtained land or building in the designated areas with the aim of relocating their property will be eligible for the following:

Grant for expenses caused as a result of relocating machinery and other equipment to their new property without the need for any supporting documentary evidence or,  

Grant based on real expenses  of relocation.  Invoices/receipts for relocating machinery must be submitted to the Ministry and should not be issued by the applicant, a relative person or company.                                                                       

For the Scheme´s requirements, expenses for relocation cover: expenses for unfitting, transportation, fitting together and installment of the  machinery and equipment to the new property area.  The scheme will also provide an extra amount for work required for putting together the machinery of the unit in a working order.  The total amount of grant which will be provided will not exceed the amount of £2000.

Payment of the Grant

The grant will be provided to the beneficiaries only after the relocation of their fixed assets and the inspection of their new unit by an officer from the Ministry of Commerce, Industry and Tourism.

The percentages and the amounts of grant as well as additional  provisions of the scheme and the procedure for submitting and examining applications will be decided by a Ministerial Committee.

3.
MEASURES TO REDUCE ELECTRICITY COST FOR MEDIUM

SIZE INDUSTRIAL CONSUMERS

Medium size industrial consumers connected to the low-voltage supply, are included in Tariff Rate 22.  Their consumption is metered in energy (kWh) and maximum demand (kVA).   In 1997 there were 467 consumers in Rate 22 (4,7% of total industrial) with an average annual consumption of 181.000 kWh.

The changes to be made to Tariff Rate 22 will cost to the Electricity Authority of Cyprus £140.000 per annum and are the following:

a) The criteria for inclusion in Rate 22  will be the "Agreed Demand"

of 50 kVA and over, instead of the 75 kVA "Installed Capacity" that

applies today.

b) Today, consumers of Rate 22 are charge with Rate 21 instead,

if their metered maximum demand of the month is below 20 kVA.

The 20 kVA limit will change to 40 kVA.

The date for implementation of the above  measures will be  announced shortly.
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