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Smart Contracts and Blockchain

merging technological developments and the wide use

of distributed ledger technologies, especially blockchain,
demonstrate that the market is developing gradually. In
recent years, it has been evident that there is an immense
interest in the use of blockchain in the finance and regula-
tory tech space, which has brought into perspective the
need to comprehend new concepts relating to such tech-
nologies. Smart contracts are definitely one of the most
discussed elements relating to blockchain. Disruption by technology of exist-
ing legal rules leaves no option but to examine the way smart contracts could
also be used to define and perform the obligations of a legally binding con-
tract. Could the current legal principles apply to smart legal contracts? To
what extent is the current legal framework able to embrace the use of smart
legal contracts? These are questions that should be the subject of analysis by
any forward-looking jurisdiction.

What is a Smart Contract?

The concept of a smart contract was introduced by Nick Szabo who de-
fined it as a “computerised transaction protocol that executes the terms of

a contract”. Smart contracts are essentially self-executing and self-enforcing
computerised codes which are formed, validated and enforced by a computer
and they are executed based on conditions and outcomes; the code will run
when the predetermined conditions are met. Smart contracts are mainly
stored on blockchain, a decentralised, immutable, consensus-based platform
where transactions are validated by a number of participants, without relying
on a central coordinator to validate the record, enabling in this way peer-
to-peer transactions. Due to their automatic character, the involvement of
intermediaries in the execution and enforcement of the obligations encoded
into the smart contracts is excluded. The transparency and security offered
by blockchain, as well as the need for consensus by the network participants
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to verify the smart contract, render
smart contracts as tamper-evident
and tamper- resistant, enabling their
use for safe transactions.

Smart contracts are formed in a
number of different programming
languages. The most popular is
Solidity which is the programming
language for Ethereum-based smart
contracts.

Smart contracts can be coded so as
to integrate the elements of a tradi-
tional contract and thus qualifying
it as binding and legally valid under
applicable law. At the same time,
smart contracts may just execute
actions defined in the code as not
intended to be a legally binding
contract. In any case, all forms of
smart contracts involve the use of
computer code. The role of the code
is either limited to perform the ob-
ligations that are defined by natural
language or, in other cases, to define
contractual obligations as well as to
perform them. In effect, whether the
code in question just performs ac-
tions or whether it contains terms of
traditional contracting will depend
on the role played by the code.
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Smart contracts are definitely one of the most
discussed elements relating to blockchain.

The disruption of technology to existing legal rules
leaves no option but to examine the way smart
contracts could also be used to define and perform
the obligations of a legally binding contract

Tt is important to mention that, apart from the data already encoded, smart
contracts may also interact with external information with the use of oracles.
Oracles are entities which transmit and verify information from the real world
to smart contracts in order to trigger their execution.

Legal Framework

Currently, there is no specific legal framework in Cyprus relating to block-
chain and smart contracts. However, the Bill on the Distributed Ledger Tech-
nology Law of 2021 contains provisions for the capacity of smart contracts,
the applicable law, the use of electronic signatures as well as the use of smart
contracts as proof. Even though the Bill has not yet been adopted, it may
serve as guidance regarding various definitions relating to blockchain and
smart contracts.

Opportunities and Challenges
Technology is transformative but disruptive at the same time. The automatic
character of smart contracts can effectively reduce the time needed for the
execution of transactions, in that way avoiding any delays. Furthermore,

since smart contracts are self-executed, contract automation reduces human
involvement in the performance of a contract. Nothing comes without a chal-
lenge, though. What about the impact of detachment of human element from
contracting? Due to the automated character of smart contracts, it is impossi-
ble to be certain that the parties involved in the transaction intended to enter
into a contract. In the absence yet of any tailored legal framework for smart
contracts and guidance as to their interpretation,
it is questionable how the courts would ap-
proach a dispute based on a smart contract.

The Legal Profession
and the Judiciary

The legal profession and the judiciary will
soon be confronted by the novelty of

smart contracts and the uncertainty of
their integration into the existing legal

Savvina Miltiadou,
Associate Lawyer

framework. Lawyers remain an es-
sential element in the drafting and
interpretation of smart contracts,
while the courts will be challenged
to interpret such contracts and to
determine legal remedies where
appropriate. Currently, lawyers

are unable to draft and code smart
contracts. The trend, though, is
changing. Many law schools have
already adapted to the evolution of
technology and have included cod-
ing in the curriculum. Undoubt-
edly, education is the only solution
to bridge the gap between lawyers
and technology. A knowledge of
basic programming could definitely
be a necessity for the future young

lawyer.
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