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CYPRUS: Gateway to Europe

Increased demand by non-European
individuals and companies to have
access to Europe ...




CYPRUS: Base for EU business

Also, increased demand by EU persons and
EU businesses who wish to move their
personal tax residency and setup HQs and
operations in another EU jurisdiction, that
also facilitates easy access to certain non-EU
markets



CYPRUS: Gateway to certain non-EU countries
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South Africa

Russia

Ukraine
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International Developments
affecting international tax structures
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Fundamental changes on the international tax planning landscape

The world is changing towards:

« Fiscal transparency
« Anti-Corruption (including money-laundering, terrorist financing, tax evasion)
* Need for increase of governmental revenues / fairer tax apportionment

Initiated by:
G20, EU, USA, OECD as well as unilaterally by many countries.

Developments:

* More than 100 countries joined the race for transparency
e Uncooperative jurisdictions to be “Dbl ack
 The aim is for the tax authorities to cooperate in an enhanced way
« Countries to exchange information on request and automatically
» Disclosure of aggressive tax planning arrangements
« Recommendations for General, Specific and Targeted Anti-Avoidance Measures
» Profits to be allocated where there is real economic activity, with real offices and
people carrying significant/ ‘' added value’ functions



Important Considerations

Old concepts re-surfacing like never before:

» Controlled Foreign Company (CFC)

» Exchange of Information

» Treaty shopping / abuse

» Beneficial Ownership of income

» Tax residency through EFFECTIVE Management and Control
« Substance

« Transfer Pricing / General Anti-Avoidance Rules (GAAR)

« Base Erosion and Profit Shifting (BEPS)

and many mor e



Domestic developments

Many ‘tax developed’ countries already contain certain domestic provisions
addressing the above issues (e.g. USA, UK, Germany, Switzerland).

Other countries are catching up and implement relevant provisions:

* Russia: De-offshorisation (CFC, Tax residency, Beneficial Ownership)
 Poland: CFC and GAAR

 SA: CFC, Transfer Pricing, Davis Committee suggestions

and many mor e




Needed elements for the use of any foreign jurisdiction

Attractive TAX regime Establishing physical
business SUBSTANCE

Workable Corporate

and Legal frameworks Moving key personnel

Good DTT network and Moving executives and
access to EU Directives their families

Ability to address topical issues like CFC, GAAR,
Substance and Beneficial Ownership of income




Needed elements for the use of any foreign jurisdiction

J Attractive TAX regime Establishing physical
business SUBSTANCE
Workable Corporate
and Legal frameworks J Moving key personnel
By ¥
J Good DTT network and Cyprus J Moving executives and
access to EU Directives their families

, Ability to address topical issues like CFC, GAAR,
Substance and Beneficial Ownership of income




Considerations when planning for structures with cross border transactions
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Cyprus

Much simpler tax provisions and
no CFC rules

Lower tax for trading activities

More stable tax regime

Best DTTs with Russia, Ukraine
and South Africa

Less costly to maintain and
easier to setup substance and
move key personnel

| uxembourg

Tax provisions can in some
cases have complications if not
planned properly

More reputable for certain
matters (e.g. listings to attract
foreign investors)

Good DTT network

More expensive to maintain
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UK

Tax provisions can in some
cases have complications if not
planned properly

More reputable for certain
matters (e.g. listings to attract
foreign investors)

Impressive DTT network

More expensive to maintain
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Cyprus main response

* Cyprus economy is no longer in recession and 2015 is expected to mark
growth

« Cyprus remains at the forefront of developments.

« Government seeks to adopt measures in order to enable Cyprus to remain a
highly compliant jurisdiction

... BUT at the same time to retain its competitive advantages as an

attractive International Business Center.

« Continuous legislative updates and other incentives so that Cyprus becomes
more inviting to foreign investors to perform their international activities in,
from or through Cyprus



Cyprus specific actions
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Compliance:
 Fully compliantwithUSFATCA (' 1 GA Model | ")
« Signed the Convention for Mutual Administrative Assistance in Tax Matters
(along with other90+countri es) . ‘“Early Adopter’ coun

 AML /ATF related laws and controls in place
 New and revised tax treaties based on the updated OECD Model Tax Treaty
» Full regulation of service and trust providers (including auditors and lawyers)

Incentives:

« Modernisation of the Cyprus International Trusts Law

 New relaxed and more attractive conditions & procedures for the Cyprus Naturalisation and
Permanent Residency Permit

 New tax law amendments that constitute Cyprus more attractive to companies and to
foreigners who decide to move and live / work on the island
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Recent tax related incentives

Facilitating SUBSTANCE and MOVE OF KEY PERSONNEL

* Relaxing the conditions, criteria and procedure for obtaining Cyprus Naturalisation / Passport.

» Introduction of NON-DOMICILE persons within the tax law. This means that foreigners becoming
Cyprus tax residents will be completely tax exempt on dividend and interest related incomes from
worldwide sources.

* Enhancing tax exemption incentives for Cyprus employment income for staff moving to Cyprus;
e.g. 20% annual tax exemption with a maximum exemption amount of eur 8,550
OR 50% annual tax exemption for high earners earning over eur 100,000 per year.

« Capital Gains Tax exemption on future disposal of Cyprus based property if property purchased by
the end of 2016. Also, 50% reduction in Land Transfer Fees.
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Recent tax related incentives

Addresing the BENEFICIAL OWNERSHIP of income

* Notional interest deduction on new equity; hence, companies can be less debt dependent and still enjoy
a tax deduction from a generously calculated notional interest expense from the use of OWN funds via
new equity.

» Interest deduction on debt for the acquisition / capitalization of a 100% subsidiary. Subsidiary can then
apply OWN funds for financing and trading purposes.

Other Tax incentives relating to companies

* Introduction of an INTELLECTUAL PROPERTY REGIME whereby qualifying IP profit is 80% tax exempt
(by way of a notional deduction).

 To be introduced in the next few months:

U Group loss relief extended to include tax loss from other EU member state subsidiaries
U Exchange differences being tax neutral
U Annual capital expenditure allowance extended for plant & machinery, industrial and hotel buildings



Cyprus relocation schemes for non-Europeans

Temporary Work and Residence permit

» Issued for 1-5 years if employed by a Cyprus company. Renewable if needed.

Permanent Residence Permit (“PRP”’)

New accelerated procedure (granted within two months)

» Main requirements include acquiring a property in Cyprus of at least €300.000, a fixed
three year deposit in a Cyprus bank for €30.000 and have secured annual income of
€30.000 from activities outside of Cyprus.

Certificate of Naturalization / Citizenship = Cyprus (EU) Passport -

Eligibility criteria have recently been relaxed and made more flexible

» Main requirements include acquiring a property in Cyprus of at least €500.000 AND
effecting a number of set investments or deposits (or combinations of these) of €5m
OR of €2.5m in the case of the applicant participating in a Collective Investment Scheme.
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Important Considerations

Using any foreign jurisdiction:
A Today’s challenge is to place relevant substance, have business and economic reasons
other than pure tax reasons and safeguard the local Management and Control !

O ¢ f

Zero substance I Full susbtance with own fully fledged

Cheap but risky) | How far one wants to be on this line is : office and own staff

| dependent on the level of desired substance : (Expensive but foolproof)
|

| |

A Cyprus can accommodate any level of needed substance!

* Enhance substance and set up actual offices (especially for trading companies)

« Comparative advantages of operating costs in Cyprus (when compared to other EU jurisdictions).
» Expand the activity of the company with more investments and more functions

» Fairer allocation of profits between group companies (re: interest, royalties, profit margins)

* Restructure back-to-back arrangements. (re: beneficial ownership of income)

e Enhance the ‘“caliber of | oc al di rectors used [/ mo \



General Overview of the Cyprus Tax System
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Cyprus Tax System: Attractive, Competitive, Simple, Investor friendly

» EU & OECD approved and compliant
» Stable & Tested

» Full adoption of all relevant EU directives

» Good double tax treaty network

» Basis of taxation: ‘Management and Control’

» 12.5% uniform corporate tax rate (one of the lowest in Europe)

» Effective tax lower because of favourable tax provisions
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Main Favourable Cyprus Tax Provisions

Tax Exempt incomes:

» Profit from sale of shares (and other qualifying titles)

» Dividend income (subject to very easy to meet conditions)
» 80% of Intellectual Property (IP) profit

» Profits of a foreign Permanent Establishment (PE)

» Capital Gains from the disposal of non-Cyprus Real Estate
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Main Favourable Cyprus Tax Provisions

/,

» No Cyprus Withholding Tax (WHT) on any outbound payments
» General expense deductibility

» Group Relief provisions

» Unilateral Double Tax Relief (DTR)

» No Thin Capitalization rules

» No CFC

» NO exit costs

» No Inheritance Tax

Access to relevant EU Directives that help to eliminate foreign WHT on dividends, interest
and royalties received by a Cyprus company from another EU member state company



Access to EU Directives

Access to EU Directives for elimination of foreign WHT on
dividends, interest and royalties received by a Cyprus resident company
from another EU Member State company

» Parent / Subsidiary Directive
- on dividends * Like having a DTT
» Interest and Royalty Directive > with all EU Member States
_ with zero WHT rates
- on interest and royalty *
S

* Certain conditions may apply depending on how implemented on each Member State

Also consider General Anti-Abuse Rule included in the Directive(s)




Cyprus: Double Tax Treaty Network (50+ countries)

Armenia Iceland San Marino el
Austria India Serbig * *
Belarus Ireland Seychelles
Belgium Italy _ Singapore
Bosnia * * Kuwait Slovakia
i Lebanon -
BUIga”a Lithuania Slovenia * CIS Countries applying the Cyprus/USSR DTT
Canada Sy South Africa
China Spain . : :
) iti ** Countries applying the Cyprus/Yugoslavia DTT
Czech Republic mﬂ;glf Sweden
Denmark Monteﬁegro *F Sy”'a
Egypt N Thalliand
Estonia orway Ukraine
Finland Poland United Arab Emirates
Portugal United Kingdom
France USA
Qatar
Germany :
G Romania
reece RusSia All DTTs based on OECD model
Hungary
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Main uses of the Cyprus Company

Tax efficient location for:
» Holding company
» Financing company
» Royalty company
» Trading company

» Shipping company

» Employment company

» Trust company
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Cyprus Holding Company

EU / Non-EU
investor

Dividend:
Zero Cyprus WHT

Sale or transfer of Cyprus shares not
i subject to Cyprus tax

L o -

} - Zero Cyprus taxes as
- dividend and capital gains are tax exempt
My &
Dividend:
Dividend:

Foreign WHT zero
through access
to EU Directives

Foreign WHT zero
or reduced through
access to DTT
Non-EU

Company




Cyprus Holding Company for certain non-EU countries

Reduction of foreign withholding tax
rates via access to Cyprus DTT

EU / Non-EU

investor

-

}
°

OTT Russia Ukraine South Africa India Other CIS *
Dividend 15% A 5% 15% A 5% 15% A 0% 0% (local) 0% / 5%
Interest 20% A 0% 15% A 2% 15% A 0% 20% A 10% 0% / 5%
Royalties 20% A 0% 15% A 5% 15% A 0% 10% 0% / 5%
Capital Gain Yes (until 2017) Yes No Yes Yes

* Other CIS include: Armenia, Belarus, Kyrgyzstan, Moldova, Tajikistan
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Cyprus Trading Company

EU / Non-EU

investor

Dividend:
0% WHT

Profit from trading or Profit from trading in shares
provision of services and other qualifying titles
taxed @ 12,5% TAX EXEMPT

V Fund / SPV
V Portfolio mgt

V EU VAT number
V Trade in EU / Non-EU




Cyprus Financing Company

EU / Non-EU

investor

0% WHT

Provision of loans
to related parties

Dividend:

» Flat 12,5% tax on financing profit

» Reduced foreign WHT on interest income
by access to DTT or EU Directives

» Tax relief on foreign WHT suffered
» 0% Cyprus WHT on interest payments

» Thin Spreads allowed for back-to-back loans
(e.g. 0,35% spread)




Cyprus IP/Royalties Company

Cyprus company as IP owner

*80% tax exemption on IP related profit

eEffective income tax of less than 2.5%

Cyprus company in a back-to-back
IP / licensing arrangement

*Thin spreads possible

*Profit subject to 12.5% income tax

Plus:
 Reduction /elimination of foreign WHT via access to DTT or EU Directive

 Foreign Tax Credit in case of foreign WHT
 No Cyprus WHT on outbound dividend and royalty payments




Cyprus Real Estate Company
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Cyprus company owns foreign property (directly or via local company)

Beneficial Capital Gains provision in
several Cyprus double tax treaties: Ukraine,
Russia (until 2017), Romania, UK, Poland,
Serbia, Montenegro and others.

This means that when the Cyprus company
sells the shares of a property rich foreign
company, the taxing right of this transaction
Is with Cyprus ONLY, and in Cyprus such
gain is tax exempt

EU / Non-EU

investor

Cyprus Company

Property outside Cyprus

Sale of Cyprus shares
» NO Cyprus taxes

Sale of property OR of company
holding the property
» NO Cyprus taxes

Note: Local tax issues where
the property is situated need
to be considered separately




ﬂ

Cyprus:
Synergies with other jurisdictions




UK company tax resident in Cyprus

UK incorporated company
tax resident in Cyprus

A Reputation of UK company
with Cyprus tax advantages

¥

Active operations

* International trading activities outside the UK taxed @ 12.5%
(instead of 20% UK tax)

e EU VAT Number

Passive operations
 Access to Cyprus DTT network
 Exemption of dividends and capital gains from Cyprus tax




Cyprus company tax resident in Malta

Cyprus incorporated company
tax resident in Malta

A Significant tax advantages

/1\

/ \
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Cyprus:
 No Cyprus tax

Malta

 No Malta tax
(Malta tax ONLY on incomes sourced or remitted in Malta)

e Access on certain Malta Double Tax Treaty benefits

e EU VAT number



Extraction of dividends from LUX and other EU companies
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Dividends:
0% LUX WHT

Commercial reasoning and
substance must be considered
at the level of Cyprus Co.

Dividends:
0% CY WHT

Dividends:
5%/ 15% LUX WHT




CIT - Highest Level of Confidentiality

.« Non-Cyprus resident | EU /Non-EU
- company

Settlor / Beneficiaries

A

Non-Cyprus resident

................................................................................................................ Cyprus
. « Dividend income: Exempt International
Trust (CIT) Dividend: 0% WHT

..............................................

Dividend: 0% WHT

Cyprus Company

% Nominee Shareholder
possible

Underlying Property
(e.g. Subsidiaries, Real Estate)




The Cyprus International Trust

Cyprus International Trust (CIT):
Governed by the International Trusts Law of 1992 and 2012 |

» CIT law amended in 2012, in effect modernising and enhancing it \\‘/2
» Regulated by competent authority / bodies

» Increased demand for Cyprus International Trusts over the last few years
(new trusts and redomiciliation of existing foreign trusts to Cyprus)

» CIT completely tax exempt in Cyprus if beneficiaries are non-Cyprus tax residents

» Various uses: Asset Protection, Estate Planning, Inheritance, Confidentiality, Tax Planning
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Thank You!

Peter G. Economides, FCCA, TEP
Founder and Honorary Chairman
TOTALSERVE MANAGEMENT LTD

peter.economides@totalserve.eu
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