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Over the past twenty years, Cyprus has developed into one
of the most favourable places for international business.

A low tax regime combined with its excellent geographical
position and infrastructure were the key factors for its
success.

The accession of the country to the European Union
triggered a bold tax reform that aimed towards the alignment
of the legislation with EU’s Acquis Communautaire and
Code of Conduct of Business Taxation as well as the
compliance with the requirements of the Organisation for
Economic Co-operation and Development (OECD).

The result of this reform was a sophisticated low tax
jurisdiction that rapidly became the jurisdiction of choice for
international investors and the premier financial centre for
the set-up and operation of holding companies for the
purpose of holding their participations around the world.

Main features of a Cyprus Holding Company

A Cypriot Holding Company (CHC) features the following
tax and other advantages:

1.Full exemption from tax on dividend income received
from participations

Dividends received by a CHC from overseas participations
will be exempt from tax provided a minimum of 1 % of the
share capital of the overseas participation is held.

The exemption does not apply if:

a)the overseas company paying the dividend engages
directly or indirectly in more than 50% activities which give
rise to investment income

and

b)the foreign tax burden on the income of the paying
company is significantly lower than the Cyprus tax burden of
the company receiving the dividend.

The term "significantly lower" means less than 50% of the
corporate tax rate in Cyprus i.e. lower than 5%.

Dividends are not considered investment income if they are
derived directly or indirectly from trading subsidiaries.

2.No withholding tax on distribution of profits irrespec-
tive of the country of residence of the recipient or the
existence of a double tax treaty

No withholding tax on dividends to non-residents (individual
or body corporate) irrespective of the country of residence or
the existence of a double tax treaty.

3.Full exemption from capital gains tax and income tax
on the disposal of securities

Full exemption from tax on gains from the disposal of
securities (shares, debentures, founders’ shares, etc)
regardless of whether the gain is considered to be of capital
or revenue nature.

Therefore, the disposal of shares held in a subsidiary by a
CHC has no tax effects in Cyprus.

4.Low tax rate
The corporation tax rate is 10%.

5.No capital gains or income tax on the liquidation of
participations.

The liquidation of participations held by CHC’s do not give
rise to any taxes in Cyprus.

6.No capital gains tax or income tax on the disposal of
the shares of a CHC

The disposal of the shares of the Cypriot Holding Company
will not result in any taxes in Cyprus irrespective of the
provisions of a double tax treaty.

7.No capital gains or income tax upon liquidation of a
CHC.

No capital gains-tax, income tax or any other tax arising
from the liquidation of a CHC, owned by non-residents.

8.Reduced withholding tax on dividends received from
treaty countries

Cyprus maintains an extensive and expanding double tax
treaty network with over 40 countries that can be used by
the investor to minimize tax burden.

9.Unilateral tax credit

Regardless of whether a tax treaty is present, unilateral tax
credit is applied for taxes paid abroad if the income is
subject to tax in Cyprus. Treaty provisions may be applied if
they are more beneficial than the tax credit.

10.EU parent - subsidiary Directive

According to the provisions of the Directive, any payment of
dividend from one member state to another is free of
withholding tax provided the required conditions are satisfied
under the local legislation of the member state.

11.Substance requirements

According to the Cyprus tax legislation, there are no
substance requirements for Cypriot companies.

12.Debt-equity/thin capitalization rules

There are no debt-equity restrictions in Cyprus and a
company may therefore be financed in any proportion of
debt-to-equity.

13.Minimum holding period

There is no minimum period of holding participations in order
to be eligible for either the tax exemption on dividend
income or the tax exemption on the disposal of shares.
14.Interest Income

When interest income arises as a result of ordinary activities

it is taxed like any other “trading” income at 10%. If not,
then it is subject to a combined tax rate of 15%.



15.Reorganization provisions

Transactions that are defined as “reorganizations”, involving
companies resident in the Republic and / or not residents of
the Republic, are exempt from corporation or capital gains
tax as well as transfer fees.

Mergers, divisions, transfer of assets and exchange of
shares, are considered reorganizations.

16.Group loss relief

Offsetting of losses between group companies will be
granted only where the surrendering company and the
claimant company are part of the same group for the whole
of the tax year.

VAT considerations

If the CHC'’s activities are strictly the holding of shares in
other entities, then it is not considered as a taxable entity as
it falls outside the scope of VAT legislation and as such it is
not obligated to be registered for VAT purposes.

However, if the CHC is engaged in other activities as well,
such as the provision of management and administration
services, then it may be able to deduct VAT suffered on
expenses incurred in Cyprus.

Common uses of a Cyprus holding company

Cyprus holding companies are commonly used as
Intermediaries, especially in the following circum-
stances:

For international or domestic groups investing outside
Cyprus, that aim to dividend income. Such dividends are

usually tax exempt in Cyprus.

*To hold subsidiaries that may be disposed off in the
future. Such disposals are not taxable in Cyprus.

*To benefit from and utilise the favourable conditions of
the Cyprus Double tax treaty network.

*To have the ability to achieve a tax- free unwind of the
holding company at any point in the future.
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Reporting requirements
1.Accounting & record-keeping

The directors of every Cyprus company are responsible for
the maintenance of adequate and sufficient accounting
records that must be compiled annually into proper financial
statements in accordance with International Financial
Reporting Standards. Where applicable, companies must
prepare consolidated financial statements.

2.Audit

Cypriot companies are obligated by either the Companies
Law or the tax legislation to have their financial statements
audited by an auditor licensed in Cyprus in accordance with
International Standards on Auditing.

3.Tax compliance and other annual submissions
According to the Cyprus tax legislation, all resident compa-
nies are required to submit an income tax return annually.
Additionally, an annual return accompanied by financial
statements in the Greek language must be submitted with
the Registrar of Companies.

How to set-up a Cyprus Holding Company

1.Name of the company

Common practice has shown that at least two alternative
names are needed in order to save time in case the Regis-
trar of Companies rejects one of them.

2.0bjects of the company

Cypriot companies must have a Memorandum and Articles
of Association, specifying the activities of the company
(known as the objects clause).

3.Share Capital

There is no minimum level for the issued and paid up capital
of a Cyprus Company. However, it is common to be at least
CY£1.000.

4.Shareholders

There must be at least one shareholder. Shares can be held
by trustees in Cyprus.

5.Directors

Management and control of a company in Cyprus must be
demonstrated in order to determine the tax status of the
Company. Itis common practice for the majority of the
directors to be Cypriot residents.

6.Company secretary and registered office address

Every company must have a secretary and a registered
office address in Cyprus.



Contacts

PKF International

PKF International was formed in 1969 and it is a leading worldwide professional
organization of auditors, accountants, tax advisers and management consultants.
Through more than 400 offices in 119 countries, PKF provides services to large
and small businesses and individuals.

PKF International is an association of legally independent firms.
PKF in Cyprus

PKF is a major accounting and consulting organization in Cyprus.
The professional services provided by the Cyprus firm include:

- Audit and business advisory services

- Advice on foreign and local investment

- Tax planning for companies and individuals
- Local tax compliance

- Establishment and administration of IBC’s

Location and contact details of Cyprus Offices

If you would like further information concerning the matters covered by
this publication please contact any of our offices shown below:

Nicosia Limassol

2 Limassol Avenue 229 Arch. Makarios Avenue
Aluminium Tower, Floors 3rd & 4th Meliza Court, 4th Floor
2003 Nicosia 3105 Limassol

Cyprus Cyprus

Tel: +357 22 462727 Tel: +357 25 868000

Fax: +357 22 339866 Fax: +357 25 587874
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