Cyprus Profile

Location

Cyprus is an island lying at the southeastern corner of the Mediterranean. It is
the third largest island in the Mediterranean. The geographical position of the
island played a significant role in rendering it into an international business

centre.

Figure 1 Map of Europe | EU with Green | Cyprus with Dark Green |



Cyprus Factsheet

INFORMATION
Population 803,200
Climate Dry summers
Mild winters
Rainy days 10 per year
Official languages Greek
Turkish

Government
Executive Power

Political system
Legislative power
International memberships

Currency

Economy

Gross Domestic Product per capiteg]
2010)

Inflation Rate (2010)

Unemployment Rate (2010)

English widely used

Republic— Presidential system

Elected President- Council of Ministers
appointed by the President

Western democratic multiparty system
House of parliament with 56 members
European Union

United Nations

Council of Europe

European Court of Human Rights (ECHR)
Commonwealth

International Monetary Fund

World Bank

Euro from 1/1/2008

Open market based on the services sector
Euro 21,235

2.43%
5.5%

Legal System

Based on Anglo-Saxon Law




Cyprus Economy

The Cyprus economy is characterized by stability, low inflation and a low
unemployment rate. The economy is based mainly on professional services. The
relevant economic indexes are laid out below:

2006 2007 2008 2009
Official Reserve Assets € million 4.452,70 4.423,40 717,3 889
Tourist Arrivals % change -2,8 0,6 -0,5 -10,9
Tourist Receipts % change 2,2 5,9 -3,5 -16,7
Current A/c Balance % of GDP -7 -11,7 -16,8 -7,8
Inflation Rate % change 2,5 2,37 4,67 0,33
Reg. Unemployed Z’Ctic\’,feEng;: 3,3 3 2,9 4,3
GDP (Current Prices) € million 14.435,20 15.879,10 17.286,80 16.945,70
GDP (Real Growth) % change 4,1 51 3,6 -1,7
GDP Per Capita (EUR) € 18.684 20.254 21.797 21.235
GDP Per Capita (PPS) EU- 91 93 96 98

27=100

GDP Per Inhabitant (PPS) PPS 21.400 23.300 24.000 23.200
zi)sca' Surplus (+)/Deficit € million 1725 537,4 157,6 -1.011,10
Ei)scal Surplus (+)/Deficit % of GDP 12 34 0.9 6
General Government
Domestic Public Debt € million 7.289,90 7.129,20 5.992,60 5.841,90
Domestic Public Debt % of GDP 50,5 44,9 34,7 34,5
Foreign Public Debt € million 2.041,00 2.132,30 2.354,20 3.984,50
Foreign Public Debt % of GDP 14,1 13,4 13,6 23,5
Total Public Debt € million 9.330,90 9.261,50 8.346,70 9.826,30
Total Public Debt % of GDP 64,6 58,3 48,3 58
eetal Public Debt € million 14.835,30 15.077,50 14.949,20 16.907,40
Total Public Debt % of GDP 102,8 95 86,5 99,8
Total Foreign Debt € million 41.007,50 51.918,90 68.843,20 81.786,10

Total Foreign Debt % of GDP 284,1 327 398,2 482,6



Banking System

The banking system in Cyprus which is based on the British banking system is
well developed and organised, it is, therefore, capable of providing fast and
effective services worldwide. The system is under the supervision of the Central
Bank of Cyprus fwww.centralbank.gov.cy ) which controls all businesses carried
out by commercial banks and other financial institutions.

All financial institutions provide a wide range of services and they are all
subscribers to the SWIFT system (Society for World Interbank Financial
Telecommunications). At present, the banking system comprises fifteen (15)
banks with a registered office in Cyprus, twenty six (26) international banking
units with sub-branches in Cyprus, one (1) administrative banking units, three
(3) specialized financial institutions and other financial organizations.

Cyprus Stock Exchange

The Cyprus Stock Exchange (CSEvww.cse.com.cy commenced its operations
since 1996. Towards the end of 2006 the CSE entered into strategic agreements
with the Athens Stock Exchange (ASE), thus creating a joint forum for processing
transactions. Today the CSE numbers around 130 listed companies. The official
currency for transactions is the Euro.

On 29th March 2010 the Cyprus Stock Exchange launched a new market called
the Emerging Companies Market '#$%$&'())*+"%,% -'$./".0% 12#/3)
(ECM). ECM is governed by a simplified regulatory environment which has been
specifically designed for the needs of small and emerging companies. Today they
are trading six companies in ECM.



Cyprus and the EU

Since the ® of May 2004 Cyprus is a full member of the European Union. The
Cyprus currency, Cyprus pound, joined Exchange Rate Mechanism Il (ERM II) on
2 May 2005, and observed a central rate of 0.585274 to the euro with a
fluctuation band of +456. The Cyprus pound left ERM Il when the country
adopted the euro on 1 January 2008 despite the fact that transactions in the
Cyprus Stock Exchange are being carried out in euro since 1/11/2006.

Structural Indicators

GDP per capita in PPS

2004 2005 2006 2007 2008 2009
European Union (27 countries) 100 100 100 100 100 100
European Union (25 countries) 104 104 104 104 103 103
European Union (15 countries) 113 113 112 112 111 110
Euro area (17 countries) 109 109 109 109 108 109
Euro area (16 countries) 109 110 109 109 109 109
Cyprus 90 91 91 93 97 98

Real Unit Labour Cost Growth

2004 2005 2006 2007 2008 2009
European Union (27 countries) -1.5 -0.6 -1.1 -0.8 0.7 2.9
European Union (25 countries) -1.1 -0.7 -1.0 -0.7 0.7 2.9
European Union (15 countries) -1.0 -0.5 -0.8 -0.6 0.8 2.9
Euro area (17 countries) -1.0 -0.7 -0.9 -0.9 14 2.9
Euro area (16 countries) -1.1 -0.7 -0.9 -0.9 14 2.9
Cyprus -1.7 -0.9 -2.3 -34 -3.4 4.6

Real GDP Growth Rate

2004 2005 2006 2007 2008 2009
European Union (27 countries) 25 2.0 3.2 3.0 0.5 -4.2
European Union (25 countries) 25 19 3.2 2.9 0.4 -4.2
European Union (15 countries) 2.3 1.8 3.0 2.8 0.3 -4.3
Euro area (17 countries) 2.2 17 3.0 2.9 0.4 -4.1
Euro area (16 countries) 2.2 1.7 3.0 2.8 0.4 -4.1
Cyprus 4.2 3.9 4.1 5.1 3.6 -1.7

Inflation Rate

2004 2005 2006 2007 2008 2009
European Union (27 countries) 2.0 2.2 2.2 2.3 3.7 1.0
European Union (25 countries)
European Union (15 countries)
Euro area (17 countries) 2.2 2.2 2.2 21 3.3 0.3
Euro area (16 countries) 2.2 2.2 2.2 2.1 3.3 0.3
Cyprus 1.9 2.0 2.2 2.2 4.4 0.2

Public Balance

2004 2005 2006 2007 2008 2009
European Union (27 countries) -2.9 -2.5 -1.5 -0.9 -2.3 -6.8
European Union (25 countries) -2.9 -2.5 -1.5 -0.8 -2.3 -6.8
European Union (15 countries) -2.8 -2.4
Euro area (17 countries)
Euro area (16 countries) -2.9 -2.5 -1.4 -0.6 -2.0 -6.3

Cyprus -4.1 -2.4 -1.2 3.4 0.9 -6.0






WHY CYPRUS

Operating through a company registered in Cyprus can significantly reduce the
tax liability of the business and the ultimate shareholders, thus increasing the net
return on the investment.

Cyprus has been a full member of the European Union since 2004 and adopted
the Euro as its official currency since the beginning of 2008.

The strategic position and time-zone of Cyprus, enables comfortable connections
between Europe, Middle East, Africa and Asia and make the island a natural hub
for business and trade.

Cyprus is an established and reputable business and financial centre supported
by an advanced legal, accounting and banking system, highly skilled and
multilingual workforce, excellent telecommunication systems and convenient
year round flight connections.

In addition, due to the great numbers of international businesses already
situated in Cyprus, there are outstanding networking possibilities for all of new
entrants.

The local governments have traditionally been promoting Cyprus as an
international business center, through the enactment of favorable tax laws,
which are in full compliance with EU directives and the reduced paperwork and
costs necessary to register a Cyprus company.

WHY CYPRUS
Historically a pro business culture
European Union member since 2004
Eurozone member since 2008
Easy access to Europe, Eurasia, Asia and Middle East
Lowest EU corporate tax (10%)
Network of 44 Double Tax Treaties
Economic, social and political stability
Renowned international shipping centre
Fast growing international financial centre
Excellent legal, accounting and banking services
Highly educated qualifies and multilingual workforce
Easy access to decision makers
Enviable quality of life
Virtually no corruption




CORPORATE TAX PROVISIONS

Corporate Tax Rate

Trading profits of a Cyprus tax resident company are taxed at the rate of ten
percent (10%), one of the lowest corporate income tax rates in Europe. Business
profits of non-resident companies are tax free.

Cyprus Tax Resident
A company is considered to be tax resident in Cyprus, if its management and
control is exercised in Cyprus.

According to Cypriot law, there is no legal definition of what constitutes

management and control. In practice it is taken to mean, in simple terms, that
management and control is where the majority of the directors reside, where

corporate board meetings are held and where the general policy of the company
is formulated.

The co-existence of all three criteria is essential. It is therefore necessary to
ensure that a company satisfies the residence test to be able to be taxed under
Republic of Cyprus tax laws, and at the same time enjoy the benefits. If a
company does not satisfy the management and control test, there is no
residence, therefore no taxation in respect of such company can be imposed
under local law.

Interest Income (effective from 1 January 2009)

There are two types of taxes that may apply to interest income earned by a
Cypriot company: income tax at 10% levied on interest derived, less any
allowable expenses, and Special Defence Contribution (SDC) at 10% applied to
gross interest income. Interest earned by a Cypriot tax resident company derived
in the ordinary course of business or closely connected thereto is only subject to
income tax. Before the 2009 amendments, other sources of interest income were
subject to both SDC and income tax (with a 50% exemption). Now however, such
income is entirely outside the scope of income tax. Therefore the result is that,
where previously an effective tax rate of up to 15% was possible for interest
earned by a Cypriot company; this is now reduced to a maximum rate of 10% in
all cases.

Dividends

Inter-company Dividends
Dividends paid from one Cyprus tax resident company to another are exempt
from any tax in Cyprus.



Dividends Received from Abroad

Dividends received from abroad are tax exempt if the following conditions are
satisfied:

(A) The company receiving the dividend must hold directly at least one percent
(1%) of the share capital of the company abroad paying the dividend (condition
abolished effective from 1 January 2009), and

(B) (1) The company paying the dividend must not engage directly or indirectly
more than 50% in activities which lead to passive income (non-trading income),
and

(2) The foreign tax burden on the income of the company paying the dividend is
not substantially lower than the tax burden in Cyprus (an effective tax rate
higher than 5% in the country paying the dividend satisfies this conditionK#
the above conditions are not satisfied, then dividends received from abroad are
taxed to Special Contribution for Defence (SCD) at 15%.

A tax credit will be afforded according to the Double Taxation Agreements
concluded by Cyprus. In the absence of a Double Taxation Agreement, Cyprus
unilaterally affords a credit for the foreign tax paid on such income. For
dividends received from EU Member States the underlying tax credit is also
available.

Royalties

Gross amounts of royalties from sources within Cyprus by a company which is
not a tax resident of Cyprus are liable to 10% withholding tax at source. If the
intangible property right, however, is granted to a Cyprus company for use
outside Cyprus, then there is no withholding tax and the corporate rate is applied
only on the profit margin left in the Cyprus company.

Trading In Titles

Gains from trading and disposal of securities & tax free7 The term ‘Titles’
includes:

ordinary and preference shares;

founder’s shares;

options on titles;

debentures;

bonds;

short positions on titles;

futures / forwards on titles;

swaps on titles;

depositary receipts on titles;

rights of claims on bonds and debentures;

index participations (if they result in titles);

repurchase agreements or Repos on titles;

participations in companies; and

units in open-end or closed-end collective investment schemes such as
Mutual Funds, International Collective Investment Schemes (ICIS) and
Undertakings for Collective Investments in Transferable Securities
(UCITS).
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Foreign Permanent Establishments (PE)

The profit of a foreign PE of a Cyprus Holding company is exempt from corporate
tax in Cyprus, if one of the following two conditions is satisfied:

(1) The PE must not engage more than 50%, directly or indirectly, in activities
which lead to passive income, or

(2) The foreign tax burden imposed on the PE must not be substantially lower
than that in Cyprus.

Group Relief

Group relief is allowed for at least seventy-five percent (75%) group structures
and is applicable only on yearly results if claimants are Cyprus tax resident
companies and are members of the same group for the whole tax year. Losses
incurred from business carried outside Cyprus are allowed as a deduction
against other taxable profits generated by the Cyprus Company.

Losses
Losses are carried forward until they are extinguished.



OTHER TAXES

Withholding Taxes

There are no withholding taxes on payments to non tax resident persons
(companies or individuals) in respect of dividends and interest.

Capital Gains Tax (CGT)

Capital gains are not included in the ordinary trading profits of a business, but
instead are taxed separately under the CGT Law. Capital gains from the sale of
immovable property situated in Cyprus as well as from the sale of shares in
companies (other than quoted shares) in which the underlying asset is
immovable property situated in Cyprus, are taxed at a flat rate of 20% after
allowing for indexation. Capital Gains that arise from the disposal of immovable
property held outside Cyprus or shares in companies which may have as an
underlying asset immovable property held outside Cyprus, are completely
exempt from capital gains tax.

Inheritance or Estate Taxes
There are no inheritance or estate taxes on shares held in a Cyprus company.

Wealth Taxes

Cyprus imposes no tax on wealth.

Capital Duty

Capital duty in Cyprus is estimated at a flat rate of €485 payable upon
incorporation plus the amount of 0.6% on the initial authorized capital. Shares
issued out of the initial authorized capital shall not carry additional capital duty.

If a company needs to increase its authorized share capital, the 0.6% will be
iImposed on the amount of the increase. Capital duty can be minimized by issuing
shares at a premium since share premium is not subject to capital duty tax.

Stamp Duty

Stamp duty is enforced on written documents which deal with Cyprus situated
property or matters that will be performed in Cyprus, irrespective of where the
agreement is signed. Stamp duty on agreements ranges between 0,15% - 0,20%
depending on the amount of the contract9 with a maximum duty of €4:78<=7 The
duty is payable within 30 days from the signing of the agreement.



OTHER CONSIDERATIONS

No Thin Capitalization Rules

There are no thin capitalization rules in the Cyprus tax legislation. However,
interest suffered on loans used for the acquisition of assets not used in the
business is not tax deductible.

No Transfer Pricing Legislation

There is no transfer pricing legislation in Cyprus, other than a provision in the
Income Tax Law which requires transactions between ‘related parties’ to be in
accordance with the ‘arm’s length principle’” The Cyprus tax legislation adopted
the OECD model and guidelines to determine whether @ansaction is at arm’s
length.

No Controlled Foreign Companies (CFC) Rules
There is no Controlled Foreign Companies rules in Cyprus tax legislation and
Cyprus companies are not subject to CFC Rules.

Exit Routes

The Cyprus Company offers an ideal exit route through a tax free sale of
participations and own shares or the liquidation of the company and distribution
of the proceeds completely tax free to the non-resident shareholders.

VAT

Where the exclusive purpose of a holding company is the acquisition and holding
of interest in shares in other companies, with the intention of deriving dividend
income, such a company is not considered to be performing an economic activity
for VAT purposes and consequently it does not have the status of a taxable
person.
Companies which are not performing economic activities have neither the
liability nor the right to register for VAT purposes and consequently they cannot
claim input VAT. However, holding companies may be liable to register for VAT
where, in addition to the holding of investments, they also have taxable or
exempt activities such as:

Supply management services at a consideration to subsidiaries;

Supply finance to subsidiaries;

Trade in shares i.e. purchase and sell shares on a frequent basis with the

intention to profit from the fluctuations of the share price.
Where a holding company is registered for VAT purposes, it may claim input VAT
on goods and services acquired in Cyprus and other EU Member States. The right
to claim input VAT depends on which type of the holding company’s activities
the acquired goods or services, directly or indirectly relate.



Reorganization Provisions

Cyprus legislation provides for a fully exempted reorganization of Companies

procedures. Such reorganization may include any division, merger, partial

division, transfer of assets, exchange of shares and redomiciliations. The same
reorganization provisions apply in Cyprus and for all EU Companies or Cyprus

Companies in other EU Jurisdictions under the European Union Merger Directive.

Advance Rulings
Advance rulings can be obtained from the Income Tax office upon request.

Re-Domiciliation of Companies

Re-domiciliation of any share capital in and out of Cyprus is permissible;
however, the other jurisdiction’s legislation must also recognize such a
possibility.



Double Tax Agreements (DTA)

Cyprus has currently concludedDTAs with more than 44 countriesincluding the
majority of the European countries, the United States of America, Canada, India,
China, Russia and the C.1.S countries.

Cyprus Double Taxation Treaty Network
The following table gives a summary of the withholding taxes provided by t  he double tax treaties entered into by Cyprus

Paid from Cyprus Receeived in Cyprus
Dividends% Interest % Royalties% Dividends % Interest % Royalties %
as per as per as per
Non-treaty Countries nil nil nil country's country's country's
system system system
Armenia nil nil nil nil nil nil
Azerbaijan
Austria 10 nil nil 10 nil nil
Belarus 5 5 5 5 5 5
Belgium 10 10 nil 10 10 nil
Bulgaria 5 7 10 5 7 10
Canada 15 15 10 15 15 10
China 10 10 10 10 10 10
Czech Republic 10 10 5 10 10 5
Denmark 10 10 nil 10 10 nil
Egypt 15 15 10 15 15 10
France 10 10 nil 10 10 nil
Germany 10 10 nil 10 10 nil
Greece 25 10 nil 25 10 nil
Hungary nil 10 nil 5 10 nil
India 10 10 10 10 10 15
Ireland nil nil nil nil nil nil
Italy nil 10 nil 15 10 nil
Kuwait 10 10 5 10 10 5
Kyrgyzstan nil nil nil nil nil nil
Lebanon 5] 5) nil 5) 5) nil
Malta 15 10 10 nil 10 10
Mauritius nil nil nil nil nil nil
Moldova 5 5 5 nil nil nil
Montenegro 10 10 10 10 10 10
Norway nil nil nil nil nil nil
Poland 10 10 5 10 10
Qatar 5
Romania 10 10 5) 10 10 5
Russia 5 nil nil 5 nil nil
San Marino nil nil nil nil nil nil
Serbia 10 10 10 10 10 10
Seychelles nil nil 5 nil nil 5
Singapore nil 10 10 nil 10 10
Slovakia 10 10 5 10 10 5
Slovenia 10 10 10 10 10 10
South Africa nil nil nil nil nil nil
Sweden 5 10 nil 5 10 nil
Syria nil 10 15 nil 10 15
Tadzhikistan nil nil nil nil nil nil
Thailand 10 15 5 10 15 5
Ukraine nil nil nil nil nil nil
United Kingdom nil 10 nil 15 10 nil

United States nil 10 nil 5 10 nil



Establishing a Company in Cyprus

Traditionally Cyprus was a territory with a growing business activity mainly as a
station for international businesses. The means for such activities has always
been the Limited Liability Company with shares. In recent years there has been a
rapid increase in the establishment of Companies, mainly because of the tax
incentives enjoyed by such establishments through Cyprus.

Participation of non-Cypriots in a Cyprus Company

There is no requirement or licensing procedure for the participation of
foreigners in a Cyprus company. Their participation in a company may be up to
100% of the shares and there are no conditions regarding the minimum amount
they must invest in the capital of the company.

Company Registration Procedure

The procedure for the registration of a Company is relatively simple and it

usually takes approximately 3-5 working days. Enterprises and individuals

wishing to have a company in Cyprus usually choose to take ready-made (shelf
company), which enables them to have an immediate registration of the

company.

Shelf Companies

A Shelf company is the easiest way to acquire a company in Cyprus. Such
companies are essentially established beforehand and the entrepreneur who
wishes to purchase it may use it straight away. Such companies have not carried
out any business until they are purchased by a customer. Usually, the
shareholder, the chairman and the secretary in these companies are
Management Companies. Particulars of the company may, however, change as
soon as the company is undertaken by the customer. Otherwise, suitable trusts
may be issued for the benefit of the actual beneficiaries of the company who are
in essence transferring the actual ownership of the company to the customers.
The capital, the name and the articles of association of the company may also be
amended whenever the customers wish to do so. The incorporation of a new
company is usually used when the customer wants a particular type of company
and they are not interested in the time of incorporation.

Name of the Company

For the registration of a Cypriot company an approval must be obtained from the
Registrar of Companies and Official Receiver who shall specify the name and the
identity of the company.



The name of the Company must be approved by the Registrar of Companies. The
word Limited must be inserted after the name of the Company (Limited or Ltd).
5- 7 working days are required for the approval of the name.

Names which have already been approved by the Registrar of Companies or are
descriptive in general, or names which can be reminiscent of particular words or
geographical locations cannot be approved by the Registrar of Companies.

Names which are considered misleading or are associated to royalty such as
“Royal, King, Queen, Crown or including the following words: Imperial, National,
Commonwealth, Cooperative shall not be approved by the Registrar of
Companies.

The names may be registered in any language using the Latin alphabet provided
that the Registrar of Companies has been given the Greek or English translation.

Names of companies, belonging to shelf companies registered in Cyprus may be
accepted after the approval of the shelf company.

Memorandum of Association and Articles of Association

The Memorandum of Association and the Articles of Association must be drawn
by a local lawyer and is divided into two parts.

The Memorandum of Association, which includes the objects and the powers of
the Company, the limited liability of members and the share capital. The
Memorandum of Association must also include the following:

The name of the Company

The registered address of the Company which must be in Cyprus

The share capital

The names, addresses and description of the Shareholders together with
the number of shares held by each one of them.

When it is necessary for the shareholder to remain anonymous, then another
person may be registered as a shareholder provided that he/she gives to the
beneficial owner a declaration of trust which must be accompanied by a blank
document for a transfer of shares.

The Articles of Association which include the regulations for the internal
administration of the company and the rights of the shareholders. The Articles of
Association must also contain the following:

The general meetings of the Company

The voting rights of the members/shareholders

The appointment, powers and competencies of the Directors
The dividends



The Memorandum of Association together with the Articles of Association and all

documents appointing the Directors, the Secretary and the Registered Office of
the Company must be submitted to the Registrar of Companies who then
proceeds with the registration of the Company.

Share capital

The share capital is expresseth euro (€) and is divided into shares of any value
(usually €1).

The nominal capital is the total capital which the Company may issue to the
shareholders.

The Paid up Capital is the part of the Nominal Capital issued to the shareholders
and paid by them.

The Nominal and fully Paid up Capital has no legal requirements with respect to
a minimum or maximum amount.

It is recommended that the minimum nominal share capital is€1,000. For
particular types of companies, such as insurance companies, O.B.U’s etc., the
Nominal and Paid up share capital allowed has a minimum requirement which is
specified according to the type of the particular enterprise. The nominal and paid
up share capital may be increased at any time with a special resolution of the
shareholders of the company.

Shareholders
Every Private Company of limited liability with shares must restrict the number
of its shareholders to a maximum of fifty (50) and a minimum of one (1)
shareholder. For the registration of the Company each shareholder must provide
the following particulars:
- Full Name

Nationality

Address

Profession

Number of shares held by him/her

Copy of the passport or identity card

All shares are of nominal value and in the case of a private company it is
prohibited to issue share warrants to the bearer. However, the owners who do
not wish to appear as registered shareholders may appoint proxies who shall be
acting on their behalf as registered shareholders. The actual ownership shall
always remain with the beneficial owners of the shares. The proxies of the shares
may be Cypriots or aliens. The practice which is being followed is to appoint a
company which will undertake the establishment of the Company in order to
appoint the proxies from its members or through the company which is
controlled by it.



Directors
The Law does not provide for any special requirements according to which the
Private Company shall have more than one Directors or that the Company must
have local Directors. However, for a company to be considered as a tax resident
of Cyprus (securing the address and the control of the company for tax purposes
in Cyprus and for the smooth operation of the company in Cyprus), it is proposed
that local Directors or alternate Directors are appointed. The services of the
Director are provided by the company which undertakes the formation of the
private company.
The following particulars are required for the Directors:
- Full name

Nationality

Address

Profession

Copy of the passport or Identity Card

The Secretary

The Company must have a secretary. The Secretary acts under the control and
the instructions of the Directors, keeps under his/her control all legal documents
of the company and carries out administrative duties which are not of executive
nature. For practical reasons, but also for compliance with the legal procedures,
a member of the company is usually appointed as secretary or the company
which undertakes the incorporation of the private company in Cyprus.

Registered Office

Every Company must have a Registered Office which shall be its official address
in Cyprus. The registration certificate must be posted in a prominent position in
the premises and the legal books of the company must be kept there. For
practical reasons the Company which is assigned to establish the private
Company may act as the Registered Office of the private Company.

Required Time

Usually the whole procedure takes about 15 working days. The approval of the
name takes approximately 5-7 working days and the registration of the company
approximately two weeks. On the other hand, as it has already been mentioned
above, there are shelf companies which may be used straight away.

Bank Accounts

The Company may open a bank account with any Bank in Cyprus and in any
currency. Furthermore, the company may keep accounts in any European
country. The transfer of money may be carried out without any exchange

restrictions.

The following particulars are required to open a bank account:



Full name/names of contracting parties

Nationality of contracting parties

Address of contracting parties

Profession of the Directors of the Company and the contracting parties
Specific description of the business of the Company (not for general
purposes e.g. commercial or advisory)

Copies of passports

The legal documents of the Company

Double Taxation Documents

Upon the establishment of the company and provided that all relevant conditions
are complied with, it is possible to receive the relevant certificate from the
Ministry of Finance of the Republic of Cyprus, which shall certify that the
Registered Tax Address of the Company is in Cyprus. Such certificate may be
obtained by the Directors of the Company after its registration with the tax
authorities in Cyprus (Income Tax) and after obtaining the Tax ldentity Number.
Management Companies usually processes the registration through the tax
authorities and the issue of the double taxation certificate immediately after the
establishment of the Company.

V.A.T. Registration

In accordance with the Cyprus legislation every corporation must be registered

in the Value Added Tax (VAT) Register provided that they have an annual
turnover exceeding 15,000 Euro. Such registration must be carried out within a
month from the date that the total turnover specified in the legislation has been

reached.

Companies may register with the V.A.T. Register voluntarily, after they begin
their business and upon issuing their first invoice or sign their first contract.

Voluntary registration may be carried out at any time after the first business

activity of the company. Usually the registration is undertaken by the
management company.

Books of Accounts

Every company of limited liability must keep books of accounts. Such books must
be kept at the registered office of the company.

Audit

The books of accounts of the Company must be audited at the end of each
accounting period by accredited accountants in Cyprus based on the accounting
standards applying in Cyprus. After auditing the books of accounts, the auditors
prepare and sign the final accounts of the company and they then submit them to
the Department of Income Tax for payment of the tax on the profits of the



company. This process may be undertaken by the accountants/auditors of the
company.

Submitting an Annual Report to the Registrar of Companies
At the end of each year, companies which are registered in the register of the
Registrar of Companies are obliged to submit to the Registrar of Companies an
annual report declaring the state of the Company. The annual report must be
accompanied by the final accounts of the previous year which must be signed by
the auditors and the Directors of the Company.



Cyprus- India Tax Planning Ideas

Top Investing Countries

Cyprus was the 4 Investing Country to India for years 2009 and 2010 as shown
below in the Table. The invested funds through Cyprus, Mauritius, Singapore and
Netherlands are mainly funds routed through these countries from other
destinations. The recent trend is that more inflows are routed through Cyprus
mainly due to the upgraded role of Cyprus in International Structuring.

Rank Country 2008-09 2009-10
USS$(million) USS$(million)

1 MAURITIUS 11229 10376

2 SINGAPORE 3454 2379

3 US.A 1802 1943

4 CYPRUS 1287 1627

5 JAPAN 405 1183

6 NETHERLANDS 883 899

7 UK 864 657

India’'s Double Tax Treaties Comparison

Although Mauritius and Singapore seems to be the top two jurisdictions used to
route funds in and out of India it seems that the reason is more cultural and
historical rather than anything else as Cyprus is clearly the best suited
jurisdiction for routing funds and setting businesses related to India. Its by far
the most beneficial location in terms of Double Tax Treaty comparison.

Mauritius Singapore Netherlands Cyprus
Dividend NIL NIL NIL NIL
Interest 20.91% 10%/15% 10% 10%
Royalty 15% 10% 10% 15%/10%
Capital Exempt Subject to Subject to Exempt

Gains conditions conditions




India— Cyprus Double Tax Treaty

Dividends

1. Dividends paid by a company which is resident of a Contractingag to a
resident of the other Contracting State may be taxed in that other State.

2. However, such dividends may also be taxed in the Contracting Staté o
which the company paying the dividends is a resident and according to the
laws of that State, but if the recipient is the beneficial owner of the dividends,
the tax so charged shall not exceed:

a. 10 per cent of the gross amount of the dividends if the beneficial owner is
a company which owns at least ten per cent of the shares of the company
paying the dividends;

b. 15 per cent of the gross amount of the dividends in all other cases.

The competent authorities of the Contracting States shall by mutual

agreement settle the mode of application of these limitations.

This paragraph shall not affect the taxation of the company in respect of the

profits out of which the dividends are paid.

3. The term*“dividends” as used in this Article means income from shares or
other rights, not being debt-claims, participating in profits, as well as incoe
from other corporate rights which is subjected to the same taxation
treatment as income from shares by the laws of the State of which the
company making the distribution is a resident.

4. The provisions of paragraphs 1 and 2 shall not apply if the beficial owner
of the dividends, being a resident of a Contracting State, carries on business
in the other Contracting State of which the company paying the dividends is a
resident, through a permanent establishment situated therein or performs in
that other State independent personal services from a fixed base situated
therein, and the holding in respect of which the dividends are paid is
effectively connected with such permanent establishment or fixed base. In
such case, the provisions of Article 7, or Article 15, as the case may bealish
apply.

5. Where a company which is a resident of a Contracting State derivefits
or income from the other Contracting State, that other State mayot impose
any tax on the dividends paid by the company except in so fas auch
dividends are paid to a resident of that other State or igo far as the holding
in respect of which the dividends are paid is effectively connected with a
permanent establishment or a fixed base situated in that other State, nor
subject the company's undistributed profits to a tax on the company's
undistributed profits, even if the dividends paid or the undistributed profits
consist wholly or partly of profits or income arising in such other State.

Interest

1. Interest arising in a Contracting State and paid to a resident of thether
Contracting State may be taxed in that other State.

2. However, such interest may also be taxed in the Contracting State in
which it arises and according to the laws of that State, but if the recipieis
the beneficial owner of the interest the tax so charged shall not exceed 10 per
cent of the gross amount of the interest.

3. Notwithstanding the provisions of paragraph 2:



a. interest arising in a Contracting State shall be exempt from tax in that
State provided it is derived and beneficially owned by:

i. the Government, a political sub-division or a local authority of
the other Contracting State; or

i. the Central Bank of the other Contracting State or any agency or
instrumentality (including a financial institution) wholly owned by the
other Contracting State or political sub-division or local authority
thereof;

b. interest arising in a Contracting State shall be exempt from tax in that
Contracting State to the extent approved by the Government of that State
if it is derived and beneficially owned by any person other than a person
referred to in sub-paragraph (a), who is a resident of the other
Contracting State provided that the transaction giving rise to the debt-
claim has been approved in this regard by the Government of the first-
mentioned Contracting State.

The term “interest” as used in this Article means income from debt-

claims of every kind, whether or not secured by mortgage and whether or

not is carrying a right to participate in the debtor's profits, and in particilar,
income from government securities and income from bonds or debentures,
including premiums and prizes attaching to such securities, bonds or
debentures. Penalty charges for late payment shall not be regarded as
interest for the purpose of this Article.

The provisions of paragraphs 1 and 2 shall not apply if the beneficialwner

of the interest, being a resident of a Contracting State, carries on businéss

the other Contracting State in which the interest arises, through a permanent

establishment situated therein, or performs in that other State independent

personal services from a fixed base situated therein, and the debt-claim in
respect of which the interest is paid is effectively connected with such
permanent establishment or fixed base. In such case, the provisions of Article

7 or Article 15, as the case may be, shall apply.

Interest shall be deemed to arise in a Contracting State when the payer i

that Contracting State itself, a political sub-division, a local authorityr a

resident of that State. Where, however, the person paying the interest,

whether he is a resident of Contracting State or not, has in a Contracting

State a permanent establishment or a fixed base in connection with whic

the indebtness on which the interest is paid was incurred, and such interest

is borne by such permanent establishment or fixed base, then such interest
shall be deemed to arise in the Contracting State in which the permanent
establishment or fixed base is situated.

Where, by reason of a special relationship between the payer and the

beneficial owner or between both of them and some other person, the

amount of the interest, having regard to the debt-claim for which its paid,
exceeds the amount which would have been agreed upon by the payer and
the beneficial owner in the absence of such relationship, the provigis of
this Article shall apply to the last mentioned amount. In such case, the excess
part of the payments shall remain taxable according to the laws of each
Contracting State, due regard being had to the other provisions of this
Agreement.



Royalties

1. Royalties and fees for included services arising in a Contracting State and
paid to a resident of the other Contracting State may be taxed in that other
State.

2. However, such royalties and fees for included services may also be taxed in
the Contracting State in which they arise and according to the laws tifat
State, but if the recipient is the beneficial owner of the royalties or &s for
included services the tax so charged shall not exceed 15 per cent of the gross
amount of the royalties or fees for included services.

3. The term “royalties” in this Article means payments or credits, whether
periodical or not, and however described or computed, to the extent to which
they are made as consideration for:

a. the use of, or the right to use any copyright, patent, design anodel,
plan, secret formula or process, trademark or other like property or right;

b. the use of, or the right to use, any industrial, commercial or scientific
equipment;

c. the supply of scientific, technical, industrial or commercial knowledge or
information;

d. the use of, or the right to use:

i. motion picture films;
ii. films or video tapes for use in connection with television; or iii. tapes
for use in connection with radio broadcasting; or

e. Total or partial forbearance in respect of the use or supply of any
property or right referred to in this paragraph.

4. The term “fees for included services” in this Article means payments or
credits, whether periodical or not, and however described or computed, to
the extent to which they are made as consideration for:

a. the supply of any assistance that is ancillary and subsidiary to, and is
furnished as a means of enabling the application or enjoyment of, any such
property or right as is mentioned in sub-paragraph (a) of paragraph
(3), any such equipment as is mentioned in sub-paragraph (b) of
paragraph (3), or any such knowledge or information as is mentioned in
sub-paragraph (c) of paragraph (3);

b. rendering of any technical or consultancy services (including the provision
of technical or other personnel) if such services make available technical
knowledge, experience, skill, know-how or process or consist of the
development and transfer of a technical plan or technical design.

5. The provisions of paragraphs (1) and (2) shall not apply if the beneficial
owner of the royalties or fees for included services, being a resident of a
Contracting State, carries on business in the other Contracting State in
which the royalties or fees for included services arise, through a permanent
establishment situated therein, or performs in that other State independent
personal services from a fixed base situated therein, and the right or
property in respect of which the royalties or fees for included services are
paid is effectively connected with such permanent establishment or fixed
base. In such case the provisions of Article 7 or Article 15, asetisase may
be, shall apply.

6. Royalties and fees for included services shall be deemed to arise in a
Contracting State when the payer is that State itself, a political subdivision,



a local authority or a resident of that State. Where, however, thgerson
paying the royalties or fees for included services, whether he is a resident of
a Contracting State or not, has in a Contracting State a pement
establishment or fixed base in connection with which the liability to pay the
royalties or fees for included services was incurred, and such royalties or
fees for included services are borne by such permanent establishment or
fixed base, then such royalties shall be deemed to arise in the Stateninich
the permanent establishment or fixed base is situated.

7. Where, by reason of a special relationship between the payer and the
beneficial owner or between both of them and some other person, the
amount of the royalties or fees for included services having regard to ¢h
use, right or information for which they are paid, exceeds the amount which
would have been agreed upon by the payer and the beneficial owner in the
absence of such relationship, the provisions of this Article shall apply ontg
the last-mentioned amount. In such case, the excess part of the payments
shall remain taxable according to the laws of each Contracting State, due
regard being had to the other provisions of this Agreement.

India Inbound Investment Considerations

When we are planning an inbound investment into a profit center like India we
always have several considerations in mind to make more efficient and flexible
investment.

Instrument

The Instrument affecting the investment must be tax efficient to allow a higher
yield on investment. The past experience shows that investment in India is
effected through capital or loan structure or a combination of both.

Hybrid structures are preferred methods of entering into India as they guarantee
flexibility and efficiency.

The two more efficient methods of investing to India companies are:
@ cConvertible Debentures/Bonds
@ Preference Shares

‘_{ Equity ‘

External Commercial Borrowings

Compulsorily Convertible Preference Shares (CCPS) ‘ Foreign Currency Convertible Bonds

1 1]

Redeemable Preference Shares/ Debentures |

——{ Compulsorily Convertible Debentures (CCD) ‘

Global Depository Receipts (GDR/ADR) ‘ Redeemable Preference Shares/ Debentures




Tax considerations for Capital Instruments

Capital Instruments like Equity or Preference Shares pose several issues that
should be considered in all situations prior to the set up of the structure. Such
issues include:

@ Dividends not tax deductible in some occasions

@ Dividend Distribution Tax at 17%

@ Dividend Distribution Tax credit at Holding Company level
@ Repayment of Capital- Buy Back Method- Redemption

(8 Taxability of Conversion of Capital

@ Taxability of Redemption

@ Change of Capital Form

Tax considerations for Debenture Instruments

Debt Instruments like Convertible Debentures and Bonds pose several issues
that should be considered in all situations prior to the set up of the structure.
Such issues include:

@ FDI restrictions;

@ Withholding Tax on Interest Payment;

@ Interest must be on arms’ length

@ Expense for India SPV;

@ Thin Cap Rules should be observed;

@ Ratio of Capita- Borrowing must be observed

India Inbound Investment Basic Idea for Structuring

Considerations
The main considerations in any inbound investment structure are:
@ Cyprus credit

[ Shareholder/ Investor J

100% Equity Shares

[ Cyprus Holding Company ]

Equity Shares Equity Shares
PS (OCPS, CCPS, RPS) CDs

[ Indian Company 1 ‘] { Indian Company 2 ]




The Cyprus CompanyBasic lIdea for Structuring

Considerations
The basic features behind any structuring with a Cyprus company is the

treatment of:
1. Investment/Equity/Capital vis a vis Dividents
2. Debt/ Loans vis a vis Interest / Capital Repayment
3. Intellectual Property / Licensing vis a vis Royalties
4. Services Provision/ Product Supply vis a vis Fees & Price

Shareholder/ Investor

8 | | Equity/Capital
Dividends | 7 N | Debt
Interest | F E P
Royalties | L 6 Services/Products
w

Fees V(\)I W

Cyprus Company

0 | | Equity/Capital
Dividends | 7 N | Debt
Interest | F FIIP
Royalties | L s Services/Products
Fees V(\)I W

EU and DTT Countries




Cyprus Holding Company for EU

Reason
Establish a Cyprus Company to hold operating or non-operating European Union
Subsidiaries.

Take Advantage

@ No Thin Capitalization issues;
@ No Controlled Foreign Companies Rules;
@  Cyprus Participation Exception (No tax on dividend income from
subsidiary);
@ No Withholding Tax on dividends for the Subsidiary (EU Directives);
@ No Withholding Tax on dividends from Cyprus Holding to the Investor /
Shareholder
Shareholder/ Investor
D (&
---------------------------------------------------------- 5l A
0% Withholding Tax on Dividend Distribution é E, _:_
,,,,, o E A
""""""""""""""""""""""""""""""" S|N L
D ¥
0% on Dividend Income : :
Cyprus Participation Exemption : Cyprus HOIdmg Company
D (o
A , 35! A
i 0% Withholding Tax on Dividend Distribution : & Y FI’
: Parent Subsidiary Directive : é D T
.......................................................... x E A
o|N L
D L\

EU Countries




Cyprus Holding Company for Treaty Countries

Reason
Establish a Cyprus Company to hold operating or non-operating Treaty Country
Subsidiaries.

Take Advantage

@ No Thin Capitalization issues;
@ No Controlled Foreign Companies Rules;
@  Cyprus Participation Exception (No tax on dividend income from
subsidiary);
@ No or Low Withholding Tax on dividends for the Subsidiary (Double Tax
Treaties);
@ No Withholding Tax on dividends from Cyprus Holding to the Investor /
Shareholder
Shareholder/ Investor
D e
|
"""""""""""""""""""""""""""""" E v 2
0% Withholding Tax on Dividend Distribution % ,; {
___________________________________________________________ ° E A
S |N L
D A
0% on Dividend Income E :
Cyprus Participation Exemption Cyprus Holding Company
D Cc
e S i =Ll A
i 0% Withholding Tax on Dividend Distribution % Y FI'
! Parent Subsidiary Directive f E D T
.......................................................... = E A
o|N |
D Y

Treaty Countries




Cyprus Finance Company

Reason
Establish a Cyprus Company to finance operations of an EUJreaty Operations
Company.

Take Advantage

@  All advantages of Cyprus Holding Companies;

@ No or Low Withholding Tax on Interest for the Subsidiary (Double Tax
Treaty or EU Directives);

@ No Withholding Tax on dividends from Cyprus Holding to the Holding

@

Company.
Low Margin (0.125% - 0.35%) on low risk transactions taxable in Cyprus at
10%.
L Shareholder/ Investor ]
0% Corporate Income Tax [ Cyprus Finance Company ]
|
""""""""""""""""""""""""""""""""""""" s # L
0% Withholding Tax ) o
g é g :l
___________________________________________________________ = |
i

{ EU/ Treaty Company ]




Cyprus Royalties Company

Reason
Establish a Cyprus Company to license intellectual property (IP) to an EU/Treaty
Company.

Take Advantage

@  All advantages of Cyprus Holding Companies;
@ No or Low Withholding Tax on Royalties for the Subsidiary (Double Tax
Treaty or EU Directives);
@ No Withholding Tax on dividends from Cyprus Holding to the Holding
Company.
@ No Withholding Tax on royalties from Cyprus Royalties to the Foreign
Royalties Company.
@ Low Margin (0.125% - 0.35%) on low risk transactions taxable in Cyprus at
10%.
[ Shareholder/ Investor }
0% Corporate Income Tax [ Cyprus IP Company ]
o L
"""""""""""""""""""""""""""""" B X c
0% Withholding Tax L E
S 4
° s

[ EU/ Treaty Company }




Cyprus Holding Company with Irish Branch for
Royalties/Interest

Reason
Establish a Cyprus Holding Company to hold a Financie or Royalties Branch in
Ireland to Finance or License IP to EU or Treaty Company.

Take Advantage

@  All advantages of Cyprus Holding Companies;
@ No or Low Withholding Tax on Royalties / Interest for the Subsidiary
(Double Tax Treaty or EU Directives);
@ Interest received in Ireland as the branch is a non trading one.
@  Profit of Branch is exempt in Cyprus.
@ No Withholding Tax on dividends from Cyprus Holding to the Holding
Company.
(G 2
Shareholder/ Investor
\ 4
( l 2\
| Proftof rish branch is exempt from taxesin | Cyprus Hoking Gompany
| — e | g )
s l p
Irish Finance Branch
S 4
[————_ :
£ . 4
[ EU/ Treaty Countries J
(& Y
Shareholder/ Investor
4
3 l )
| Proft of sh branch i exermpt fom taxesin | i HelihaEampary
| bk ] )
4 l N
Irish IP Branch
& 4
L
""""""""""""""""""""""""""""""" k: c
i Y -

[ EU/ Treaty Country J




Cyprus Holding Company with Swiss Branch for
Royalties/Interest

Reason
Establish a Cyprus Holding Company to hold a Financie or Royalties Branch in
Switzerland to Finance or License IP to EU or Treaty Company.

Take Advantage

@  All advantages of Cyprus Holding Companies;
@  Profit of Branch is exempt in Cyprus
@  3-5% income tax in Switzerland;
@ IP costs are typically deductible
@ No Withholding Tax on dividends from Cyprus Holding to the Holding
Company.
@ 2\
Shareholder/ Investor
& l >/
......................................................... r \
! Profit of Swiss branch is exempt from taxes in Cyprus Holding Company
: Cyprus :
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, s N
3-5% income tax Swiss Finance Branch
""""""""""""""""""""""""""""""" o 4
N L
T (o}
E A
R N
E
s
T
[ Operations Company }
I N
Shareholder/ Investor
& S/
!
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Profit of Irish branch is exempt from taxes in Cyprus Holding Company
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Irish IP Branch
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L
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Cyprus Holding Company with Low Tax Jurisdiction Branch for
Royalties/Interest

Reason
Establish a Cyprus Holding Company to hold a Financie or Royalties Branch in
Low tax jurisdiction to Finance or License IP to EU or Treaty Company.

Take Advantage

All advantages of Cyprus Holding Companies;

Profit of Branch is exempt in Cyprus;

Unlimited loan permitted

.No Withholding Tax on dividends from Cyprus Holding to the Holding
Company.

€



Cyprus Holding Company for Real Estate Single Tier

Reason
Establish a Cyprus Holding Company to hold Subsidiaries with Real Estate in
EU/Treaty Countries. Disposal of Company at Treaty Country Level.

Take Advantage
@

@



Cyprus Holding Company for Real Estate Two Tier

Reason
Establish a Cyprus Holding Company to hold Subsidiaries with Real Estate in
EU/Treaty Countries. Disposal of Company at Cyprus Level.

Take Advantage
@
@



Cyprus Securities/Titles Trading Company

Reason
Establish a Cyprus Company to hold and trade securities or “Titles”.

Take Advantage
(%)
@
(%)

India Inbound Investment Tax Planning









