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About Us

Who We Are
AF was founded in Cyprus in 1966 by Andreas Fieros. The founder and his successors have been
engaged in the practice of audit, tax, consulting, accounting and secretarial services for over
forty years.
AF is growing strong offering our clients exceptional services and superior expertise and advice.
What Makes Us Different
AF is an ever-changing, growth oriented professional service firm committed to provide timely,
cost effective services to its customers that exceed their expectations at the highest quality
standard.
We maintain an open and honest communication with our clients, dedicated to becoming trusted
business advisors, providing exceptional service and solutions to meet their needs.
Our firm embraces and practices high ethical standards aiming to create an environment
that will both challenge us to expand our services and to guide our clients through important
regulatory processes and practices.
We pledge to treat every relationship with integrity and respect recognizing fully the challenges
and changes businesses are facing that at times are seen overwhelming and very complex.
We believe in close personal relationships that only a small firm can offer.
Memberships and Licenses
AF is a member of the:
Association of Chartered Certified Accountants UK and
The Institute of Certified Public Accountants of Cyprus

Contact Us
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Introduction
Cyprus has developed into a reputable international business and financial center due to the favourable tax
regine that the island offers.
Following the accession of the Republic of Cyprus to the European Union in 2004, its tax legislation is
compliant with EU requirements and with the OECD initiative against harmful tax practices. Furthermore,
following changes made in 2008, Cyprus has also satisfied the requirements of the Group of Twenty and the
OECD by substantially implementing the internationally agreed tax standard on exchange of information.
The main advantages offered by Cyprus to international business companies with local tax residency status
are the following:

•
•
•
•
•
•
•
•

double tax treaties with 45 countries
favorable tax regime including corporation tax rate of 10%
no tax on dividends payable to non-Cypriot tax residents
no withholding tax on interest payable to non-Cypriot tax residents
no tax on dividend income with limited exemption
no tax on profits from operations of permanent establishments maintained outside Cyprus
no tax on profit from sale of shares, bonds and other securities
no capital gains tax on profits arising from the disposal of immovable property situated outside Cyprus

Other benefits enjoyed by Cypriot companies include:

•
•
•
•
•
•
•
•

Cyprus is a full member of EU
strategic geographic location
excellent communications
availability of free zone area
liberal foreign direct investment regime
no foreign exchange control
highly qualified, well educated and multilingual labor force
efficient legal, accounting and banking services

Cyprus is a prestigious, stable and attractive jurisdiction for setting up Holding and Finance companies as
well as Intermediary Operating companies.
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Personal Taxation
Imposition of tax
Individuals who are tax residents of Cyprus are subject to tax on their worldwide income, whether remitted
to Cyprus or not. Individuals who are not tax residents of Cyprus are subject to tax on their Cyprus-source
income.
For Cyprus tax purposes, a tax resident of Cyprus in a particular year of assessment is any person who stays
in the Republic of Cyprus for a period exceeding in aggregate 183 days.
Income tax rates for 2011
Chargeable income (€)			
Up to 19.500
19.501 – 28.000
28.001 – 36.300
Over 36.300

Tax rate (%) 		
nil
20
25
30

Tax (€) 		
1.700
2.075

Cumulative tax (€)
1.700
3.775

Exemptions
• interest receivable by individuals unless it arises or is closely related to business activities
• dividends receivable by individuals
• lump sums upon retirement of individuals
• capital sums from approved life assurance policies and provident or pension funds
• income from employment services provided abroad to a non-resident employer or an overseas
permanent establishment of a resident employer for a period exceeding 90 days in the tax year
• profit from the sale of shares, bonds and other securities
• certain pensions
• salaries of officers and crew of ships owned by Cyprus shipping company that sail under the Cyprus flag
and operate in international waters
• income from a qualifying scholarship, exhibition, bursary or similar educational endowment
Deductions
• expenditure incurred wholly and exclusively for the production of income provided that are supported by
proper documentation (with the exception of interest and/or running expenses of private motor vehicles)
• 20% of gross rental income from buildings
• annual subscriptions to trade unions and professional associations
• donations to approved charitable institutions restricted to the extent that the individual’s income turns
into a loss
• interest on capital used to acquire rented properties
• expenditure incurred for the purpose of maintaining a preserved building with a restriction of up to
€1.200 per m² for the first 120 m², up to €1.100 per m² for 121 to 1.000 m², up to €700 per m² for over
1.000 m²
• life insurance premiums restricted to 7% of the capital sum assured on death (when a life insurance
policy is cancelled within six years of its inception, there is a claw-back of premium relief of 30% or 20%
of premiums allowed if cancellation is made in 1-3 years or 4-6 years respectively)
• contributions to the social insurance fund and to approved provident, pension, medical or other funds
(the total of theses deductions and life insurance premiums are restricted to 1/6 of an individual’s taxable
income before deducting these allowances)
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Corporate Taxation
Imposition of tax
A company is subject to tax in Cyprus if its management and control is exercised in Cyprus irrespective of
its place of registration.
Corporation tax rates for 2011
10% of taxable income for companies other than public corporate bodies, 25% on taxable income for public
corporate bodies.
Exemptions
• profits on disposal of shares, bonds and other securities
• dividend income
• interest income unless the interest arises or is closely related to the business activities of the company
• profits from operations through a permanent establishment abroad unless the permanent establishment
engages directly or indirectly more than 50% in activities which result in investment income and the
foreign tax burden is significantly lower than the Cyprus tax burden
Deductions
• employer’s contribution to the social insurance and other approved funds (excluding contributions to the
social cohesion fund) on employees’ salaries
• donations to any approved charitable institution (restricted to the extent that there are taxable profits)
• expenditure incurred for the purpose of maintaining a preserved building as follows:
Up to 120 m²
Up to €1.200 per m²
Between 121 – 1.000 m²
Up to €1.100 per m²
Over 1.000 m²
Up to €700 per m²
• business entertainment expenses (restricted to 1% of gross income, with a maximum allowable amount
of €17.086)
• interest on loans to acquire assets used in a business (interest payable for acquiring a saloon car
whether used in the business or not, or any other asset that is not used in the business, is not allowable
for the first seven years)
• all expenses incurred wholly and exclusively for the production of income provided that are supported
by proper documentation (with the exception of expenses of saloon cars)
Wear and tear allowances
Annual wear and tear allowances are granted on the acquisition cost of assets used in the business as
follows:
			
Industrial, agriculture and hotel buildings
Commercial buildings
Plant and machinery
Loose tools
Furniture, fixtures and fittings
Air-conditioning
Computer hardware
Software (100% if less than €1.709)
Motor vehicles (excluding saloon cars)
Excavators, tractors, bulldozers, self-propelled loaders and drums for petrol companies
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Rate %
4
3
10
331/3
10
10
20
331/3
20
25

Corporate Taxation
Tax losses
Tax losses incurred in any one year and which cannot be set off against other profits of the same year, can be
carried forward and set off against future profits for an indefinite period of time. This provision applies for all
unutilised tax losses for the years 1997 and onwards.
Relief in respect of group trading losses is allowed among Cyprus tax resident companies which are members
of the same group (with at least 75% control) for the whole year. Only current year group trading losses can be
surrendered from one company of the group to another.
Losses of a sole trader or a partnership business converted into a limited liability company can be set off
against future profits of the company.
Losses of a permanent establishment abroad can be set off against the Cyprus profits of a business whether
incorporated or unincorporated. However, future profits of the permanent establishment are liable to tax, to
the extent of the losses allowed.
Shipping companies
The profits or dividends from a company incorporated in Cyprus and owning ships registered under the
Cyprus flag, which is engaged in international traffic, are exempt from taxation. The exemption applies also
to the emoluments of the crews of Cyprus flag ships.
Ship management companies have the option to be taxed either at 4,25% under income tax or to pay tonnage
tax at 25% of the rates used to calculate the tonnage tax of ships under their management.
Insurance companies
Insurance companies are taxed at the same rate of tax as all other companies. However, where the corporation
tax payable on the taxable income of the life insurance business is less than 1,5% of the gross premiums,
excluding the contributions in any approved pensions, provident or other fund administered by the insurance
company on behalf of its members, the insurance company has to pay the difference as additional corporation
tax.
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Special Defence Contribution
Imposition of tax
Special Defense Contribution (SDC) is imposed on interest, dividend and rental income of Cyprus tax resident
individuals and companies. It is also levied on the profits of public corporate bodies. Non-Cyprus tax resident
companies and individuals are exempt from SDC.
Special Defense Contribution rates
Type of income

Rate %

Interest income of resident companies and individuals from sources within the
Republic of Cyprus (individuals whose total yearly income including interest does
not exceed €11.960 are entitled to a refund of 7%)

10

Interest income of resident companies and individuals from sources outside the
Republic of Cyprus

10

Interest income of resident companies and individuals arising from or closely
related to the ordinary course of business

nil

Interest income of resident individuals from Cyprus Government development
bonds and savings certificates

3

Interest income of provident funds

3

Rental income of resident companies and individuals (reduced by 25%) – with effect
from 1 July 2011, companies that are paying rent must withhold SDC and submit
to the Commissioner of Inland Revenue during the month following the month in
which the tax was withheld

3

Dividend income of Cyprus tax resident companies (subject to the following
exemption)

nil

Dividend income of Cyprus tax resident companies if the Controlled Foreign
Company (CFC) provisions do not apply, ie. the paying company engages directly
or indirectly more than 50% in activities which result in investment income and the
foreign tax burden is substantially lower than the Cyprus tax burden (foreign tax
paid can be credited against SDC payable)

15

Dividend income of Cyprus tax resident individuals (foreign tax paid can be credited
against SDC payable)

15

Profits of public corporate bodies
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Capital Gains Tax
Imposition of tax
Companies and individuals are subject to capital gains tax at the rate of 20% on gains arising from the disposal
of:
• immovable property situated in Cyprus
• shares in a company which owns immovable property situated in Cyprus, excluding shares listed on any
recognised stock exchange.
Indexation allowance applies on the market value of the immovable property at 1 January 1980 or on the
actual cost of acquisition of any improvements to the property if acquired later.
Deductions
Individuals are entitled to a life-time exemption from capital gains on the following:

•
•
•

Disposal of private residence (under certain conditions) up to €85.430
Disposal of agricultural land by a farmer up to €25.629
Any other disposal of immovable property up to €17.086

Deductions based on a combination of the above are restricted to a maximum amount of €85.430.
Exemptions
• transfers on death
• gifts between spouses and relatives up to third degree
• gifts to family companies provided the shareholders continue to be members of the family for five years
after the date of transfer
• gifts by a family company, of which all shareholders are members of the same family, to any of its
shareholders, provided that the property gifted had itself been acquired by the company by way of gift.
In case of subsequent disposal the person received the gift cannot use the life time exemption if the
property is disposed before the lapse of at least three years from the date of transfer of the property by
the company
• gifts to approved charitable institutions or a local authority for educational, or other charitable purpose
• disposal of property under the Compulsory Acquisition Law
• gifts to the Republic of Cyprus
• where, the indexed value at 1 January 1980 or the indexed cost of acquisition if later, of the property
given under exchange of property is less than the sales proceeds value of the property received, the gain
reinvested in the property received is exempt
• exchange or disposal of immovable property under the agricultural land (consolidation) laws
• gain on disposal of shares which are listed on any recognised stock exchange
• transfers of shares as a result of company reorganizations
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Immovable Property
The strategic location of Cyprus, its stable legal system and infrastructure coupled with reliable communication
with all parts of the world, the relatively low cost of living, its excellent climate and the friendliness and
hospitality of its people, are just a few of the reasons why Cyprus is attractive to non-Cypriots, both as a place
to live or as a location for investment property.
Foreigners investing in immovable property in Cyprus may be classified in the following main categories:
• retired residents;
• employed residents;
• holidaymakers;
• business investors.
The limited geographical area of Cyprus and the great demand for immovable property, especially in recent
years, have led to a considerable increase in the cost of land and accommodation. Even so, despite the
increase, prices are still significantly lower than in most comparable European countries.
Under the Acquisition of Immovable Property (Aliens) Law, non-Cypriots wishing to acquire immovable
property in Cyprus need the prior permission of the Council of Ministers. Normally permission is granted to
bona fide foreigners to acquire a flat or a house, or a piece of land not exceeding three donums (about 4.000
m²) for the erection of only one house, for use as a residence only by the purchaser and his family.
However, since Cyprus joined the EU on 1 May 2004, citizens of other EU member states are no longer
considered aliens for the purposes of this law, except in relation to the acquisition of a secondary residence
in Cyprus, and even this restriction does not apply to EU citizens who live permanently in Cyprus.
Transfer fees are payable by the buyer on each tranche of the purchase price (or, under certain circumstances,
the current market value) as follows:
Purchase price or market value in €			

Transfer fee rate (%)

Up to 85.430							
85.430 – 170.860						
Over 170.860							

3
5
8

An annual tax is levied on all immovable property in Cyprus at the following rates applied to each tranche of
the market value of the property as at 1 January 1980 in accordance with the Lands and Surveys Department
General Valuation.
Value of property in €			
Up to 170.860				
170.860 – 427.150			
427.150 – 854.300			
Over 854.300				

Rate (%)			

Cumulative tax at top of band in €

nil					
0,25					
0,35					
0,40

nil
641
2.136

Since immovable property tax is based on 1980 values, which are much lower than present-day values, for
most residential properties the liability will be negligible.
Certain property is exempt from immovable property tax, including property used for charitable purposes,
agricultural land, property owned by a municipal corporation and property owned by a foreign state and used
as an embassy, consulate or official residence.
Immovable property is also subject to small charges for services, such as sewerage fees, refuse fees and
municipal taxes. These charges tend to be lower than in the rest of the EU.
Mortgage loans for the purchase of immovable property are available to Cypriots and non-Cypriots from
banks in Cyprus.
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Interest and Penalties
The following interest charges have been applying by the Commissioner of Inland Revenue:
Period								
Before 1 January 2007
From 1 January 2007 to 31 December 2009
From 1 January 2010 to 31 December 2010
From 1 January 2011

Rate (%)
9,00
8,00
5,35
5,00

Effective from 1 July 2011 the following additional penalties are imposed and are applicable to the Income
Tax, Assessment and Collection Taxes, Special Contribution for Defence, Capital Gains Tax and Immovable
Property Tax Laws:
a. any person who refuses, fails or neglects to submit any notification or tax return or provide any information
requested or does not perform any of his duties as those are explicitly prescribed by law with the deadline
expressly prescribed by law is liable to a penalty of €100.
b. any person who refuses, fails or neglects to submit any notification or tax return or provide any
information requested or does not perform any of his duties as those are explicitly prescribed by law
and the Commissioner has duly served a written notice on such person requesting the compliance with a
deadline expressly mentioned therein (regardless of whether the law specifies a deadline or not) is liable
to a penalty of €200. The deadline set by the Commissioner should not, however, be less than a period of
60 days.
c. any person who refuses, fails or neglects to submit any notification or tax return or provide any information
requested or does not perform any of his duties as those are explicitly prescribed for by law for which
no deadline is prescribed by the relevant tax law, and these notices, returns, information or duties relate
to a third party and the Commissioner has duly served a written notice on such person requesting the
compliance with a deadline expressly mentioned therein, is liable to a penalty of €200. The deadline set
by the Commissioner should not, however, be less than a period of 60 days.
d. in the event of non-payment within the deadline set by legislation or in a written notification by the
Commissioner, an additional penalty of 5% will be payable on the amount of the tax due.
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Value Added Tax
Imposition of VAT
VAT is imposed on the acquisition of goods from other Member States of the EU, on the supply of goods
and services in Cyprus (other than an exempt supply) and on the importation of goods into Cyprus. The VAT
registration threshold is €15.600 per annum.
Rates
The standard VAT rate of 15% is the lowest in EU and reduced rates of 5% and 8% apply to certain goods and
services. There are also zero rated supplies mainly on medicines and exports.
Goods or services exempt from VAT
• land
• used buildings
• new buildings for which application for a building permit was made prior to 1st May 2004
• rents
• banking and financial services
• insurance
• health
• education
• sports
Registration
Every individual or company is obliged to register at the end of any month, if the value of taxable supplies
recorded in the last 12 months exceed €15.600 or if at any point in time the value of taxable supplies are
expected to exceed €15.600 in the next 30 days. Individuals or companies who trade outside Cyprus and do
not provide taxable supplies of services within the EU may register for VAT voluntarily. If not registered, they
will be unable to recover input tax.
VAT returns and payment
Any registered individual or company is obliged to submit to the VAT Commissioner a VAT return within 40
days from the end of any tax period and pay the VAT due.
Administration of EU trade
Any person or company who trades within the EU i.e. purchases and sales from/to EU member state needs
to complete the following forms:

•
•

Intrastat – Arrivals/ Departures
VIES – Supplies

Intrastat and VIES forms submission
Intrastat form is submitted to the VAT Commissioner no later than the 10th day which follows the end of the
month stated on the Intrastat form. The VIES form is submitted to the VAT Commissioner no later than the
15th day which follows the end of the month stated on the VIES form.
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Value Added Tax
The following amendments to the VAT legislation have taken place with effect from 1 January 2010:
1.

Services provided between businesses (B2B)
The European Council has approved changes with regard to the country of taxation of services for VAT
purposes, which apply as from 1 January 2010.
The aim of the changes is to shift the place of taxation for VAT purposes of the services provided between
businesses from the Member State at which the service provider is established to the Member State at
which the recipient of the services is established.
These changes apply for all services except from the following:
(a) Services which are directly related to immovable property
(b) Passenger transport services
(c) Short-term hiring of means of transport
(d) Services and ancillary services relating to culture, educational, scientific, sporting, entertainment
and similar events including the services of organisers
(e) Restaurant services and catering services
The VAT legislation which became effective includes special rules for taxation of specific services
according to their effective use and enjoyment. These rules aim to avoid double taxation or non taxation.

2.

Compliance obligations
As from 1 January 2010 businesses are required to complete and submit a declaration (VIES) for intraCommunity supply of services for which the recipient is liable to account for VAT under the reverse
charge provisions in another EU Member State.
Services which in the country of the recipient (a) are exempt from VAT or/and (b) are zero rated, must not
be included in the declaration for intra-Community supply of services.
Consequently these rules require businesses to have a full understanding of the VAT treatment of the
services in the Member State of the recipient.
The VIES form needs to be submitted on a monthly basis. The VIES form need to be submitted by the
fifteenth day of the month following the month for which it relates.
From 1 January 2010 there is one VIES form for intra-Community supply of goods and services. The VIES
form can only be submitted electronically.

3.

Changes in the time of receipt of services from abroad on which Cypriot VAT must be self charged
The time of receipt of services which are subject to VAT by the recipient under the reverse charge rules
(ie the time of application of the reverse charge rules) is as from 1 January 2010 the earlier of:
(a) date in which the supply of the services was completed, or
(b) date of payment for the receipt of the services.
For services which are received on a continuous basis, the time of supply (i.e. the time of application of
the reverse charge rules) is as from 1 January 2010 the earlier of:
(a) date of payment for these services, or
(b) date of issue of an invoice, or
(c) in case no payment is made and invoice is issued within the calendar year the end of the calendar
year, for the amount due as at that date.
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Value Added Tax
4.

Changes in the VAT thresholds as from 1 January 2010
As from 1 January 2010 no VAT registration threshold exists for:
(a) businesses which are engaged in the provision of intra-Community supply of services for which the
recipient must account for VAT under the reverse charge provisions in another EU Member State
and /or
(b) from the receipt of services for which the recipient business must account for Cyprus VAT under the
reverse charge rules. This applies for Cyprus businesses which are carrying out economic activities.

5.

Refund of VAT paid in another Member State
As from 1 January 2010 the existing procedure for refund of VAT paid in another Member State is
replaced with a new electronic procedure.
The aim of the new procedure is to achieve faster refund of the VAT to the claimants. In addition in case
of delay in the refund of the VAT from any Member State, the Member State is liable to pay interest to the
business for the period of the delay.
The deadline for the submission of the claim for VAT refund is extended by 3 months from 30 June of the
next year to 30 September.

6.

Services supplied to consumers (B2C)
The general rule will continue to be that the place of taxation of services is the place where the supplier
has established its business. However, if the services are provided from a fixed establishment in a place
other than the place where the supplier has established its business, the place of supply will be the
place where that fixed establishment is located.
Exceptions to this general rule continue to exist. These are based largely on existing criteria and reflect
the principle of taxation at the place of consumption. For example, exceptions include:
(a) Short-term hiring of a means of transport (place of supply is the place where the means of transport
is actually put at the disposal of the customer – subject to optional “use and enjoyment” rules)
(b) Intermediary services (the place of supply of the underlying transaction)
(c) Electronically Supplied Services received from outside the EU (the place where the customer is
established)
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Value Added Tax
Recent changes
The following amendments to the VAT legislation have taken place with effect from 10 January 2011:
1. The VAT rate of 5% apply on foodstuffs including beverages which are intended for human consumption
(with the exception of alcoholic beverages, beer, wine and soft drinks) and on pharmaceutical products
and vaccines that are used for health care, prevention of illnesses and as treatment for medical or
veterinary purposes.
2.

Every taxable person has an obligation to proceed with a stock-take of the goods for which the VAT rate
changes at the end of the business day prior to the change of the VAT rate.

3. The term restaurant and catering services will include the supplies of prepared and unprepared
foodstuffs and beverages that are accompanied by sufficient support services that enable the immediate
consumption of the foodstuffs and beverages supplied and will be subject to the VAT rate of 8% (for
example the supply of alcoholic beverages, beer, wine and soft drinks). The supply of foodstuffs and
beverages to which the provision of support services is not the most important component element
of the overall supply will be subject to the VAT rate of 5% (for example foodstuffs and beverages
that have been heated in order to render them suitable for consumption at a temperature higher
than that of the environment or that their temperature is higher than that of the environment.
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Special Tax Provisions
Deemed dividend distribution
If a Cyprus tax resident company does not distribute by way of dividend at least 70% of its accounting profits
(from the profits of the year 2003 onwards) within the year of assessment and the two years following the
end of the year of assessment to which the profits refer, the company is deemed, as at the end of the two
years from the end of the year of assessment, to have distributed such profits and is liable to pay 15% Special
Defence Contribution on the deemed dividends attributable to its shareholders, including companies, who
are Cyprus tax residents.
The deemed distribution is reduced by the amount of actual dividends declared and paid out of the profits
of the year to which the profits refer and the two year following it. Actual dividends paid after the deemed
distribution are subject to Special Defence Contribution only on the additional dividends remaining after
deducting any deemed dividend.
A non-Cyprus tax resident receiving a dividend emanating from profits which at any stage were subject to
deemed distribution, is eligible to a refund.
Holding and finance companies
Holding and finance companies can be used for a number of purposes and there are many factors entering
into the choice of appropriate structure and company location. In addition to the non-tax advantages of Cyprus
such as its climate, location, facilities and quality of life, the tax considerations are summarised below.
An optimal holding company structure is expected to meet the following requirements:
• it should be possible to extract dividends from the operating company or companies free of withholding
tax or at the lowest possible rate of withholding tax
• the holding company should be able to dispose of its investment in the operating company without any
liability to capital gains tax or its equivalent in the operating country
• the domestic law of the holding company’s jurisdiction should wholly or largely exempt such dividends
and capital gains from local tax, and
• the investors (or the ultimate holding company) should be able to extract dividends from the holding
company without any charge to tax in the holding company’s jurisdiction.
Additional tax considerations include CFC provisions, thin capitalisation rules, the ability to obtain interest
deduction in full, corporation and other local tax rates.
A Cyprus holding company is generally set up as an ordinary company resident in Cyprus. There are no
restrictions on its activities. Besides holding shares in domestic or foreign companies or both, it may also
have other functions such as trading, manufacturing or financing. Benefits of a Cyprus holding company
structure include:
•

Tax treatment of incoming dividends.
Cyprus law provides full international participation exemption from local taxation of dividends received
by a holding company from a foreign subsidiary. A domestic participation exemption is also available,
which does not involve any particular holding period or amount.

•

Tax treatment of capital gains on the sale of shares
The exemption from tax of trading gains and capital gains made by a Cyprus holding company from the
sale of shares in a foreign subsidiary puts Cyprus on a par with the traditional European holding company
regimes. Furthermore, there is no minimum participation threshold. Gains from local subsidiaries are
also exempt, and only gains from shares in companies owning immovable property in Cyprus are taxable.
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Special Tax Provisions
•

Withholding tax on outgoing dividends
Outgoing dividends remitted by a Cyprus holding company to its ultimate parent company are not subject
to withholding tax in Cyprus.

•

Withholding tax on interest
The EU Interest and Royalties Directive has been incorporated into Cyprus domestic law. The result is
exemption at source of interest whose beneficial owner is resident in an EU member state other than
Cyprus. Interest paid to residents of countries outside the EU is also exempt from withholding taxes.

•

Interest deduction for borrowing costs
Generally, interest expenses payable by a Cyprus company are fully tax deductible.

•

Thin capitalization
Cyprus tax legislation does not contain specific provisions relating to thin capitalisation of companies,
such as limits on debt:equity ratios. A Cyprus holding company may therefore be financed by loans
without the risk of interest paid at arm’s length to its parent company being disallowed for tax purposes.

•

Controlled Foreign Company (CFC) legislation
Such legislation is much less restrictive than that of many other jurisdictions, targeting only certain types
of income that is derived from real business activities to create a distinction between participation (active
income) and investment (passive income). The CFC provisions will be triggered only if more than 50% of
the non-resident company’s activities result directly or indirectly in investment income, and the foreign
tax burden on the income of the non-resident company paying the dividend is substantially lower than
the tax burden of the company which is receiving the dividend and is tax-resident in Cyprus. Substantially
lower tax burden is interpreted to be a tax rate of less than 5%, i.e. less than 50% of the rate applying in
Cyprus.

•

Double taxation treaties
The double taxation treaty network of Cyprus ensures that dividends received by a Cyprus holding
company from its foreign subsidiary are either exempt from or subject to low withholding tax at source.

•

Other benefits
Cyprus income tax on company profits is at the relatively low rate of 10%. Cyprus does not have any rules
preventing holding companies from performing operating activities. Companies enjoy indefinite carry
forward of losses and treatment of foreign taxes as expenses.

Interest income
Liability to Corporation tax and Special Defence Contribution on interest receivable is determined by whether
the interest is earned in, or closely related to, the ordinary activities of the company (for example in the case
of a bank or finance company) (“active interest”). If so, the interest is subject to corporation tax at 10% on the
whole amount of the interest and there is no liability to Special Defence Contribution. Group finance income
is included under the heading “active interest”.
If, on the other hand, interest received is merely incidental to the main activity (for example in the case of
a trading company receiving interest on temporary deposits of surplus funds) (“passive interest”) it will be
subject to Special Defence Contribution at 10% on the whole amount of the interest.
The absence of thin capitalisation rules, combined with the tax treatment of interest, make it more favourable
to finance Cyprus holding companies through debt to capitalise foreign companies by way of loans rather
than through equity.
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Special Tax Provisions
The EU Parent/Subsidiary Directive
This Directive, as amended, was transposed into Cyprus law in the form of the Income Tax Law and the
Special Contribution for the Defence of the Republic law. These laws establish a liberal system of double
taxation avoidance. The new tax regime extends to non-EU countries, as the laws distinguish only between
residents and non-residents of Cyprus.
On the taxation of dividends, the Cyprus tax laws are even more liberal than the Directive. Foreign dividends
are fully exempt unless the paying company engages directly or indirectly more than 50% in activities which
result in investment income and the foreign tax burden is substantially lower than the Cyprus tax burden.
In such case, a foreign tax credit may be granted under a double taxation treaty or, if there is no treaty,
unilateral relief at the discretion of the Commissioner of Inland Revenue.
Article 3 of the Directive gives member states the option of not applying the Directive to parent companies
in their territory that have not maintained a qualifying holding in a subsidiary company in another member
state for at least two years or to subsidiary companies in their territory in which a parent company located in
another member state has not maintained such a holding for the same period, both in respect of incoming
and outgoing dividends.
Cyprus has not exercised the option to impose a minimum holding period and thus restrict the applicability
of the Directive. However, a derogation by another member state may have an impact on a Cyprus-resident
company with a subsidiary company in that state, or on the Cyprus-resident subsidiary of a holding company
located in that state, or on the Cyprus resident subsidiary of a holding company located in that state. For
example, since 1 January 2005 Austria has imposed qualifying thresholds of a one year holding period and
a 10% holding amount in respect of foreign subsidiaries of Austrian parent companies.
Company reorganisations
The tax rules for company reorganizations follow the EU Merger Directive. Transfers of assets and liabilities
between companies in the course of a reorganization (including provisions and reserves) can be effected
without any tax consequences (the term reorganisation includes exchange of shares, transfer of commercial
activities, mergers and de-mergers).
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Network of double tax treaties
There exists a wide and expanding network of double tax treaties concluded with Cyprus as follows:
EU Countries

Ratification date

Austria
Belgium
Bulgaria
Czech Republic
Denmark
France
Germany
Greece
Hungary
Ireland
Italy
Malta
Poland
Romania
Sweden
Slovenia

11 October 1990
28 November 1999
23 December 2000
26 November 2009
10 August 1981
28 January 1983
11 October 1977
16 January 1969
24 November 1982
7 February 1970
9 June 1983
11 August 1994
9 July 1993
8 November 1982
14 November 1989
8 September 1986
(former part of Yugoslavia)		
Slovakia
30 December 1980
(former part of Czechoslovakia)		
United Kingdom
1 November 1974
		

Non-EU countries

Ratification date

Canada
China
Egypt
India
Kuwait
Mauritius
Moldova
Montenegro

3 September 1985
5 October 1991
14 March 1995
21 December 1994
25 September 1986
12 June 2000
25 April 2008
8 September 1986

(former part of USSR)

Norway
Qatar
Russia
San Marino
Seychelles
South Africa
Syria
Singapore
Thailand
United States
Belarus
Serbia

		

(former part of Yugoslavia)

		

Azerbaijan

		

(former part of USSR)

		

Armenia

		

(former part of USSR)

		

Kurghystan

		

(former part of USSR)

		

Tajikistan

		

(former part of USSR)

		

Uzbekistan

		

(former part of USSR)

		

Ukraine

		

(former part of USSR)

		

Lebanon

11 June 1956
20 March 2009
17 August 1999
18 July 2007
28 June 2006
8 December 1998
22 February 1995
8 February 2001
4 April 2000
31 December 1985
12 February 1999
8 September 1986
26 August 1983
26 August 1983
26 August 1983
26 August 1983
26 August 1983
26 August 1983
14 April 2005
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In addition, treaties are under negotiation, or awaiting ratification, with the following countries:
Algeria, Bangladesh, Brazil, Estonia, Indonesia, Iran, Jordan, Kazakhstan, Latvia, Libya, Lithuania, Malaysia,
Netherlands, Portugal, Seychelles, Spain, Sri Lanka, Vietnam.
Advantages
The double taxation treaty network of Cyprus allows international transactions to be structured in a number
of tax-efficient ways. A Cyprus corporate structure may beneficially be used:
• as an intermediary for joint venture or other participations to avoid or reduce withholding taxes
• to finance joint venture or other acquisitions so as to reduce or eliminate withholding taxes and extract
profits that would otherwise be subject to significant foreign tax
• as a holding company whose income may be exempt
• as an operating company able to claim treaty protection to avoid the creation of a permanent establishment
in a foreign country, with the facility of having an office in that country to perform limited functions
• as a Cyprus international trust entitled to benefit from treaty protection in some circumstances
• to operate shipping companies from Cyprus with treaty protection
Where tax has been paid on income from a foreign country with which there is no double tax treaty and such
income is subject to Cyprus tax, unilateral relief from Cyprus tax not exceeding the amount of tax paid in the
foreign country will be granted by means of exemption, credit or deduction.
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Table of treaty tax rates (%) and notes
Dividends			
Received in
Cyprus

Country				
Armenia		
nil		
Austria			
10		
Azerbaijan		
nil		
Belarus		
51		
Belgium		
102		
Bulgaria		
54		
Canada			
15		
China			
10		
Czech Rep.		
525		
Denmark		
102		
Egypt			
15		
France			
109		
Germany		
1511		
Greece			
25		
Hungary		
513		
India			
109		
Ireland			
nil		
Italy			
15		
Kuwait			
10		
Kyrgyzstan		
nil		
Lebanon		
5		
Malta			
nil		
Mauritius		
nil		
Moldova		
54		
Norway			
514		
Poland			
10		
Qatar			
nil		
Romania		
10		
Russia			
517		
San Marino		
nil		
Serbia			
10		
Seychelles		
nil		
Singapore		
nil		
Slovakia		
10		
Slovenia		
10		
South Africa		
nil		
Sweden		
513		
Syria			
1519		
Tajikistan		
nil		
Thailand		
10		
Ukraine		
nil		
UK			
nil23		
USA			
524		
Uzbekistan		
nil		

Paid from
Cyprus**

nil		
10		
nil		
51		
102		
54		
15		
10		
525		
102		
15		
109		
nil		
25		
nil		
109		
nil		
nil		
10		
nil		
5		
15		
nil		
54		
nil		
10		
nil		
10		
517		
nil		
10		
nil		
nil		
10		
10		
nil		
513		
1519		
nil		
10		
nil		
nil		
nil		
nil		

Interest				

Received in
Cyprus

nil		
nil		
nil		
5		
10³		
75,6		
153		
10		
nil		
103		
15		
103		
103		
10		
103		
103		
nil		
10		
103		
nil		
5		
103		
nil		
5		
nil15		
103		
nil		
103		
nil		
nil		
10		
nil		
1018		
103		
10		
nil		
103		
103		
nil		
1021		
nil		
10		
103		
nil		

Paid from
Cyprus**

nil		
nil		
nil		
5		
10³		
75		
153		
10		
nil		
10³		
15		
103		
103		
10		
103		
103		
nil		
10		
103		
nil		
5		
103		
nil		
5		
2516		
103		
nil		
103		
nil		
nil		
10		
nil		
1018		
103		
10		
nil		
103		
103		
nil		
1021		
nil		
10		
103		
nil		

Royalties
Received in
Cyprus

nil		
nil		
nil		
5		
nil		
106		
107		
10		
10		
nil		
10		
nil10		
nil10		
nil12		
nil		
15		
nil12		
nil		
58		
nil		
nil		
10		
nil		
5		
nil		
5		
nil		
58		
nil		
nil		
10		
5		
10		
58		
10		
nil		
nil		
1020		
nil		
522		
nil		
nil10		
nil		
nil		

Paid from
Cyprus**

nil
nil
nil
5
nil
10
107
10
10
nil
10
nil10
nil10
nil12
nil
102,3
nil12
nil
58
nil
nil
10
nil
5
nil
5
nil
58
nil
nil
10
5
10
58
10
nil
nil
1020
nil
522
nil
nil10
nil
nil
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Notes
** Payments of dividends and interest to non residents are exempt from withholding tax in Cyprus in accordance with
the Cyprus Legislation.
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.

17.
18.
19.
20.
21.
22.

23.
24.
25.
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5% if the beneficial owner has a holding in the share capital of the paying company of €200.000 or more. 10% if the
beneficial owner holds directly at least 25% of the share capital. 15% in all other cases.
10% if the recipient is a company with at least 25% direct (also indirect for Belgium) share interest, 15% in all other
cases.
Subject to certain exemptions.
5% if the beneficial owner is a company which holds directly at least 25% of the capital of the paying company, 10%
in all other cases.
Nil if interest is paid or guaranteed by the government of the other state or a statutory body thereof or to the
central bank of the other state.
Not applicable if at least 25% of the capital of the Cyprus resident is owned directly or indirectly by the Bulgarian
resident (either alone or with other related persons) that is paying the interest or royalties, except when the
Cyprus resident is not liable to tax at a rate lower than the usual rate.
Nil if from copyright and other literary, dramatic, musical or artistic work excluding film or videotape royalties.
Nil if the literary, artistic or scientific work including cinematographic films and films or tapes for television or
radio broadcasting.
10% if recipient is a company with at least 10% direct share interest, 15% in all other cases.
5% on cinema and television films.
10% if recipient is a company with at least 25% direct share interest, 27% if recipient is a company with more than
25% direct or indirect share interest as long as the German corporate tax on distributed profits is lower than that
on undistributed profits and the difference between the two rates is 15% or more, 15% in all other cases.
5% on cinematographic films excluding television films.
5% if recipient is a company with at least 25% direct share interest, 15% in all other cases.
Nil if received by a company which controls, directly or indirectly, at least 50% of the voting power.
At the rate applicable in accordance with domestic law.
There is a withholding tax of 20% on dividends and 25% on interest. The final tax liability is determined as follows:
• Companies: In respect of dividends, no withholding tax, subject to Commissioner’s approval. For interest, on
application, in accordance with corporate tax rates.
• Individuals: On objection, in accordance with personal tax rates.
5% if the beneficial owner has directly invested less than the equivalent of US$100.000 in the capital of the company,
10% in all other cases.
7% if received by a bank or similar financial institution, 10% in all other cases. Interest paid to the government of
the other state, as defined, is exempt from tax.
Nil if shareholder is a company that holds directly at least 25% of the capital of the company paying the dividends,
15% in all other cases.
15% for any patent, trade mark, design or model, plan, secret formula or process or any industrial, commercial or
scientific equipment or for information concerning industrial, commercial or scientific experience.
10% if received by any financial institution (including an insurance company) or in connection with the sale on
credit of any industrial, commercial or scientific equipment or merchandise, 15% in all other cases. Interest paid
to the government of the other state is exempt from tax.
5% for the use of or the right to use any copyright of literary, dramatic, musical, artistic or scientific work, including
software, cinematographic films or films or tapes used for television or radio broadcasting. 10% for the use
of, or the right to use, industrial, commercial or scientific equipment or for information concerning industrial,
commercial or scientific experience. 15% for the use of, or the right to use, any patent, trade mark, design or
model, plan, secret formula or process.
The treaty provides for 15% withholding tax but the local taxation provides for nil withholding tax.
5% if recipient is a company with at least 10% direct share interest, 15 in all other cases.
Nil if the beneficial owner is a company which holds directly at least 10% of the capital of the company paying the
dividends where such holding is being possessed for an uninterrupted period of no less than one year, 15% in all
other cases.
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