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More than just a holiday destination with 
pristine white beaches and 300 days of sun-
shine, Cyprus can also cater to your business 
needs ranging from registering and setting 
up your company’s operations to managing 
your EU, North African and Middle Eastern 
clients at a considerably lower cost. 

As well as being an EU country and a mem-
ber of the European Monetary Union since 
2008, Cyprus enjoys the lowest corporate 
tax rate in the EU of 10%. Cyprus belongs 
to those jurisdictions on the OECD White List 
which have substantially implemented the 
internationally agreed tax standard.

In addition to this, Cyprus provides efficient 
business services, has a transparent legal 
and regulatory system and is committed to 
sustainable growth.

Cyprus welcomes both visitors and investors 
to work here, so, if you are searching for 
a new business base, consider Cyprus. It’s 
more than just beaches and sun.

“Columbia’s growth and expansion 
over the years is attributed to the 
uniqueness of Cyprus; being the is-
land’s strategic position at the cross-
roads of three continents, its compre-
hensive legal framework, double tax 
treaties regime, communication sys-
tem, banking system, infrastructure in 
general and last but not least its highly 
educated labor force.”

Captain Dirk Fry, Managing Director 
Columbia Ship Management Ltd

“The favorable business climate, the 
excellent telecommunications infra-
structure, the well educated and skilled 
human resources, the favorable tax 
rates and the proximity to the Middle 
East and Africa markets, were some of 
the key factors that enabled NCR to de-
cide to move its regional offices to Cy-
prus in the 80’s. Gradually, NCR man-
aged to expand the office in Cyprus to 
cover also all the African Countries.”

Managing Director of NCR Cyprus,
Mr. George Flouros

Cyprus Trade Centre - London
Tel  + 44 (0)20 7321 4145
Fax + 44 (0)20 7321 4169
www.cyprustrade.com
www.cyprusmeansbusiness.com
info@cyprustrade.co.uk

Ministry of Commerce, 
Industry & Tourism
Trade Service
Tel: + 357 22 867100
Fax:+ 357 22 375120
www.mcit.gov.cy/ts
ts@mcit.gov.cy

Cyprus Investment
Promotion Agency
Tel  + 357 22 441133
Fax + 357 22 441134
www.cipa.org.cy
info@cipa.org.cy
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Editor’s Note
Cyprus as a fi nancial centre has many strengths – a strategic location, a sophisticated 
infrastructure and a favourable tax system. 

Despite Europe’s economic woes Cyprus is proactively endeavouring to safeguard its 
position through one of its strongest pillars –the fi nancial services sector. Although the 
island state has not escaped the recent economic  travails, as Peter Economides states in 
his article ‘A Juncture in the Global Movement of Wealth’ on p15, “Cyprus has pulled 
up its sleeves, started tidying up its public fi nances [in order] to protect the fi nancial 
services industry, it being the island’s healthiest sector.”

Over the last decade Cyprus has built up a reputable and credible fi nancial centre, 
acting as a conduit for investment into and out of Europe. Th e economic relationship 
between Russia and Cyprus is already well documented but it is noteworthy that Cyprus 
is also utilising the investment opportunities arising from the East and Asian investors 
are recognising the benefi ts that Cyprus can provide as a springboard into the rest of 
Europe.

In this the IFC Review’s fi rst Invest Cyprus, we bring together some of the top wealth 
management professionals in Cyprus to provide a detailed account of just why Cyprus 
will endure as a leading international fi nance centre in Europe. With articles covering 
the Cyprus tax regime, its cutting edge trusts sector and internationally renowned 
shipping industry, alongside analysis of the use of Cyprus as an investment stepping 
stone into Europe and the rest of the world, we have endeavoured to provide a 
comprehensive guide to Cyprus’ strengths as an IFC. 

Cyprus, at its geographical crossroads between Europe, Africa and the Middle East 
continues to assert itself as the primary investment gateway to Europe and beyond.

Ciara Fitzpatrick

Editor
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Wealth Management 
Wealth management is a professional 
investment advisory discipline that 
incorporates financial planning, investment 
portfolio management and a number 
of aggregated financial services such as 
accounting/tax services as well as legal/
estate planning. Private wealth management 
(‘PWM’) is generally used to describe 
highly customised and sophisticated 
investment management and financial 
planning services delivered to high-net-
worth investors.

An increasing number of high-net-worth 
individuals have recently discovered Cyprus 
as the ideal place to live and work with 
their families using a number of flexible 
and competitively priced structures, which 
combine investment flexibility with the 

island’s tax advantages. On top of that 
Cyprus is also attracting wealthy individuals 
wishing to relocate to the island and take 
advantage of favourable residency schemes.

Having built up a reputation for 
excellence in financial and professional 
services, Cyprus’ wealth management 
options are attracting growing numbers 
of professionals, family offices and retirees 
from Europe and beyond. The key driver 
of the island’s initial success as a wealth 
management location has been its ability to 
attract wealthy private clients, mainly from 
Russia, Eastern Europe and the Middle East 
with a combination of fiscal and lifestyle 
advantages. Today, the country’s private 
bankers and asset managers are servicing 
private and corporate clients from all over 
the world.

Economy 
Cyprus has a modern, free-market, service-
based economy which, in conjunction with 
its effective, transparent regulatory and legal 
framework based on the Common Law, 
offers international investors and domestic 
businesses confidence to invest, grow and 
prosper. Moreover, the full liberalisation of 
the capital market, along with the elimination 
of tariffs and quantitative restrictions, fully 
harmonised with the collective framework 
of EU laws and regulations (known as the 
Acquis Communautaire), presents new 
and promising opportunities for foreign 
investors.

Transparency and Regulation
Over the past 10 years, Cyprus has 
completed a programme of reforming all 
of its financial sector legislation in line 
with international best practices and has 
put a simplified, effective and transparent 
tax system in place that is fully EU and 
Organisation for Economic Co-operation 
and Development (OECD) compliant. 
Cyprus has been systematically improving 
its investment fund environment and 
creating a truly competitive platform that 
offers efficiency and quality with low costs.

As an EU member, Cyprus tax is in 
line with EU law. Also, the OECD 
includes Cyprus on its ‘white list’ as one 
of the 45 countries that have implemented 
internationally agreed standards. Cyprus 
applies all the requirements of international 
treaties and standards and European Union 
Directives with respect to anti-money 
laundering.

Low Tax Rates
At the heart of Cyprus’ wealth management 
solutions is the island’s advantageous tax 
regime. 

Cyprus: Your Choice  
for Wealth Management
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Cyprus offers one of the most attractive 
solutions in Europe for people seeking a 
tax-advantaged residency combined with 
an excellent lifestyle. With one of the lowest 
top statutory personal income tax rates in 
Europe, at 35 per cent and more than 45 
double taxation treaties in place, the island 
is fast becoming the preferred residency 
location of wealthy individuals, retirees and 
expatriate professionals. 

In addition, Cyprus’ corporate tax rate 
remains the lowest in Europe at 10 per 
cent, bringing significant tax advantages 
to international business owners and 
shareholders that choose to structure their 
investments and wealth management 
solutions through the island. These benefits 
include exemption from tax on profits 
from sale of shares and other financial 
instruments, exemption from tax on foreign 
dividends received, no withholding taxes on 
interest and dividend payments made from 
Cyprus abroad, as well as no withholding 
tax on income repatriation.

Trust Structures
A key instrument in the attraction of 
wealth management activities to Cyprus 
is the island’s international trusts law, 
which creates a favourable legal framework 
for trusts. Cyprus offers a wide range 
of international trust structures that are 
flexible enough to accommodate the 
objectives of the most demanding client 
and include discretionary trusts, fixed 
trusts, trading trusts and purpose trusts. 
Cyprus international trusts law guarantees 
confidentiality, prohibiting the disclosure of 
any information regarding the trust except 
by court order, where it is necessary that the 
disclosure of the information is crucial to 
the outcome of particular civil or criminal 
proceedings. A Cyprus international trust can 

also be used to set up a ‘family office’ trust. 

Supported by a Banking Network
Cyprus is an attractive financial and 
business centre, combining low costs and 
flexibility features while complying with EU 
regulations and international best practice. 
The island’s banking infrastructure caters to 
all levels of wealth from the mass affluent 
to the ultra-high-net-worth individual 
requiring the more personalised services of 
a private banker. 

The banking sector in Cyprus, despite 
the challenges that it is currently facing, 
is dynamic and the number of banking 
institutions present on the island is 
increasing rapidly. There are currently many 
Cyprus-incorporated banks, of which Bank 
of Cyprus is the largest, followed by Laiki 
Bank and Hellenic Bank, each with extensive 
branches in other jurisdictions including 
Russia, Greece and Eastern European 
countries. There are also 27 branches of 
foreign banks and one representative office. 
The island’s banks can offer the complete 
range of services, including investment and 
private banking, funds setup, management, 
administration and distribution as well as 
wealth management services. A number 
of regulated Cyprus investment firms also 
offer wealth management services and 
access to global investment banking firms, 
offering even broader investment choices 

Ministry of Commerce, Industry  

& Tourism – Trade Service  

 

www.cipa.org.cy 

and portfolio diversification.
Cyprus is rapidly growing as a centre for 

private as well as public investment funds, 
while with the recent transposition of the 
Undertakings for Collective Investment 
in Transferable Securities (UCITS) IV 
Directive, Cyprus offers a European passport 
to the fund management industry. Cyprus 
is also implementing measures for the 
transposition of the Alternative Investment 
Fund Managers Directive (AIFMD) so 
that it will be able to offer outstanding 
opportunities for cross-border and global 
fund distribution benefiting from an 
efficient and reliable fund infrastructure.

Further Growth Potential
In addition, the island offers an excellent 
physical and legal infrastructure, which is 
bolstered by tried and tested professionals 
with a track record in structuring customised 
solutions and providing innovative 
approaches. Cypriot professionals such as tax 
advisors, lawyers and accountants are among 
the most highly qualified and experienced 
in the world and family office solutions 
are increasingly forming part of the island’s 
service offering. With competitive costs 
and a highly educated workforce, Cyprus 
is proving to be one of the most interesting 
up-and-coming wealth management centres 
in the region, capable of servicing diverse 
and sophisticated client needs.

In association with 

“Cyprus offers one of the most attractive 
solutions in Europe for people seeking a 
tax-advantaged residency combined with 
an excellent lifestyle.”

www.cyprustrade.com 

www.cyprusmeansbusiness.com

Cyprus Trade Centre  

London 

www.mcit.gov.cy/ts 
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Cyprus, by virtue of 
its exCeptionally 
advantageous tax 

system, has emerged as one of 
the most attractive jurisdictions 
for holding companies worldwide. 

While offering the lowest corporate 
tax rate in the EU at 10 per cent, Cyprus’ 
membership in the EU also ensures its 
compliance with EU directives, as well 
as its commitment to abiding by the 
Organisation for Economic Co-operation 
and Development’s (OECD) requirements 
against harmful tax practice. 

Bolstered by an impressive network of 
44 double tax treaties, and nurtured within 
one of the most business-friendly legislative 
frameworks, Cyprus has positioned itself 
as an ideal destination for international 
investment. 

Cyprus has created the perfect 
environment within which to incorporate a 
holding company, either as an intermediate 
holding entity or as an ultimate holding 
company. Benefits  to note include the 
fact profit from the disposal of securities 
is exempt from Cyprus tax, irrespective 
of whether this profit forms part of a 
company’s trading activity or is of a capital 
nature. There is no capital gains tax on 
disposal of real estate or other assets situated 

outside Cyprus and no time restrictions on 
carrying forward tax losses and the existence 
of group relief for utilisation of tax losses.

Tax credit for any taxes paid abroad 
is given unilaterally irrespective of the 
existence of a double tax treaty. There is 
no withholding tax (WHT) on dividends 
paid to non-resident shareholders and on 
payments of interest and royalties outside 
Cyprus, irrespective of the existence of a 
double tax treaty.

Dividends received by a Cyprus Holding 
Company from overseas are tax-exempt. 
This exemption does not apply if both 
(i) the overseas tax burden of the paying 
company is significantly lower than the 
Cyprus tax burden (practically interpreted 
by the Tax Authorities meaning less than 
five per cent) and (ii) the non-resident 
company paying the dividend carries on, 
directly or indirectly, more than 50 per cent 
of investment activities.

Foreign-held groups are exempt from 
Deemed Dividend Distribution (DDD). 
The profits of a Cyprus tax resident 
company, which are attributable either 
directly or indirectly to shareholders 
who are not Cyprus tax residents will 
not be subject to the DDD provisions. 
Furthermore, in the case where such 
non-Cyprus tax resident shareholders 

constitute 100 per cent of the ultimate 
shareholders of the company, the company 
is not required to submit a DDD return.

Also profits earned from a Cyprus 
company’s permanent establishment (PE) 
abroad are exempt from taxation in Cyprus 
provided that: (i) more than 50 per cent of 
the income of the PE derives from trading 
activities, or (ii) the tax rate abroad is not 
significantly lower than the rate applicable 
in Cyprus (lower than five per cent).

Network of Double Tax Treaties
A backdrop to Cyprus’ undeniably 
beneficial tax structure is the 44 Double 
Tax Treaty Network to which the island-
nation is a signatory. A majority of these 
treaties follow the OECD Model Tax 
Convention and all of them have the 
impact of eliminating or greatly reducing 
the WHT rates on the dividends, interest 
and royalty payments which are normally 
imposed by the contracting states. In 
addition, these treaties protect against 
the phenomenon of double taxation in 
cases where a resident in one of the treaty 
countries derives income from the other 
treaty country.

The following table details the WHT 
rates as defined in the terms of each of the 
44 double tax treaties.

Cyprus Holding Company: 
The Ultimate Tax Vehicle

By Christodoulos G Vassiliades, Managing Director,  Christodoulos 
G Vassiliades & Co LLC, and Honorary Consul of Belize to Cyprus
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PAID FROM CYPRUS

DIVIDENDS % (1) INTEREST % (1) ROYALTIES %

NON-TREATY COUNTRIES Nil Nil Nil (2)

TREATY COUNTRIES PAID FROM CYPRUS

DIVIDENDS %(1) INTEREST %(1) ROYALTIES %

ARMENIA Nil (31) 5 5

AUSTRIA 10 Nil Nil

BELARUS 5 (18) 5 5

BELGIUM 10 (8) 10 (6; 19) Nil

BULGARIA 5 (23) 7 (6) 10

CANADA 15 15 (4) 10 (5) 

CHINA 10 10 10

CZECH REPUBLIC Nil (29) Nil  Nil (30) 

DENMARK Nil (6; 34) Nil Nil 

EGYPT 15 15 10

FRANCE 10 (9)  10 (10) Nil (3)

GERMANY(33) 5(35) Nil Nil

GREECE 25 10 Nil (12)

HUNGARY Nil 10 (6) Nil

INDIA 10 (9) 10 (10) 10 (16)

IRELAND Nil Nil Nil (12)

ITALY Nil 10 Nil 

KUWAIT 10 10 (6) 5 (7)

KYRGYZSTAN (20) Nil Nil Nil

LEBANON 5 5 Nil

MALTA 15 10 10

MAURITIUS Nil Nil Nil

MOLDOVA 5 (27) 5 5

MONTENEGRO ( 26) 10 10 10

NORWAY Nil Nil Nil

POLAND (36) 10 10 (6) 5

QATAR Nil Nil Nil (28)

ROMANIA 10 10 (6) 5 (7) 

RUSSIA (37) 5 (17) Nil Nil

SAN MARINO Nil Nil Nil

SERBIA (26) 10 10 10

SEYCHELLES Nil Nil 5

SINGAPORE Nil 10 (6; 25) 10

SLOVAKIA 10 10(6) 5 (7)

SLOVENIA 5 (32) 5 5

SOUTH AFRICA Nil Nil Nil

SWEDEN 5 (8) 10 (6) Nil

SYRIA Nil (8) 10 10

TADZHIKISTAN (20) Nil Nil Nil

THAILAND 10 15 (21) 5 (22)

UKRAINE (20; 38) Nil Nil Nil

UNITED ARAB 
EMIRATES

Nil Nil Nil

UNITED KINGDOM Nil 10 Nil (3)

UNITED STATES OF 
AMERICA

Nil 10 (10) Nil 

TREATY COUNTRIES RECEIVED IN CYPRUS
DIVIDENDS % INTEREST % ROYALTIES %

ARMENIA Nil 5 5

AUSTRIA 10 Nil Nil

BELARUS 5 (18) 5 5

BELGIUM 10 (8) 10 (6; 19) Nil

BULGARIA 5 (23) 7 (6; 24) 10 (24)

CANADA 15 15 (4) 10 (5)

CHINA 10 10 10

CZECH REPUBLIC Nil (29) Nil Nil (30)

DENMARK Nil (6; 34) Nil Nil

EGYPT 15 15 10

FRANCE 10 (9) 10 (10) Nil (3)

GERMANY (33) 5(35) Nil Nil

GREECE 25 (11) 10 Nil (12)

HUNGARY 5 (8) 10 (6) Nil

INDIA 10 (9) 10 (10) 15 (15)

IRELAND Nil Nil Nil (12)

ITALY 15 10 Nil 

KUWAIT 10 10 (6) 5 (7)

KYRGYZSTAN (20) Nil Nil Nil

LEBANON 5 5 Nil

MALTA Nil 10 10

MAURITIUS Nil Nil Nil

MOLDOVA 5 (27) 5 5

MONTENEGRO (26) 10 10 10

NORWAY Nil (13) Nil Nil

POLAND (36) 10 10 (6) 5

QATAR Nil Nil Nil (28)

ROMANIA 10 10 (6) 5 (7)

RUSSIA (37) 5 (17) Nil Nil

SAN MARINO Nil Nil Nil

SERBIA (26) 10 10 10

SEYCHELLES Nil Nil 5

SINGAPORE Nil 10 (6; 25) 10

SLOVAKIA 10 10 (6) 5

SLOVENIA 5 (32) 5 5

SOUTH AFRICA Nil Nil Nil

SWEDEN 5 (8) 10 (6) Nil

SYRIA Nil (8) 10 (4) 10

TADZHIKISTAN (20) Nil Nil Nil

THAILAND 10 15 (21) 5 (22)

UKRAINE (20; 38) Nil Nil Nil

UNITED ARAB 
EMIRATES

Nil Nil nil

UNITED KINGDOM 15 (14) 10 Nil (3)

UNITED STATES OF 
AMERICA

5 (9) 10 (10) nil

IFC_Cyprus_Supplement_rev3.indd   7 06/12/2012   18:27



8 Invest Cyprus 2012

H
ol

di
ng

 C
om

pa
ni

es

Treaty Notes
1. Under Cypriot legislation, there is never any WHT on   
 dividends and interest paid to non-residents of the island.
2. Royalties earned on rights used within Cyprus are subject to   
 WHT of 10%.
3. A rate of 5% on film and TV royalties.
4. Nil if paid to a government or for export guarantee. 
5. Nil on literary, dramatic, musical, or artistic work.
6. Nil if paid to the government of the other state. 
7. This rate applies for patents, trademarks, designs or models,   
 plans, secret formulas, or processes, or any industrial,    
 commercial, or scientific equipment, or for information   
 concerning industrial, commercial, or scientific experience. 
8. A rate of 15% if received by a company controlling less than   
 25% of the voting power.
9. A rate of 15% if received by a person controlling less than   
 10% of the voting power. 
10. Nil if paid to a government, bank, or financial institution. 
11. The treaty provides for WHT on dividends but Greece does not   
 impose any withholding tax in accordance with its own legislation. 
12. A rate of 5% on film royalties. 
13. A rate of 5% if received by a person controlling less than 50% of  
 the voting power. 
14. This rate applies to individual shareholders regardless of their   
 shareholding percentage. Companies controlling less than 10%   
 of the voting shares are also entitled to this rate.
15. A rate of 10% for payments of a technical, managerial, or   
 consulting nature. 
16. Treaty rate is 15%, therefore restricted to Cyprus legislation rate.
17. A rate of 10% if a dividend is paid by a company in which the   
 beneficial owner has invested less than US$100.000.

18. Where investment is less than €200.000, dividends are   
 subject to 15% WHT which is reduced to 10% if the recipient   
 company controls 25% or more of the paying company.
19. No WHT for interest on deposits with banking institutions.
20. Kyrgyzstan and Tajikistan apply the USSR/Cyprus treaty. Ukraine   
 also applies the USSR/Cyprus treaty until the 1 January of the year  
 following the ratification of the new Double Tax Treaty it signed   
 with Cyprus in November 2012 (See also note 38 below).
21. A rate of 10% on interest received by a financial institution or   
 where it relates to sale on credit of any industrial, commercial, or  
 scientific equipment or of merchandise;
22. This rate applies for any copyright of literary, dramatic, musical,   
 artistic, or scientific work. A 10% rate applies for industrial,   
 commercial, or scientific equipment. A 15% rate applies for patents,  
 trademarks, designs or models, plans, secret formulas, or  processes.
23. This rate applies to companies directly holding at least 25%   
 of the share capital of the company paying the dividend. In   
 all other cases the WHT is 10%;
24. This rate does not apply if the payment is made to a Cyprus   
 international business entity by a resident of Bulgaria owning,   
 either directly or indirectly, at least 25% of the share capital   
 of the Cyprus Entity.
25. A rate of 7% if paid to a bank or financial institution. 
26. Serbia and Montenegro apply the Yugoslavia/Cyprus treaty.
27. This rate applies if received by a company (excluding    
 partnerships) that directly holds 25% of the shares. A rate of   
 10% applies in all other cases.
28. Applies to any consideration for the use of, or the right to use,   
 any copyright of literary, artistic or scientific work (including   
 cinematograph films and films, tapes or discs for radio or   
 television broadcasting), computer software, any patent,   
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 trademark, design or model, plan, secret formula or process,   
 or for information concerning industrial, commercial, or   
 scientific experience.
29. This rate applies if received by a company (excluding partnership)  
 which holds directly at least 10% of the shares for an    
 uninterrupted period of no less than one year. 5% applies in   
 all other cases.
30. 10% for patent, trademark, design or model, plan, secret   
 formula or process, computer software or industrial, commercial,  
 or scientific equipment, or for information concerning industrial,  
 commercial, or scientific experience.
31. A rate of 5% if a dividend is paid by a company in which the   
 beneficial owner has invested less than €150.000.
32. The provisions of the Parent-Subsidiary EU directive are applicable.
33. A new treaty has been signed on 18 February 2011 which came   
 into force on 1 January 2012.
34. A rate of 15% if received by a company controlling less than10%  
 of the share capital of the paying company, or the duration of any  
 holding is less than one uninterrupted year.
35. A rate of 15% if received by a company holding less than 10% of   
 the share capital of the company paying the dividend.
36. Cyprus and Poland ratified a new protocol to their Double Tax   
 Treaty on 17 August 2012. The protocol will enter into force   
 beginning in 2013. The WHT on dividends will be reduced  
 to 0% where the shareholder company owns at least 10% of the   
 share capital of the company distributing the dividends. In the  
 instance shareholding is below 10%, the WHT will be reduced   
 to 5%.  The WHT on interest will be reduced to 5%, while the  
 WHT on royalties will remain at 5%.
37. Cyprus and Russia ratified a new protocol to their Double Tax   
  

 Treaty on February 15, 2012.The protocol will enter into force   
 beginning in 2013. Although the protocol does not make reduce the  
 WHT on dividends, it does amend the condition for the eligibility   
 of the 5% rate. Specifically, a direct investment of €100.000 or   
 more in the capital of a Russian company, will be required. 
38. On 8 November 2012, Cyprus and the Ukraine signed a new   
 treaty, replacing the treaty that had been signed with the former   
 USSR. The new treaty will enter into force on 1 January   
 following the year of ratification. After that date, the WHT   
 on dividends will be 5% if the beneficial owner holds at least  
 20% of the capital of the dividend paying company, or has   
 invested in the acquisition of shares or other rights of the   
 dividend paying company of at least €100.000. In all other   
 cases, the WHT on dividends will be 15%. The WHT on   
 interest will be 2% and the WHT on royalties will be 10%  
 except with respect to the copyright of scientific work, any  
 patent, trade mark, secret formula, process or information   
 concerning industrial, commercial or scientific experience, in   
 which case the WHT will be 5%. 
 

CONCLUSION 
Cyprus offers a uniquely enticing environment within which to 
set up holding and trading companies. Its legitimate standing in 
Europe as an EU member, coupled with its vast global network of 
Double Tax Treaties, has transformed the small island-nation of 
Cyprus into a sought-after holding company locale.  
   Undoubtedly, Cyprus’ commitment to bolstering and 
maintaining its low-tax regime has ensured its position as a front 
runner in the global race for the most ideal location for holding 
companies.
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Cyprus is a well-established 
finanCial Centre with a 
signifiCant trusts seCtor. 

The period of perestroika in Russia 
coincided with the introduction of the 
Cyprus International Trusts Law 1992, 
which gave Cyprus a ‘state of the art’ 
international trusts regime, with excellent 
tax mitigation and asset protection features, 
and the additional benefit of circumventing 
any forced heirship restrictions. As a 
result Cyprus International Trusts proved 
particularly popular with settlors from 
Russia and the other countries of the former 
Soviet Union. 

The world has changed considerably 
in the 20 years since the original law was 
introduced, and a number of restrictions 
and limitations contained in the original law 
have become redundant. New opportunities 
and investment practices have emerged, 
which the original law did not anticipate, 
and Cyprus has become a member of the 
EU and the Eurozone and made substantial 
changes to its tax system. 

As a result, while the basic structure 
provided by the International Trusts Law 
remained sound, it required updating to 
adapt it to the needs of investors today and 
in the coming years.

Reform of the Cyprus International 
Trusts Law 1992
The long-overdue reform of the Cyprus 
International Trusts Law finally came about 
in March 2012 with the enactment of the 
International Trust (Amending) Law 2012. 

Many of the changes are of a relatively 
technical nature. The key changes are set 
out in the following paragraphs.

Clarifying the Provisions on Residence
The 1992 law restricted the availability of 
international trusts to non-resident settlors 
in order to prevent tax avoidance by Cyprus 
residents. It was not made clear what would 
happen if settlors were to relocate to Cyprus 
after establishing a Cyprus International 
Trust, and the resultant uncertainty 
undoubtedly discouraged many of them 
from doing so. The amending law removes 
any ambiguity. Its only stipulation is that 
the settlor may not be a Cyprus tax resident 
in the year preceding the year of creation 
of the trust. It also removes the prohibition 
on resident beneficiaries and on ownership 
of immovable property in Cyprus, thus 
avoiding difficulties that might otherwise 
arise if the settlor or any beneficiary were 
subsequently to take up residence in Cyprus. 

Exclusion of Overseas Law
The law as amended explicitly provides 
that any question relating to the validity 
or administration of an international trust 
or a disposition to an international trust 
will be determined by the laws of Cyprus 
without reference to the law of any other 
jurisdiction, and that the law relating to 
inheritance or succession in force in Cyprus 
or any other country will not in any way 
affect the validity of the international trust 
or any transfer or disposition of property 
to it. It also makes clear that the powers 
and duties of trustees and of any protectors 
of the trusts are governed exclusively by 
Cyprus law. Furthermore, it provides that 
dispositions to a trust may not be challenged 
on the grounds that they are inconsistent 
with the laws of another jurisdiction, for 
example regarding family and succession 

issues, or on the grounds that the other 
jurisdiction does not recognise the concept 
of trusts. 

These provisions further enhance the 
formidable asset protection features of 
Cyprus international trusts.

Reserved Powers and Interests
A new section of the law allows the settlor 
of a trust to reserve powers to himself or 
herself, to retain a beneficial interest in 
trust property, or to act as the protector or 
enforcer of the trust without affecting the 
validity of the trust. The powers which may 
be reserved are extensive and include the 
power to revoke, vary or amend the terms 
of the trust, to apply any income or capital 
of the trust property, to act as a director 
or officer of any corporation wholly or 
partly owned by the trust, to give binding 
directions to the trustee in connection 
with the trust property and to appoint or 
remove any trustee, enforcer, protector 
or beneficiary. The settlor may impose a 
general stipulation that the trustees’ powers 
are exercisable only with the consent of 
the settlor or any other person specified in 
the terms of the trust. The settlor may also 
reserve the power to change the governing 
law of the trust.

These new provisions, which are similar to 
the corresponding provisions of Jersey and 
Guernsey law, give settlors great flexibility 
to adapt to changes in circumstances.

Abolition of Restrictions on Duration  
of Trusts
As was customary at the time, the 1992 
law restricted the maximum life of 
international trusts to 100 years. Only 

At the Cutting Edge of Trust 
Developments 

By Elias Neocleous and Philippos 
Aristotelous, Andreas Neocleous 
LLC, Cyprus
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charitable trusts and non-charitable 
purpose trusts were allowed to exist in 
perpetuity. In the intervening period this 
restriction on the maximum life of trusts 
came to be seen as a disadvantage of trusts 
compared with foundations and several 
other jurisdictions removed any restriction 
on the duration of trusts. 

Cyprus has followed this trend and the 
amended law provides that, subject to the 
terms of the trust, there will be no limit on 
the period for which a trust may continue 
to be valid and enforceable, and no rule 
against perpetuities or remoteness of vesting 
or any analogous rule will apply to a trust 
or to any advancement, appointment, 
payment or application of property from 
a trust. Except where the terms of a trust 
expressly provide to the contrary, no 
advancement, appointment, payment or 
application of income or capital from the 
trust to another trust is invalidated solely by 
reason of that other trust continuing to be 
valid and enforceable beyond the date on 
which the first trust must terminate. 

Extension of Trustees’ Investment 
Powers
The 1992 law gave trustees freedom in terms 
of investment powers, merely requiring 
them to be exercised in accordance with the 
trust instrument and with the diligence and 
the prudence which a reasonable person 
would be expected to exercise when he 
makes investments. The amended law gives 
trustees investment powers equivalent to 
those of an absolute owner, in common with 
trustees in England and Wales and other 
trust jurisdictions, which have followed the 
English Trustee Act 2000, allowing them to 
invest in a wide range of assets for the best 
interests of the beneficiaries.  

The amending law also removes any 
doubt regarding trustees’ ability to invest 
in Cyprus by including a new section 
specifically empowering trustees to invest 
in movable and immovable property both 
in Cyprus and overseas, including shares 
in companies incorporated in Cyprus. The 
abolition of the prohibition on investment 
in Cyprus will remove an obstacle to inward 

investment and provide a boost to the real 
estate market. 

Public Policy
The amending law entrenches jurisdictional 
protection by providing that an international 
trust containing a choice of law clause in 
favour of Cyprus law is fully protected 
from unfounded foreign judicial claims as a 
matter of public policy and order.

Other Amendments
A number of amendments of a more 
technical and detailed nature have been 
made, including a redefinition of charitable 
purposes in line with the definition set 
out in the Charities Act 2006 (England 
& Wales), the introduction of powers for 
the trustees and others to apply to the 
Cyprus court for directions and changes to 
the list of those subject to confidentiality 
restrictions regarding the affairs of trusts. 
Other technical amendments deal with the 
rules regarding choice of law, jurisdiction 
and foreign law trusts.
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Regulation of Fiduciary Service 
Providers
A draft law to strengthen regulation of 
fiduciaries, administration businesses and 
company directors was published in 2006. 
It has suffered a number of delays but the 
latest version looks set to complete the 
legislative course in the next few months. 
Its objectives are to implement the Third 
EU Anti-money Laundering Directive, 
which extends to trust and company service 
providers, and to protect users of trust 
and fiduciary services by putting in place 
a robust regulatory system and accounting 
requirements.

The key provisions of the draft law are as 
follows:
•	 Trustee and company management 

service providers must be run by at 

least two appropriately qualified and 
experienced individuals, who must be 
licensed and authorised as fit and proper 
by the Capital Markets Commission, and 
must act with integrity and diligence.

•	 Service providers must have adequate 
internal controls, policies and procedures 
for segregation of clients’ funds, and must 
comply with prescribed accounting and 
reporting requirements.
Persons or organisations intending to 

provide trustee and company management 
services on a commercial basis must apply 
for licences, unless they are:
•	 Advocates practising in Cyprus.
•	 Persons qualified to be appointed as 

auditors in Cyprus.
•	 Entities controlled and where the 

majority interest is beneficially owned 

by locally-registered advocates, banks, 
investment firms or cooperative credit 
societies as defined in the respective 
domestic legislation.

•	 Any person regulated by a competent 
regulator in any other EU Member State, 
provided that there is reciprocity between 
Cyprus and the Member State.

These exemptions relate only to the 
requirement to apply for registration: 
there are no exemptions as regards 
licensing, supervision and other duties and 
obligations.

Persons already carrying on any regulated 
activity by way of business may continue 
on a transitional basis provided they are 
qualified and have applied for registration 
and licensing.

Service providers will be subject to 
continuous monitoring and the Capital 
Markets Commission may appoint 
inspectors to investigate the affairs of a 
licensed fiduciary or other business offering 
fiduciary services.

Service providers must put in place 
adequate arrangements to segregate 
and account for clients’ funds and they 
must comply fully with all anti-money 
laundering legislation, including having 
a clear understanding and evidence of 
the client’s identity and the pattern of the 
client’s business.

Conclusions 
The amendments to the International 
Trusts Law address a number of perceived 
deficiencies in the trust regime in 
Cyprus, returning it to the ‘cutting edge’ 
internationally. They have been welcomed 
by practitioners and business leaders in 
Cyprus and abroad, and have received 
extensive positive comment in the local 
and international professional press. The 
International Trusts Law as amended 
ensures that settlors and beneficiaries enjoy 
the highest possible degree of protection, by 
reason of the clarity of the new provisions 
and the removal of any ambiguities, giving 
Cyprus arguably the most beneficial trusts 
regime in Europe.

When completed, the regulatory 
reforms will underline Cyprus’s 
reputation as a well-regulated jurisdiction 
offering the highest standards of security 
and protection.  
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Cyprus is a well established international 
financial centre and a primary gateway 
for investments into and from Europe, 
particularly from Eastern Europe and 
Russia. It has earned this position largely 
due to a favourable tax regime which is EU 
neutral and non protectionist, affording 
equal advantages across the board to EU 
and non EU investors. In combination with 
an attractively low corporate tax rate of 10 
per cent and a good network of double tax 
treaties, strategically located investors in 
treaty partner jurisdictions such as Russia, 
who choose to structure their holdings 
and investments through Cyprus can 
significantly maximize their after tax returns.

Strategic ties to Russia continue to play 
a major role in the success of the Cyprus 
tax model and Russia has shown its resolve 
to stand by Cyprus’ side by extending, 
in December 2011, a €2.5billion loan 
to Cyprus on particularly favourable 
terms. According to informal sources, the 
Financial Times has reported that Russian 
deposits in Cypriot banks today amount 
to more than €10bn. The below case study 
will demonstrate some of the principal tax 
reasons Russian investors use Cyprus to 
structure their investments.

Case Study
Harneys recently advised a Russian 
individual (‘RI’), a major investor in 
the Russian heavy metal manufacturing 
industry, on a proposed restructuring of 
his shareholding in an underlying group 
of Russian companies of which he was the 
sole direct shareholder (‘RusCo’) with the 
purpose of maximising the tax efficiency of 
the corporate structure and with a view to 

a prospective sale of part of the operations. 
The estimated value of this transaction 

was US$0.5 billion.
The following step plan details the 

structuring of the transaction, highlighting 
the tax benefits of using Cyprus.

1. Creating the Cyprus holding company
A Cypriot holding company (the ‘CHC’) 
was set up by RI. It is important to note 
that in order to access the double tax 
treaty network of Cyprus, a company 
incorporated in Cyprus should also be 
Cyprus tax resident. This means that the 
management and control of such company 
should take place in Cyprus. 

In order to secure the tax residence of the 
CHC, RI set up an office in Limassol and 
moved three persons from management 
from Russia to Cyprus, hiring another 
two administrative staff. The board of the 
CHC was comprised of three directors, all 
residents of Cyprus, ie, spending at least 
183 days per calendar year in Cyprus. Board 
meetings and key management decisions all 
took place in Cyprus. 

2. Contribution of Shares
As shareholder of RusCo, RI then 
contributed 100 per cent per cent of the 
shares of RusCo to the CHC in return for 
further shares in the CHC. The Cyprus 
Companies Law allows for corporate 
reorganisations of this type and the Cyprus 
tax laws incorporate provisions for tax-free 
corporate reorganisations in line with the 
EU Mergers Directive. The various forms 
of permissible reorganisations include 
exchanges of shares of the type undertaken 
by RI. Significantly, stamp duty (otherwise 

applicable at 0.2 per cent per cent of the 
value of the transaction) is exempted in 
qualifying reorganisations. Hence the 
exchange of shares was carried out with no 
tax implication and no stamp duty levy. 

The structure now changed so that RI 
became the shareholder of an increased 
number of shares in CHC, and CHC in 
turn became the shareholder of RusCo.

Cyprus attaches capital duty at a rate of 0.6 
per cent per cent on an increase in authorised 
share capital. This can be avoided by issuing 
shares at a premium as the duty attaches only 
to the nominal value of the shares.

3. Dividends from RusCo to CHC
Profits derived by the manufacturing 
operations of RusCo were to be sent 
as dividends to the sole shareholder, 
CHC. In accordance with the double tax 
treaty between Cyprus and Russia (and 
recently confirmed by the Protocol to the 
treaty), dividends payable from Russia 
to Cyprus are subject to five per cent per 
cent withholding tax in Russia provided 
the investment exceeds €100,000. In the 
present case, the investment threshold was 
met and therefore dividends sent by RusCo 
to CHC were subject to a five per cent per 
cent withholding tax in Russia.

4. Incoming Dividends in Cyprus
The Cyprus Income Tax law provides for an 
exemption of dividends received by Cyprus 
resident corporate taxpayers, irrespective 
of the holding period or percentage. 
Dividends are also exempt from 20 per 
cent levy of Defence Tax if the dividends 
emanate from a company which is subject 
to tax in its jurisdiction of residence at a 

Russia – Cyprus: Case Study 
on Project M

By Emily Yiolitis, Partner, Harneys, 
Cyprus
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rate which is not substantially lower than 
the Cyprus tax rate of 10 per cent or failing 
this, if the company sending the dividend 
is not engaged in over 50 per cent of its 
activities in producing investment income.  
Investment income has been interpreted 
to include (portfolio) dividend income, 
license income, interest income (unless 
the dividend paying company is a fi nancial 
institution or a group fi nancing company), 
rental income from immovable property 
and certain capital gains.

Since RusCo was engaged in active 
manufacturing operations, the exemption 
was applicable and the dividends received 
in Cyprus by CHC were not subject to any 
tax in Cyprus.

5. Dividends from CHC to RI
By virtue of the domestic law provisions, 
Cyprus does not levy any withholding 
tax on payments of dividends to non-
residents wherever they may be situated 
and regardless of the existence of a double 
tax treaty. Th erefore dividends distributed 
by CHC to RI who is a non Cyprus 
resident shareholder were not subject to any 
withholding tax in Cyprus.

6. Sale of 30 per cent of RusCo by CHC
Cyprus Income Tax law provides for a tax 
exemption from profi ts realised by Cyprus 
companies upon the sale of securities 
(securities being shares, bonds, debentures 
and other rights and titles on such assets), 
irrespective of the holding period, number 
of shares held or trading nature of the 
gain (capital losses resulting from the 
sale of securities are not tax deductible). 
Th erefore the sale by CHC of 30 per cent 
of the shares in RusCo to a purchaser 
situated in the British Virgin Islands did 
not attract any income tax in Cyprus as a 
trading gain.

As far as capital gains are concerned, a 
gain arising on the sale of the shares held 
by CHC in RusCo is taxable, in accordance 
with the double tax treaty between Cyprus 
and Russia, in the jurisdiction of residence 
of the seller. As Cyprus does not tax capital 
gains, (other than on the disposal of 
immoveable property situated in Cyprus or 
shares representing immoveable property 
situated in Cyprus), there was no incidence 
of capital gains tax in the sale of 30 per cent 
of RusCo by CHC. Th e position remains 
unaltered by the recent Protocol other than 

in the case of property rich companies 
where the taxing right will migrate, as 
from 2017, to the jurisdiction where the 
immoveable property is situated.

Conclusion
By tapping into the Cyprus tax system and 
double tax treaty network, RI was able 
to restructure his holding and sell part of 
it without incidence of any tax, other than 
the fi ve per cent withholding tax payable 
in Russia on distribution of a dividend 
to CHC. Five per cent is the lowest 
withholding tax rate on dividends sent from 
Russia and the treaty with Cyprus features 
this rate. In fact the withholding tax rates 
on dividends, interest and royalties were 
confi rmed on all three counts in the recently 
ratifi ed Protocol to the double tax treaty 
between the two jurisdictions which allays 
any fears of an impending increase in the 
foreseeable future. With the Protocol having 
provided a secure footing for the tax and 
business relations of Cyprus and Russia, the 
former remains the jurisdiction of choice for 
many Russian investors seeking a reliable 
route to maximizing their net returns 
after tax. 
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Cyprus has Continued to 
fortify its reputation as 
an attraCtive international 

business centre, firmly planting its feet 
in the global financial services arena.

At the same time, it has become one of 
China’s preferred business bridges into 
Europe and the world.

Cyprus offers a balanced combination 
of both tax and non-tax related elements 
and has established itself as an efficient 
gateway through which investments are 
made in and out of Europe, Russia and 
the CIS. In addition, foreign investors are 
also attracted to investment opportunities 
in the island itself. 

Moreover, the use of the Cyprus 
company in international structures is on 
the rise and many multinational groups 
choose Cyprus to base their headquarters. 
The corporate income tax rate for Cyprus 
resident companies holds steady at the low 
flat rate of 10 per cent and is combined 
with various favourable tax provisions.

A Winning Proposition
The Cyprus tax system is one of the most 
competitive amongst EU Member States. 
Over the years, it has proven to be very 
stable. This is of the utmost importance 
to foreign investors. Furthermore, the 
Cyprus tax system is approved and 
fully compliant with EU and OECD 
requirements.

Like most countries in Europe and 
beyond, Cyprus has unavoidably been 
affected by the unprecedented effects of 
the global economic crisis. In an effort 

to address the local impact of the global 
economic crisis and to contribute towards 
fiscal consolidation, Cyprus has pulled up 
its sleeves, started tidying up its public 
finances with a series of tough austerity 
measures and has even preliminary 
concluded a bailout package with the EU 
and the IMF. 

Through these measures, the big 
challenge has been to protect the financial 
services industry, being the island’s 
healthiest sector of economy. The result 
has been that the corporate income tax 
rate and the favourable tax provisions that 
apply to Cyprus companies of foreign 
interest remained unaffected, thereby 
retaining the stable and competitive image 
of Cyprus as a reputable international 
financial and business centre. 

Favourable Cyprus Tax Provisions
Cyprus has the lowest corporate tax rate 
in Europe, being a uniform rate of 10 per 
cent. Certain favourable tax provisions 
compliment this low corporate tax rate. 
The main ones are the absence of capital 
gains tax, except for real estate situated in 
Cyprus. Also, there is no tax on gains from 
disposal of shares and other qualifying 
titles, a dividend exemption system with 
easy to meet conditions as well as tax 
exemption for gains of qualifying foreign 
permanent establishments. Tax credit 
is given for foreign tax suffered on the 
same income and there are no Cyprus 
withholding taxes on payments to non-
Cyprus residents. 

Confidentiality on the identity of 

owners can easily be preserved through 
the use of nominees and trusts.

Double Tax Treaty Network
Double Tax Treaties (DTTs) are one of the 
most important elements in international 
tax structuring. Treaties can help to reduce 
or eliminate foreign withholding taxes on 
cross border payments and provide for 
taxing rights and relief so that profits are 
not taxed twice.

Currently Cyprus has a DTT network 
with 46 countries (see page 7). Some of 
those treaties  contain provisions that 
make Cyprus DTTs  amongst the best 
available. Examples of such competitive 
treaties are with Russia, Ukraine and 
other CIS countries, South Africa and 
India. Other important treaties that 
Cyprus have are with the UK, Romania, 
Bulgaria, Poland, Italy, Germany, Serbia 
and Montenegro. The Cyprus DTT 
network continues to grow. During 
2012 Cyprus initiated and/or concluded 
negotiations for new treaties or protocols 
with a number of other countries. 

Access to benefits of EU Directives
As Cyprus is an EU Member State, it 
offers access to benefits of relevant EU 
Directives that can help to eliminate 
foreign withholding taxes on certain 
payments from other EU countries, 
irrespective of whether a DTT exists. 
This is very important for non-
European investors as the use of a 
Cyprus resident company is like using 
an EU member state jurisdiction that 

A Juncture in the Global 
Movement of Wealth

By Peter G Economides, FCCA, TEP Chairman, Totalserve 
Management Ltd, Cyprus
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has a DTT with zero withholding tax 
rates with all EU countries.

A Base for Companies and Individuals 
As real estate development is booming 
in Cyprus with a variety of good 
quality projects, Cyprus can provide a 
solid physical base for companies and 
individuals with business spaces ranging 
from small offices to an elaborate office 
complex. Even for already established 
foreign companies, relocation to Cyprus 
is possible through the redomiciliation 
process that Cyprus laws offer.

The important needs of businesses, with 
or without physical presence in Cyprus, are 
catered through high level of professional 
services, advanced telecommunications, a 
modern banking system and the island’s 
advanced infrastructure.

Relocation of foreign staff or 
executives and their families in Cyprus 
is also an attractive possibility. Apart 
from a favourable personal income tax 
regime, Cyprus offers a sunny climate 
throughout the year, an excellent quality 
of cosmopolitan life and availability of 
highly acclaimed private multi-lingual 
international schools. The very convenient 
geographical position of the island is also 
an important factor that one cannot 
ignore, and all these factors constitute 
Cyprus as a prime EU target location for 
families to live in.

Cyprus has recently upgraded and 
relaxed the conditions and procedures 
of its immigration and naturalisation 
programs, thereby allowing non-
Europeans to obtain easier and faster 
permanent residence permits or instant 
naturalisation in Cyprus. 

Non-European citizens can now easily 
obtain a residency permit by acquiring a 
private home in Cyprus for their own use, 
the value of which must exceed €300,000. 
Furthermore, the Cyprus government has 
also adopted a new policy for granting 
naturalisation to non-European foreign 
investors and businessmen, which in effect 
means granting them an EU passport. 
Eligible applicants must fulfil a number 
of conditions that can mainly be satisfied 
by high net worth individuals carrying 
out significant business activities in and 
through Cyprus.  

Coupled with an array of other attractive 
features that Cyprus offers, these upgraded 
programs have already been met with 
great success and have attracted a much 
increased interest by non-Europeans, who 
are offered the opportunity to reside on 
the island on a temporary or permanent 
basis and in many cases to structure their 
international activities through Cyprus or 
relocate their headquarters to the island.

The China Connection
China as well as Russia and Egypt, to 
name a few, have already capitalised on 
these opportunities.

China has recently discovered Cyprus 
as a most advantageous investment 
springboard into the EU and the rest of 
the world. In addition to investing in 
the island itself, Chinese investors can 
also use Cyprus companies and trusts for 
structuring their international activities. 
Through the use of a Cyprus holding 
company as depicted in Diagram 1, the 
investor can achieve a significant tax 
saving in foreign withholding taxes and 
is able to repatriate the profits with zero 
Cyprus taxes. 

In the case of trading activities in or out 
of the EU, a Chinese investor can use a 
Cyprus company as a trading platform 

with an EU VAT number and be taxed at 
the low 10 per cent rate on revenue profit. 

Conclusion
The approved, stable, competitive 

and tested tax regime that Cyprus offers 
is undeniably the main factor for the 
continuously increased demand for 
Cyprus companies. Cyprus offers itself as 
the platform through which trading and 
investment activities by both European 
and non-European investors is carried out 
in Europe or certain third countries such as 
Russia, Ukraine, South Africa and India, 
with which Cyprus is considered to have 
extremely favourable and advantageous 
double tax treaties.

At the same time, the new improved 
immigration programs that Cyprus offers 
open the doors of the EU to non-Europeans. 
Besides ensuring free movement to and in 
Cyprus, the opportunity for expanding 
and maintaining business activities in the 
European market is reinforced through 
the utilisation of the highly-favourable 
Cyprus tax regime.

Being a stepping stone to three 
continents, Cyprus shall continue to 
play an important role in the EU with 
equally important ties outside the EU.  
www.totalserve.eu
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Cyprus has a dynamiC 
and flexible eConomy 
that has proven its ability 

to adjust to continuously changing 
conditions and in the last couple of 
decades it has established itself as an 
international business and financial center.

Cyprus offers an excellent commercial 
infrastructure with a broad network of 
accounting, legal and banking services, 
a highly educated, qualified and 
multilingual workforce and a business 
friendly environment.

Its accession to the European Union, 
together with the low taxation system and 
the wide network of double tax treaties, 
established Cyprus as a key gateway for 
European Union inbound and outbound 
investment complimenting its strategic role 
for investments in and out of central and 
eastern Europe, Middle East, Russia, India, 
China and Canada.

Tax Advantages
The main tax advantages for Cyprus 
Companies are as follows:
•	 The lowest tax regime in Europe, with a 

corporation tax on net profit of only 10 
per cent.

•	 Extensive network of double tax treaties 
providing zero or low withholding tax 
rates on interest, dividends and royalties.

•	 Interest paid to non-resident group 
companies is tax deductible.

•	 No thin capitalisation rules.
•	 No transfer pricing rules but transactions 

between related parties should be ‘at arm’s 
length’.

•	 No withholding tax on dividends paid to 
non-residents shareholders.

•	 Cyprus has been a member of the 
European Union since May 2004 and 
fully adopts European Union Directives. 
Cyprus holding companies can now 
receive tax-free dividends from their EU 
subsidiaries in cases where the Parent 
– Subsidiary Directive applies, subject 
to any anti-avoidance provisions in the 
jurisdiction of the paying company. 
Interest and royalties can also be free 
of withholding taxes through the 
application of the Interest and Royalties 
Directives.

•	 No taxation on dividend income received 
by Cyprus Companies but a defence 
contribution is imposed as follows -  20 
per cent on dividends received, nil if 
received from a non-resident company. 
The exemption will not apply if the 
paying company derives more than 50 
per cent of its income from investments 
and foreign tax on its income is 
substantially lower than Cyprus taxes.

•	 There is no holding period requirement 
for dividends or capital gains exemptions.

•	 Capital Gains are not taxable in Cyprus 
except for the 20 per cent tax on gains 
on immoveable property that is located 
in Cyprus, and on any gain from the 
sale of shares in companies that own 
immoveable property in Cyprus. All 
other gains of a capital nature are not 
taxable.

•	 Any gains realised on disposal of 
securities / shares in subsidiaries are 
not subject to taxation in Cyprus. This 
applies to all gains including capital gains 
and gains from trading in securities.

•	 There is no general Controlled Foreign 
Corporation (CFC) legislation.

•	 Taxes withheld abroad can be credited 
against corresponding Cyprus tax even 
in cases where there is no double tax 
treaty between Cyprus and the other 
country. Also, where tax was withheld 
on dividends by an EU country the tax 
credit includes the share of tax paid on 
the gains of the company paying the 
dividend and the gains of its subsidiaries.

•	 Losses can be offset against other 
sources of income and can be carried 
forward indefinitely. In addition losses 
of a company can be set off against 
profits of another company of the same 
Group (Group of Cyprus tax-resident 
companies) and world-wide losses can be 
set off against taxable income of the same 
year or carried forward.

•	 Advantageous tax system for pensioners 
and expatriates.

•	 Reorganisations, Mergers, Acquisitions, 
Amalgamations: Cyprus Tax Law 
adopted the Merger Directive of the 
European Union, but took into account 
emerging EU policies. The Cyprus 
Tax Law covers domestic and foreign 
reorganisations, and reorganisations 
abroad that have effect in Cyprus; these 
are exempted from all taxes including 
Capital Gains Tax, VAT, Stamp Duties 
and Land Transfer Fees.

•	 Cyprus Companies can be used for supply 
of goods in the European Union, triangular 
trade and distance sales and take full 
advantage of the large European Market.

 
Holding Companies
Cyprus has emerged as a favoured holding 
company jurisdiction in Europe due to its 
many tax advantages as described above, 

Your Economic Gateway  
to Europe

By Aristides Trimindis, Managing 
Director, Istos Global Limited, Cyprus
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together with the island’s strategic location. 
A Cyprus holding company can 

receive dividends with zero or reduced 
withholding tax and there will be no further 
tax in Cyprus. Also when the Cyprus 
holding company decides to dispose of 
the investment, the gain from disposal of 
shares is exempt from tax. All these tax-
free gains can then be paid as a dividend 
to non-resident shareholders without 
imposition of any withholding tax.

Finance Companies
An intermediary Cyprus Finance Company 
(CFC) can be placed in between a parent 
company in a no tax jurisdiction and 
subsidiary companies operating in countries 
which have signed Tax Treaties with Cyprus. 
The CFC will borrow money from the 
parent company in a no tax jurisdiction and 
lend money to the subsidiary.

Interest which does arise from the 
ordinary activities is subject to the regular 
corporate rates, as regular trading income 
(at 10 per cent). In the case of back to back 
loans the Cyprus Tax Authorities could 
accept as an interest spread income:
•	 For loans between 0 – 50M – 0.35%
•	 For loans between 50M – 250M – 0.25%
•	 For loans over 250M – 0.125%

Royalty Companies
Royalties are the payment of license fees or 
commissions by one individual or entity to 
another for the use of intellectual property 
such as, patents, trademarks and copyrights.

With the introduction of the new 
Intellectual Property (IP) regime in Cyprus 
the companies will have substantial tax 
exemptions from income related to IP.
•	 80% of any income generated from IP 

owned by Cyprus resident companies 
(net of any direct expenses) will be 
exempt from income tax.

•	 80% of profit generated from the disposal 
of IP by Cyprus resident companies (net 
of any direct expenses) will be exempt 
from income tax.

•	 The rate of capital allowances on such 
intangibles has been set at 20% of the 
cost of acquisition (straight line method).

Consultancy Services Companies
Professionals and consultants with 
international business activities can use a 
Cyprus Consultancy Services Company 
(CCSC) as a tax planning tool for the 
management of their operations in Europe 
or to third countries.

The CCSC will enter into contracts with 
other parties for the performance of the 
relevant work and will invoice and receive 

payments accordingly. Consultancy fees 
paid are tax deductible.

The CCSC can register for VAT in 
Cyprus, obtain a European VAT number 
and take full advantage of the large 
European Market.

Transactions between related parties must 
be at arm’s length but acceptable mark-up 
margins are very low.

A Cyprus company involved in hiring out 
assets works in the same way and has the 
same advantages as described for CCSC.

Real Estate Companies
The Cyprus Real Estate Company (CREC) 
is popular as it can take advantage of Cyprus’ 
double tax treaties. In certain jurisdictions 
the use of a CREC owning a real estate will 
minimise or eliminate capital gains taxes, 
inheritance taxes and income taxes.

The CREC can hold the shares of a real 
estate company of another jurisdiction and 
gain all the tax advantages as described 
above. It is able to provide finance and/or 
consultancy services and it can enjoy all the 
benefits of those types of company.

The CREC can hold real estate in another 
country directly. Cyprus tax law provides 
that gains from a permanent establishment 
abroad are exempt from tax, therefore, tax 
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need only be paid in the other country.

Investment Companies
Cyprus Investment Firms (CIF), regulated 
by Cyprus Securities and Exchange 
Commission (CySEC), can be established 
for the provision of investment services, 
the exercise of investment activities, the 
operation of Regulated Markets and other 
Related Matters (implementing MiFID) 
(Law 144(I)/2007). MiFID provides the legal 
framework for the provision of investment 
services (including noncore services) as 
well as for the registration, regulation of 
operations and supervision of CIFs.

Investment services include any of the 
following services:
1.  Reception and transmission of orders  
in relation to one or more financial   
instruments;
2.  Execution of orders on behalf of clients;
3.  Dealing on own account;
4.  Portfolio management;
5.  Investment advice; 
6. Underwriting of financial instruments 

and/or placing of financial instruments on 
a firm commitment basis;
7.  Placing of financial instruments without 
a firm commitment basis;
8. Operation of Multilateral Trading 
Facility Anciliary services include any of the 
following services:
i) Safekeeping and administration of 

financial instruments for the account 
of clients including custodianship and 
related services;

ii) Granting credits or loans to an investor to 
allow investor to carry out a transaction 
in one or more financial instruments, 
where the firm granting the credit or 
loan is involved in the transaction;

iii) Advice to undertakings relating to 
capital structure, industrial strategy and 
related matters and advice and services 
relating to mergers and the purchase of 
undertakings;

iv) Foreign exchange services where these are 
connected to the provision of investment 
services;

v) Investment research and financial 

analysis relating to transactions in 
financial instruments;

vi) Services related to underwriting
CySEC is one of the EU regulators that 

has regulated and supervised investment 
firms offering foreign exchange (FX) 
services. Through the specific FX license 
the CIF is able to offer a wide range of 
services and products which are closely 
associated with the foreign exchange;

A CIF has access to the European 
market since the license granted by the 
CySEC is valid in all member states. 
The license allows the CIF to perform 
the activities for which it has a license, 
in all member states, through the 
establishment of a branch or the free 
provision of services (passporting of 
license). A branch may also be established 
in a third country (cross border) subject 
to CySEC’s approval.
The above structures are for guidance 
purposes and advice should be sought in 
both Cyprus and the country that attracts 
the investment. www.istosglobal.com
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Cyprus has evolved into a 
fully-fledged maritime 
Centre, Combining both 

a sovereign flag and a resident 
shipping industry, renowned for its high 
quality services and standards of safety. 
Today, Cyprus is considered one of the 
leading third-party ship management 
centres in the world. A significant number 
of ship management companies have been 
established in Cyprus and manage a sizeable 
proportion of the Cyprus merchant fleet 
as well as a large number of vessels under 
foreign flags. Among the ship management 
companies established and operating from 
the Republic of Cyprus, 87 per cent are 
controlled by Cypriot and EU interests. 
Such companies employ more than 3500 
persons ashore and almost 40,000 seafarers 
amongst whom 5,000 are EU nationals. 
Furthermore, several of the ship management 
companies which operate in Cyprus rank 
among the largest of their kind in the world. 

A Modern and Quality Fleet
Over the course of the last few years, 
Cyprus has upgraded and modernised its 
fleet through a safety policy which focuses 
on the effective control of the ships and 
the improvement of the quality of its 
fleet. The establishment of a network of 
local inspectors of Cyprus ships, covering 
important ports worldwide, in order to 
ensure efficient and effective control of 
Cypriat ships and to avoid detentions 
by port State control, is only one of the 
measures taken. Cyprus is also a signatory to 
all international maritime conventions on 
maritime safety and pollution prevention. 

Ships applying for registration under the 
Cyprus flag undergo extensive surveys by the 
Department’s surveyors. The ships have to meet 
specific requirements and conditions which are 
deemed necessary for the achievement of safe, 
secure and efficient shipping on clean oceans. 
Unscheduled inspections are conducted by the 
surveyors and inspectors of the Department of 

Merchant Shipping (DMS) for ships flying 
the Cyprus flag on a continuous basis. These 
are planned in terms of priority on the basis of 
the age, size and type of each vessel and their 
past safety record. Particular attention is given 
to safety, pollution prevention, qualifications 
of the crew and the living and working 
conditions on board. At this point, it should 
be mentioned that the Republic of  Cyprus is 
among the first 30 countries worldwide, that 
has ratified the Maritime Labour Convention, 
2006 (MLC, 2006), a major convention that 
secures the right of all seafarers to decent 
employment , the right to fair terms of 
employment and decent working and living 
conditions on board the ship as well as the 
right to health protection and other forms of 
social protection.  

The DMS also closely monitors ships 
which are repeatedly detained by foreign 
port State Control Authorities to assess 
any deficiencies.

Statutory surveys, inspections and 

Pioneers of the Sea
By Costas Costaras, Acting Director,  
Department of Merchant Shipping, Cyprus
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certification services for ships flying the 
Cyprus flag are carried out by recognised 
organisations (ROs). The DMS monitors 
the performance of the ROs through 
extensive audits. 

Fleet Statistics
The Cyprus Registry ranks 10th among 
international fleets and third within the 
European Union. One thousand eight 
hundred forty (1840) ships (including 
yachts) are currently flying the Cyprus flag, 
totaling 22.3 million gross tons. 

The Cyprus Tonnage Tax System
The tonnage tax system for Cyprus 
merchant shipping was approved by the 
European Commission on 24 March 2010, 
as compatible with the requirements of the 
EU acquis, in accordance with the relevant 
2004 and 2009 Guidelines on State Aid to 
Maritime Transport. The tonnage tax system 
extends the favourable benefits applicable 
to owners of Cyprus flag vessels and to ship 
managers respectively, to owners of foreign 
flag vessels and charterers. 

It also extends the tax benefits, which 
previously covered only profits from the 
operation of vessels in shipping activities, to 
cover profits from the sale of vessels, interest 
earned on funds used other than for investment 
purposes and dividends paid directly or 
indirectly from shipping related profits. 

Anti-Piracy Law
The DMS has very recently prepared 

comprehensive new national legislation to 
help counteract unlawful acts against Cyprus 
flag ships. The Anti-Piracy Law (the ‘Law’), 
which was recently enacted, is a pioneering 
piece of legislation, establishing the required 
legislative framework allowing the use of 
armed personnel on board Cyprus flagged 
vessels, in a regulated manner, when these 
vessels are sailing through high risk areas. 
The Law allows the owner or manager of a 
Cyprus flagged ship to request permission to 
engage a private company providing armed 
personnel services. The Law incorporates the 
recommendations and guidance developed 
by the International Maritime Organisation 
in relation to privately contracted armed 
security personnel. Furthermore, the Law 
takes into account the provisions of the 
United Nations Convention on the Law of 
the Sea (UNCLOS). The Law  contains a 
number of pioneering provisions with the 
intention of touching upon all main aspects 
pertaining to the use of armed security 
personnel on board ships.

Bilateral Relations
Cyprus has signed Bilateral Agreements for 
Cooperation on Merchant Shipping with 
23 countries, among them many European 
countries, with the aim to promote friendly 
relations and facilitate seaborne trade and 
employment of seamen.

These agreements contain - amongst 
others - provisions for most favoured nation  
treatment or same treatment as 
afforded to their own vessels engaged 

in international voyages in respect 
of free access to ports, use of ports 
for loading and unloading of cargoes 
and for embarking and disembarking 
of passengers, payment of dues and 
taxes, exercising normal commercial 
operations and use of services related to 
navigation. Also, those agreements with 
labour supplying countries, such as the 
Philippines, provide for the safe manning 
of vessel of the one contracting party with 
qualified nationals of the other, as well as 
resolution of labour disputes which are 
beneficial to both the shipowners and the 
seafarers.

International Presence
Cyprus today is an active member of all 
international organisations regulating 
shipping, such as the International Maritime 
Organisation, the International Labour 
Organisation, the European Council and 
the Commission. Representatives of the 
Department of Merchant Shipping have 
been elected to significant positions in 
these organisations, reflecting the key role 
of Cyprus in international shipping. The 
presence of Cyprus in these international 
maritime fora strengthens the entity and the 
image of the Republic of Cyprus and at the 
same time ensures that Cyprus maintains a 
strong voice internationally.

Maritime Cyprus Conference
Every two years the Government in 
cooperation with the Cyprus Shipping 
Chamber and the Cyprus Union of 
Shipowners, organise the Maritime 
Cyprus Conference, which has grown 
into one of the world’s most significant 
shipping conferences.  Its status 
now gives it a prominent position 
in the calendar of many shipping 
executives in the industry, including 
owners, managers, and delegates from 
other shipping organisations. The 
‘Maritime Cyprus 2013’ Conference 
will take place in October 20131. 

1For further details contact the Department of 

Merchant Shipping, PO Box 56193, Limassol 

3305, Cyprus.  Tel: +357 258 04900   

Fax:  +357 258 04974   

Email:  maritimecyprus@dms.mcw.gov.cy
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 Location  Cyprus is an island in the eastern Mediterranean Sea.
 Time zone  GMT +2.
 Population  830,000.
 Capital  Nicosia.
 Airport(s)  Larnaca Airport and Pafos Airport.
 Language  Greek and Turkish are the official languages but English is widely spoken.
 Currency  Euro as of 1 January 2008.
 Political system  Democratic Republic member of the EU.
 International dialling code  +357.
 Legal system  Based on common law and harmonised to Acquis Communautaire.
 Centre’s expertise  Financial centre, double tax treaties, tax incentives, lowest tax in EU.

 Personal income tax  Depending on income. 35% over €60.000. 50% reduction of tax on emoluments of  
  high income non- resident executives taking up employment in Cyprus.

 Corporate income tax  10% on profits.
 Exchange restrictions  None.
 Tax information exchange agreements  For full details, please go to www.ifcreview.com/TIEA.

 Permitted currencies  Any.
 Minimum authorised capital  No minimum.
 Minimum share issue  Usually one thousand but no minimum.

 Shelf companies  Available.
 Timescale for new entities  Subject to name approval, four to seven days with acceleration fee. 
 Incorporation fees  Depends on the authorised share capital of the company, at the rate of 0.6%.
 Annual fees  Annual return filing fee (€17) plus €350 annual levy.

 Minimum number  One.
 Residency requirements  Local not required but advisable for tax purposes.
 Corporate directors  Yes.
 Meetings/frequency  Not Fixed.

 Disclosure  Names of the shareholders disclosed.  Use of nominees possible.
 Bearer shares  No.
 Minimum number  One.
 Public share registry  Publicly accessible records Electronic search also available.
 Meetings/frequency  Obligation for annual general meeting but written decisions signed by   
  all shareholders possible.

 Annual return  Yes.
 Audit requirements  Yes, small companies – as defined – are exempt.

 Registered office  Yes.
 Cross border merger  Possible.
 Domicile issues  Redomiciliation in and out possible.
 Company naming restrictions Any word that the Registrar of Companies considers undesirable or that is similar or  
  identical to an existing company name, or that implies illegal activity or royal or  
  government patronage. Any words, among others, which include ‘asset   
  management’, ‘assurance’, ‘bank’, ‘credit’, ‘dealer’ etc.
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