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yprus is emerging as the most favoured holding com-
pany jurisdiction in Europe. Until recently, when investors 
considered the setting up of a holding company for the 
purpose of holding their investments around the world, 
they would look no further than the traditional holding 
company jurisdictions in order to achieve tax efficient 

repatriation of profits. 
Cyprus modernised its tax legislation to the highest OECD standards in 

preparation for membership of the European Union. Since joining the EU it has 
become one of the most attractive locations for the setting up of holding com-
panies, heralding the start of a new era for holding company jurisdictions. 

EU Accession 
The tax reforms that took place in 2003 together with Cyprus’ accession to 
the European Union in 2004 have played an important role in the develop-
ment of Cyprus as a truly international business centre. 

Cyprus has a market economy and no restrictions on capital move-
ments. It offers excellent legal, financial and professional services, good 
infrastructure, a skilled, highly-educated workforce, a transparent and reli-
able legal and financial system, low taxation (including the lowest rates of 
corporation tax and VAT in the EU) with double tax treaties and a lack of 
bureaucratic inertia. These provide a favourable environment for interna-
tional business to thrive, and the international business sector has become 
the backbone of the Cyprus economy. Since 1 January 2008 Cyprus has 
been a member of the Eurozone, further enhancing its attractiveness as an 
investment destination.

The accession of Cyprus to the EU had a profound effect on the number 
of international companies setting up business on the island. This has been 
the key factor in the surge in the number of new company registrations in 
Cyprus in the last four years. Indicative of this is the fact that new company 
registrations have more than trebled, from 9,080 in 2003 to in excess of 
29,000 in 2007. This increased confidence is the result of the stability that 
EU membership provides, combined with a modern, business-friendly tax 
regime and business environment as a whole. 

The following tax advantages offered by Cyprus are among the reasons 
why the island is rightly regarded today as the ideal holding company juris-
diction in the EU, and among the best in the world. 
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THE CYPRUS HOLDING COMPANY 
A Cyprus Holding Company offers the following tax advantages:

Full exemption from tax on dividend income received from investments
If a Cyprus resident company owns 1% or more of the share capital of 
a foreign corporation, any dividends it receives from the investment are 
exempt from tax, provided only that: 

• Directly or indirectly more than 50% of the activities of the paying 
company result in non-investment income; or 

• The paying company is subject to tax at a rate of no less than 5%. 

The reference to “directly or indirectly” in the legislation allows a “drill-
down” approach to be taken to  multi-tier investments so that if some-
where along the investment chain the activities are of a trading nature, the 
dividend will be exempt from tax in Cyprus. Thus dividends received from 
an intermediate holding company will not be treated as investment income 
if they are derived directly or indirectly from business income (non invest-
ment income) earned by the subsidiaries.

No withholding tax on distribution of profits irrespective of the country 
of residence of the recipient or the existence of a double tax treaty 
No withholding tax applies to payments of dividends to non-residents ir-
respective of whether the recipient is a body corporate or an individual, 
the country of residence or the existence of a double tax treaty. In fact 
no withholding tax applies to interest, royalties or any other payments to 
non- residents. This removes any doubt about recovery of the tax and also 
benefits cash flow.

Full exemption from capital gains tax and income tax on the disposal 
of securities 
Full exemption from tax is granted on the gains from the disposal of securi-
ties irrespective of whether the gain is considered to be of a capital or rev-
enue nature. Securities, as defined in the law, include shares, debentures, 
government bonds, founder’s shares or other securities of companies or 
other legal persons which have been incorporated in Cyprus or abroad and 
options thereon. The only exception is private companies holding real es-

tate in Cyprus. This exemption enables a Cyprus 
holding company to dispose of its investments 
with no tax cost in Cyprus.  

No capital gains or income tax on the liquida-
tion of participations 
The liquidation of foreign investments held by a 
Cyprus holding company does not give rise to any 
taxes in Cyprus. Assets (including, in certain cir-
cumstances, foreign real estate) that have scope 
for significant capital appreciation may be placed 
in a Cyprus corporate wrapper and sold without 
any liability to tax on the gain.

No capital gains tax or income tax on the 
disposal of the shares of the Cyprus holding 
company 
The disposal of the shares of a Cyprus holding company will not result 
in any taxes in Cyprus whether or not there is a double tax treaty in 
place, provided the Cyprus holding company does not own real estate 
in Cyprus. 

No capital gains tax or income tax on the liquidation of the Cyprus 
holding company
 No capital gains tax, income tax or any other taxes arise on the liquidation 
of a Cyprus holding company owned by non-residents, irrespective of the 
method of liquidation. 

No capital taxes or net worth taxes during the life of the Cyprus 
holding company 
There is no annual capital or net worth tax in Cyprus. 

Use of Cyprus’ wide double taxation treaty network which provides for re-
duced withholding tax rates on dividends received from treaty countries 
Cyprus has a wide treaty network with over 40 countries, including all the 
principal Western European countries, most Eastern European countries, 
the USA and the emerging economies of India and China. Generally, these 
treaties provide for reduced rates of withholding tax on dividends, interest 
and royalties paid out of the treaty country, or the avoidance of double 
taxation in the case where a resident in one of the treaty countries derives 
income from the other treaty country. 

Use of European Union Directives
Cyprus is a full member of the European Union. Consequently and provid-
ed the required conditions are satisfied under the local legislation of the 
relevant EU country, any payment of dividend, interest or royalties from 
any other member state will be free of withholding tax based on the provi-
sions of the EU Parent/Subsidiary and Interest and Royalty Directives. 

Unilateral tax credit relief
Relief for taxes paid abroad is granted by the Cyprus tax authorities 
whether or not there is a double tax treaty with the country concerned. If 
the respective income is subject to tax in Cyprus full credit for the foreign 
tax paid is allowed against the Cyprus tax liability. Where a treaty is in force 
the treaty provisions apply if they are more beneficial to the taxpayer.

There are debt-equity restrictions, no thin capitalization rules and no 
minimum holding period

Debt-equity/thin capitalization rules There are no debt-equity restrictions 
in Cyprus and a company may, therefore, be financed in any proportion 
of debt to equity. 
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Minimum holding period There is no minimum 
period for which an investment must be held in 
order to qualify for the tax exemptions on dividend 
income and the disposal of shares. 

Other Taxation Considerations

Cyprus Holding Companies and VAT
Companies whose main purpose is to hold 

investments are not obliged to register for VAT 
and may not register voluntarily. This applies 
when the main business activity is the acquisition 
and holding of participations in other companies 
without taking part in the management and ad-
ministration of these companies either directly 
or indirectly. In many cases this may be an ad-
vantage as the VAT reverse charge provisions will 

not apply. Furthermore, since Cyprus’s VAT rate is the lowest in the EU, 
irrecoverable VAT is not likely to be a significant cost. 

 
Reorganisations

Cyprus has fully adopted the EC Merger Directive and transactions fall-
ing within the definition of a reorganisation are exempt from corporation 
tax, capital gains tax and transfer fees. The reorganization provisions are 
extended to non EU countries and apply to both domestic and cross border 
mergers. Reorganisation includes merger, division, transfer of assets and 
exchange of shares, involving companies which are resident in Cyprus 
and/or non-resident companies. 

Advance revenue rulings and prior approval procedures
The Commissioner of Income Tax provides advance interpretations of the 
law when requested, giving assurance over the tax implications of pro-
posed transactions. 
The benefits of using a Cyprus Holding Company are summarised in the 
diagram below:

The EU Difference
The Cyprus holding company provides an ideal environment for holding 
companies, offering freedom from tax on dividends and capital gains from 
investments, the use of double taxation agreements and other interna-
tional investment agreements and, since accession to the EU, the benefit 
of all EU Directives. This unique combination gives a number of attractive 
planning opportunities and allows tax advisers to use Cyprus in a variety 
of international structures to effectively reduce the total tax burden of their 
clients. Cyprus may be used not only as an effective jurisdiction for routing 
investments within the European Union by third country investors but also 
as a portal for investment outside the European Union, particularly into the 
rapidly growing economies of Central and Eastern Europe, India and China. 
It is therefore not surprising that since EU accession, Cyprus has been 
described by many commentators as ‘the gateway of Europe’. 
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