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September 7th, 2011
Our Ref 91/11TX

TAX ALERT
                                       Changes in Cyprus tax and company law
On Friday, August 26th, 2011, the House of Representatives voted what was discussed as the “first package” of measures for the immediate improvement of Cyprus public finances. The agreed package consisted of various changes primarily in the tax legislation without endangering the attractiveness of Cyprus as an international financial centre. These changes consisted of increasing various taxes, introducing a levy for all companies incorporated in Cyprus, and measures in relation to the public sector the most notable of which were the introduction/increase of contributions to pension schemes of employees of the government, local authorities and semi-governmental organizations. 

In the next few months a second and possibly a third package of additional measures is expected to be voted by the House of Representatives, which hopefully should concentrate on further reductions in government expenditure. An increase in the VAT rate from 15% to 17% is expected to be approved with the second package of measures. 

As a general comment we do not expect the new tax changes to affect the attractiveness of Cyprus as an international business centre. We set out below the most significant changes in the tax and company legislation together with some brief commentary.
New top personal income tax rate

A new income tax bracket is introduced. Cyprus tax resident individuals shall be taxed at a rate of 35% on taxable income in excess of €60.000. 

[image: image5.jpg]= , L —-—
< CLERIDES, ANASTASSIOU, NEOPHYTOU LLC

ADVOCATES LEGAL & TAX CONSULTANTS




Tax incentives for the migration to Cyprus of highly paid non Cypriot resident individuals 
An amount equal to 50% of the income from employment exercised in Cyprus is exempted from income tax for the first 5 years of employment provided such employment income exceeds €100.000.  The incentive is granted both to Cypriots and non Cypriots, on condition that prior to employment in Cyprus such a person was resident outside Cyprus and was not considered as a tax resident of Cyprus.  This measure was introduced as an incentive to encourage the relocation to Cyprus of highly paid employees and foreign businesses. The exemption applies from the year of commencement of the employment for years starting 1 January 2012.
Interest Income - Increase in the rate of defence tax on interest from 10% to 15% 
The rate of special contribution for the Defence of the Republic (“SCD”) on interest received or credited by Cypriot tax residents is increased from 10% to 15%. This applies to both Cyprus tax resident individuals and companies. Further this rate applies to interest received both from sources within Cyprus and outside of Cyprus.
We wish to remind that in the case of companies, if the interest results from the ordinary carrying on of any business, including any interest closely connected with the ordinary carrying on of the business, it is not subject to SCD, but instead it is subject to corporate income tax at 10%. Therefore we do not expect this change to have a significant effect on companies doing business through Cyprus. In particular financing companies, including companies involved in intra - group financing activities, are not expected to be affected from this change.
We also wish to remind that non resident individuals earning interest from Cyprus sources are not affected by this change either. We remind that no SCD is payable on interest payments to non-residents therefore back-to-back loan structures in which one leg of the structure is a non Cyprus tax resident company are not expected to be affected.
Dividends - Increase in the rate of defence tax on dividends from 15% to 17% 
The rate of SCD on dividends is increased from 15% to 17% with immediate effect. This change applies only to Cyprus tax resident individuals, since under the provisions of the legislation companies are generally exempt from the payment of defence tax on dividends received. Further, there in no SCD tax on dividends paid to non Cypriot residents whether companies or individuals. 

The increase in the rate also applies when the deemed distribution rules are applied in cases where a tax resident company does not distribute within two years at least 70% of its after tax profits. 
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Again we wish to remind that the deemed distribution rules are not applicable in the case where shareholders of a resident company are non tax residents of Cyprus. However, the deemed distribution rules are applicable in the case of a Cypriot tax resident company owned by another Cypriot tax resident company, which in turn is owned by non residents. This “old” discrepancy is expected to be abolished soon as we expect the government to make an announcement clarifying that the deemed distribution rules will not apply to such groups in the future. 
The Immovable Property Tax Law 
The bands and rates for Immovable Property Tax for properties situated in Cyprus have been revised as follows as from the year 2012. The rates are as follows: 
Up to €120.000                       

0%o 

From €120.000 to €170.000 

4%o 

From €170.001 to €300.000 

5%o 

From €300.001 to €500.000 

6%o 

From €500.001 to €800.000 

7%o 

Over €800.000                        

8%o 

The values used in the above bands are property values as at 1 January 1980.

The Companies Law – introduction of an annual fixed duty
An annual fixed duty of €350 is introduced for all companies incorporated in Cyprus payable to the Registrar of Companies as from 2011. This is similar to the license fee system operated in certain other jurisdictions.  For groups of companies the maximum duty is capped at €20.000. The duty for 2011 must be paid by 31 December 2011, whereas for subsequent years it must be paid by 30 June of each year.  
The legislation provides for financial penalties for not paying the duty by the due dates. In case the duty is not paid within the prescribed period, a penalty of 10% is imposed if the duty is paid within two months from the due date. The penalty is increased to 30% if the duty is paid within five months from the due date. If the duty is not paid within five months, the Registrar of Companies will remove the company from the registry. There are provisions for the restoration of a company back to the registry provided a penalty of €500 is paid within two years from the time the company has been removed from the registry and thereafter with the payment of a penalty of €750.

Dormant companies, companies which do not own any assets, as well as companies owning property located in the non Government controlled areas of Cyprus are exempted from the payment of this duty.
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For further information please contact us at +357 25 274050 or info@cyplaw.com.

This material has been prepared by professionals of Clerides, Anastassiou, Neophytou LLC. It is intended as a general guide only, and its application to specific situations will depend on the particular circumstances involved. Accordingly, we recommend that readers seek appropriate professional advice regarding any particular problems that they encounter. This information should not be relied upon as a substitute for such advice. While all reasonable attempts have been made to ensure that the information contained herein is accurate, Clerides, Anastassiou, Neophytou LLC accepts no responsibility for any errors or omission it may contain or any opinions contained herein whether caused by negligence or otherwise, or for any losses, however caused, sustained by any person that relies upon it. 

Clerides, Anastassiou, Neophytou LLC provides corporate and commercial legal services, to public and private international and local clients spanning multiple industries. Please visit our internet site at www.cyplaw.com for a full description of our services and representative transactions.  

All rights reserved. No part of this publication may be reproduced or transmitted in any form or by any means without prior permission of the publisher. 
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