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Due to historical and cultural
reasons, it seems that India has a
close link with Mauritius and
Singapore in terms of funds fol-
lowing a route in and out of In-

dia.

However, and in terms of com-
parison of Double Taxation
Treaties, one can see that Cy-

prus it is by far a more favorable

jurisdiction.

The Double Taxation Treaty
between India and Cyprus
(‘DTT’), establishes, amongst

others, tax treatment with re-
spect to dividends, interest and
royalties as well as immovable
property. The said DTT avoids
double taxation and prevents
fiscal evasion. Furthermore the
DTT offers benefits such as ex-
emption from capital gains tax.

Double Tax Trealy between India and Cyprus

As a result of the benefits of-
fered, an ever increasing propor-
tion of investment into India has
been channeled through Cyprus.

This DTT gives a great opportu-
nity to Indian investors to estab-

lish investment vehicles and chan-
nel with Cyprus for their busi-
ness expansion.

Cyprus is a member of the Euro-
pean Union while being a pre-
dominantly English speaking
country. Furthermore, Cyprus’

legal system is based on English
Law and the majority of the pro-
fessionals based
British educated.

in Cyprus is

Cyprus is characterized for the
simplicity of transactions and lack
of bureauocracy while the provi-
sion of corporate, audit and legal
services are at the most profes-
sional level.

This publication focuses on the
main aspects of the DTT be-
tween India and Cyprus and em-
phasizes on the opportunities
created by this DTT for Indian
investors

through investment

vehicles established in Cyprus.

Place of Management: Residency status, Permanent Establishment

The taxability of a company in
Cyprus is determined upon the
residency status of the company.
The DTT shall have the same
application when the residency
status of the company shall be
determined.

The residency status of the com-
pany is determined by where the
management and control of the
company is exercised. Although a
company may have been regis-
tered or incorporated elsewhere,

the management and control
must be exercised in Cyprus.

Mainly, but not exhaustively, tax
authorities in Cyprus consider
that management and control is
established when (1) the majority
of the Directors of the company
are residents in Cyprus (physical
or legal persons), and (2) Major
decision making is made in Cy-
prus by local directors.

For the purposes of the DTT a
‘resident’ is defined as a person

who is liable to tax by reason of his
domicile, residence, place of man-
agement or any other criterion of a
similar nature.

Furthermore, according to the
DTT a permanent establishment
is defined as a fixed place of busi-
ness through which the business of
an enterprise is wholly or partly
carried on. The term “permanent
establishment” includes espe-
cially:

a. a place of management;
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b. a branch;

c. an office;
d. a factory;
e. a workshop;

f. a mine, an oil or gas well, a
quarry or any other place of extrac-
tion of natural resources;

g. A building site, construction,
assembly or installation project or
supervisory activities in connection
therewith, but only where such site,
project or activity continues for a
period of more than twelve
months.

A Permanent Establishment in
general does not include the use
of facilities for auxiliary-
preparatory purposes, such as
storage, display or delivery of
goods, giving in this way the
capability of Cyprus companies
with limited activities abroad to
profit from the current Corpo-
rate Income Tax (‘CIT’) rate of

10%.

tion Tax at 16.995%.
® Dividend

(significantly lower <5%).

DTT.
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® No dividend withhold-
ing on payments from Cy-
prus to India and from India to
Cyprus, according to Cyprus
and India laws. For Indian com-
pany distributing dividend,

there is a Dividend Distribu-

received
Cyprus from an overseas com- @
pany are exempt, provided that
the passive income of the pay-
ing company is <50% (passive @
income=interest/dividends) or
foreign tax rate is not signifi-

cantly lower than in Cyprus

® No interest withhold-
ing tax on payments from
Cyprus to India. Interest with-
holding tax from India to Cy-

prus is 10% according to the

® No withholding tax on

royalty payments from Cyprus

to India. Withholding tax from
India to Cyprus is limited to
10%, according to Indian laws.
Indicative profit margins for
transfer pricing of intangible
property through Cyprus are:
Intangible property up to
€5mil. - 2,5% and more than
in  €5mil. - 1,25%.
Withholding of 10% on
Technical fees (i.e. consultancy
fees).
Capital gains from the
sale of securities are exempt
from taxation in Cyprus and
India.
The following fall under the
definition of Securities: Ordi-
nary, Preference and Founder
shares, Options on titles, de-
bentures, bonds, short posi-
tions on titles, futures/
forwards on titles, swaps on
titles, depositary receipts on
of claims on

titles, Rights

Benelits of the DTT between India and Cyprus

bonds and debentures, Index
participations (which result to
shares), Repos on titles, Par-
ticipations in companies, Units

in open-end or closed-end

collective investment schemes.

e Sale of immovable

property
Cyprus by a Cyprus company
is capital gain exempt (May be
taxed at 10% under Income
Tax Law if it is deemed that
the trade of the Company is
trading in real estate).

situated outside

e The DTT gives the right to
India to tax a disposal of an
immovable property situated in
India.

This may be bypassed by a two
level structure involving two
Cyprus companies one of them
owning the immovable prop-
erty, and disposing off the
shares of the company owning
the immovable property rather
than the property itself.
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Example of Struclures

EU, EAST OR WESTERN EUROPE

The DTT between India and Cyprus is most beneficial for Indian corporations. It provides the Indian corporations the capability
to maximize profits by minimizing payment of foreign taxes, especially profits from European Countries to India. Please see

below:
Dividends receved in Cy prus: I
. JER O % withholding tax on
FEROD Corporation Tax dividend it ¢
(irrespective of participation %) ViEnas paid to parsn

e
|

Dividends 0™ 5% 0% 10%
Interest 0= TH 0¥ 10%
Royalties 0= 10% 0¥ 10%

* Pisgse note that relevant EU directives must appiy.

For more information on structures such us Cyprus Holding Company Structures, Financing Structures and Royalties structures, please con-
tact us directly at info@ecolaw.com.cy or at +357 25 573 175.
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) ) Cyprus is ideally suited for international business due to the
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many benefits it has to offer. Its geographic location and excel-
lent commercial infrastructure coupled with numerous tax
incentives are among the factors, that have assisted Cyprus

towards becoming an important International Business Cen-
ter.

The island’s 42 double tax treaties offer ample opportunities
140B Franklin Roosevelt for international tax planning to legitimately reduce the overall
CY301! | Limassol, Cyprus. tax burden for businesses and their shareholders. Cyprus has
double tax treaties in force with the following countries:

Armenia, Austria, Belarus, Belgium, Bulgaria, Canada, China,
Phone: +357 25 573 175 Czech Republic, Denmark, Egypt, France, Germany, Greece,
Fax: +357 25 564 178 Hungary, India, Ireland, ltaly, Kuwait, Kyrgystan, Lebanon,
E-mail: info@ecolaw.com.cy Malta, Mauritius, Moldova, Montenegro, Norway, Poland, Ro-
mania, Russia, San Marino, Serbia, Seychelles, Singapore, Slova-
kia, Slovenia, South Africa, Sweden, Syria, Tadzhikistan, Thai-
land, Ukraine, United Kingdom and United States of America.

URL: www.ecolaw.com.cy
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DISCLAIMER:

This publication should not be taken as a provision of legal advice on any of the topics analyzed hereinabove. A specialist legal
advice should be sought given the complexity of the matters discussed. The information contained herein is of general nature
and is not intended to address the circumstances of any particular individual or entity. No one should act upon such information
without appropriate professional advice after a thorough examination of the particular situation. The information herein con-
tained may be out of date and readers should verify the information herein by seeking specific professional advice from Y.
ECONOMIDES & CO LLC advocates and consultants before relying upon it.
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