Substance — Risk Exposure




.
_internaional develdments >

Substance becomes a critical element in international tax planning. New
rules on substance have been enacted in:

4 )

e The new EU Parent/Subsidiary Directive;

e The EU Commission’s proposed anti-tax avoidance Directive;
e The Based Erosion and Profit Shifting (BEPS) action plan; and

e The domestic legislation of various countries (Russia, Greece etc.).

o J
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Risk exposure

‘Lack of sufficient substance may lead to the taxatic
operations of a company in another jurisdiction. M
may lead to the non-application of the benefi
of the respective double tax treaty and/or an’

It should be expected that Cyprus would co
under increased pressure to improve its

éubstance reguirements

/It i1s understood that the Cypriot tax authorities a
already In the process of introducing similar substa ce-"
requirements in Cyprus as those applicable in other EU #%
member states and recently introduced requirements |n |

\the offshore centres mentioned below
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Forms of physical substance in Cyprus

Physical substance can be achieved by:

e Appointing qualified Directors that are Cyprus residents, which
will be involved In the decision making of the company. Avoid
setting up a structure in which the Directors of the Cyprus
company are coincidentally the same directors of the source
company or appointing nominee Directors who are also
Directors of other Cyprus companies.

o Maintaining fully fledged offices in Cyprus
e Employing full-time or part-time employees
e Relocating senior executives/decision makers to Cyprus



ﬂ:arrying out the accounting and HR functions in Cyprus

e Maintaining bank accounts with loca
first received and deposited. At least

the bank accounts should be locatec

Cyprus

banks, where income Is
one of the signatories of

In Cyprus

e Owning a website that is operated from the employees in

e Actively participating in the local business
community/organisations (i.e. Charities, CIBA, CCCI)

/
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Residency for Cyprus Companies

Effectively in the Cypriot tax residency requirements there are no requirements
for:

Properly qualified directors with appropriate knowledge and expertise of the
company’s business

Employment of qualified personnel

Having properly equipped offices
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/Cyprus tax residency requirements are limited to the provision th@
company Is tax resident of Cyprus if it iIs managed and controlled
from Cyprus

e |f a company tax resident under domestic legislation in two
contracting states, then the place of effective management
overrides. It is thus important to know the substance requirements of
the other state involved.

« Other EU international financial centres like the Netherlands,
Luxemburg, Belgium and Ireland have already increased their

(ubstance requirements. /
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Offshore centres which have introduced relevant legislation. In summary, the core
requirements for substance for local companies include:

ﬂroperly gualified directors and physical presence at board meetings to be held
regularly in the respective jurisdiction

e Employment of qualified personnel in the jurisdiction. The number and employee
qualifications must be in line with the company’s operations;

e Properly equipped offices in the jurisdiction. The office area and other features must
be in line with the company’s operations;

e Proper and reasonable costs incurred in the jurisdiction for providing support to the

company. /
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CYPRUS HOLDING COMPANIES
New levels of substance expected

e The board of directors should be suitably qualified for the specific needs of the
company

e Respect all corporate and tax law filing requirements
e Have the necessary substance in people and premises
e Have sufficient substance to exclude letterbox and brass plate companies

e Physical substance may be required to be added if the holding company
regularly buys and sells investments and regularly declares dividends
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En hancem ent of‘ Su bstance

e Tax residency of the directors

e Indemnity or any other relevant agreements signed by the directors of the
company and the company’s shareholders that exclude the responsibility
of directors to perform any duties and submit copies of directors’
employments agreements

e The level of the directors’ remuneration
e The place and frequency of the meetings of the company’s directors
e How many employees the Company has

e Company’s bank accounts, who opened these bank accounts and who
has authorization to execute transactions for these bank accounts
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— _Substance Executive/Non-Executive

ﬁepending on the operations of / Such Directors need to be
a Cyprus company, the in a position to run the
economic substance may need company and have the
to be further enhanced. adequate knowledge to

 To this end we can offer the take decision and not just

option of a substance director(s) follow someone else’s
which will have the relevant Instructions (i.e. UBO).
experience and expertise to be . - -
Included in the Board of Sggpﬁgufﬁaﬁgggg?g
Directors of the company to relevant CV to justify the
further justify the Cyprus Tax activities being
residency position of the undertaken from Cyprus.
company.
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'+ A part time employee can also be provided by us, to be shown as an
employee of the company in order to further enhance the substance
In Cyprus

J

« We are in a position to arrange employment of local person(s) who
are qualified accountants to be registered under the company’s
name, and capable in undertaking accounting functions as well as
handling all administration matters of the company in Cyprus

(Salaries of part-time employees and other officers of the Company
must be at a level acceptable in the market service sector and the
nature and responsibilities of such officer and position held, and
services expected from these officers and part-time employees.
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* It must be stressed that in order for the company to be
considered as tax resident in Cyprus, it must be managed and
controlled in Cyprus, thus it iIs recommended that the majority of

the Board of Directors to be Cyprus residents.

o /
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T/o mitigate any exposure\

risks we can offer you the
use of designated office
spaces in our newly
established DADLAW
Business Centre NEO,
which is ideally located off
John Kennedy Avenue, In

@ centre of Nicosia. /

/Our freehold premises \

cover approximately
2,000 sg. meters, out of
which the entire 3" floor
(400 sg. meters) is
offered for the exclusive
use of our international
Qients.
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The DADLAW BUSINESS CENTRE NEO offers the followmg - , @iz rraanes Lic

« Secure access to the
building during
working hours of the
Company;

« The right of use of an
office space at the
Business Centre
whenever required,
Including office
furniture, equipment
and stationery;

« Secretarial services
Including handling of
visitors, reception,
meeting management

\and other reasonable
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/ Dedicated receptionist to answer \
calls in your Company’s name at the
assigned local telephone number;

« Dedicated mailbox at the building’s
entrance;

« The right to use a conference room
on the ground floor. All conference
rooms are equipped with high

\technology audio/visual equipment;

——
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SsS Centre:

Technological advantages of the T’e

J I i - e
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) = /» Central common use telephone line will be
e provided,;

- E p » Assignment of a local telephone and fax —
::«v BUs | number-landline: Amenities include:
L _ , : * Use of a separate
I"Bsm * llluminated signage with the Company’s Kitchen dedliocated e
‘| name outside the door of the Suite. the Business Centre:
B ‘* * IT support;  Fully equipped and
1 - High speed internet/ Wi-Fi in the building refurbished kitchen
q _ _ _ _ _ and bathroom
. - Cypriot domain registration, e-mail and . Cleaning and
*‘ ? webmail access (optional-recommended). T
: Includes simple website design and bb
Implementation);

» Access to photocopiers, printers, scanners
and fax machines;
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/ The DADLAW Business Centre Neo is located in the heart of Nicosia’s, —

business world, the capital of Cyprus, incl. government agencies and @i e
other amenities, such as the Landmark Hotel, the Central Bank of
Cyprus, the Headquarters of Bank of Cyprus, and the Registrar of
Companies. The entire building is freehold and has recently been
refurbished and fully equipped to accommodate all the needs of our
\business clients. W,

1T

Our Business Centre
offers parking places
for our clients who
wish to visit DADLAW
Business Centre NEO
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/The _basem_e_nt\ (e p——— Freehold parking
parklng faC|I|t_ate meeting rooms to 16- area fqr both staff
ex_ecutlves with person conference and clients located|
quick and easy rooms, equipped with 200 metres_away
access to the @gh—end technologyj from the office (3

\building / \min. walk) /
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Final note
ﬁle substance levels @ecialised personnel, executive
mentioned above are non- and non-executive directors must be
exhaustive chosen according to the activities of
Above suggestions which is not the company.
the result of any EU Directive We can propose executive and non-
but new ideas and information executive directors and their CV’s to

as to what other states have

. be interviewed by the Investors
Introduced or are about to 4

Introduce to increase the level We can.plfovu.:le SUIES € ElTy >12€
of substance they would like to with facilities in DADLAW Business
see. Centre NEO off Kennedy Avenue in

/ Nicosia.
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DADLAW BUSINESS CENTRE NEOQ &7

Contact detalls

3" Floor,

3, Thasou Street
Dadlaw House

1087 Nicosia, Cyprus

Tel.: +357 22 698000

DADILAW HOUSE
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Contact Detalls
Demetrios A. Demetriades LLC

3, Thasou Street
Dadlaw House
1087 Nicosia, Cyprus

Tel.: +357 22 769000
Fax: +357 22 769004

E-mail: dadlaw@dadlaw.com.cy
Website: www.dadlaw.com.cy

DISCLAIMER

This document has been prepared by Demetrios A. Demetriades LLC
(‘DADLAW’), a private limited liability company registered in Cyprus, and
may not be published, reproduced, copied or stored in an% medium, in whole
or in part, without DADLAW’s prior written consent. All rights reserved.

It is noted that the information contained in this document is of a general
nature and is, therefore, not intended to address the circumstances of a
ﬁartlgular natural person or legal entity. Whilst the information contained

erein has been prepared in good faith, no representation, undertaking or
warranty, expressed or implied, is given or will be made and no liability is
accepted by DADLAW as to the accuracy, r_ellablllg/, adequacx or
completeness of the information containéd in this document. Appropriate
professional advice should be obtained.

Please note that this is material for guidance only and not a tax advice to be
relied upon, but you may contact us to advise you to set up the proper level
of substance, always depending on the activities of the company, and the
nature of services to be provided from Cyprus.

DADLAW would be pleased to advise recipients of this document on how to
apply the principles and the provisions of the relevant legislation set out
herein to their specific circumstances and requirements



