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| /3 Executive Summary

Our Opinion on the I nternational Business Sector:

» Very Dynamic Development
» Great Valueto Cyprus
» Upgrading Cyprus as I nter national Business Centre
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| /3 Executive Summary

Our Opinion on the I nternational Business Sector:

» Commitmentsto OECD and EU requiretax measuresto be taken

» Tax Measuresfor International Business or for Companies alone
are Not Sufficient

> Need for a Substantial Tax Reform
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| /4 Executive Summary

Strategies for a Tax Reform:

» Align with OECD and EU Requirements

> Use Additional Revenuesfrom VAT and Excise Duties for
General Tax Reductions

Cover all Taxeson Income
Abolish Taxes Uncommon to OECD Countries
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| /4 Executive Summary

Strategies for a Tax Reform:

» Introduce General Tax Rules Favourableto I nter national
Business

» Combine Measures Covering all Areas of |ncome Taxation

» Achievea Similar Tax Burden on International Business to that
under Present Rules
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Proposals for a Tax Reform in Cyprus:
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Reduce Substantially the Income Tax Burden

Target a Flatter Tax Rate System

Broaden Income Tax Basis

Adopt Integration Type of Corporate Profit Taxation

Target a 10% Corporation and a 10% Dividend Withholding T ax
Strengthen Taxation at Source for Cyprus Residents
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Proposalsfor a Tax Reform in Cyprus:
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Adapt Deter mination of Income from Trade and Businessto EU
and I nternational Tax Policies

Strengthen the Concept of Foreign and Cypr us Sour ce | ncome
Apply the New General Rulesto I nter national Business

Maintain the Present Regime for the Shipping I ndustry and for
ICISs

Use an Innovative Tax Policy for Tax Competition
Use Transitional Period for a Step by Step Reform
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Contents

» Study Project

» Objectives

» Acknowledgements

» Research for Study Project
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11/1 Study Project

Department of Austrian and International Tax Law:

 We Teach Students of Economicsand Law
» Austrian Tax Law
» European Tax Law
» International Tax Law

« WeRun Postgraduate Programson
» Austrian Tax Law
» European Tax Law
» International Tax Law
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11/1 Study Project

Department of Austrian and International Tax Law:

e WedoResearch Work on
» Austrian Tax Law
» European Tax Law
» International Tax Law
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11/1 Study Project

Department of Austrian and

Inter national Tax Law
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Business Administration

Department of Austrian and International Tax Law:

o Staff
>
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2 Professors

2 Honorary Professors

2 Guest Professors

10 Assistant Professors

13 Lecturers

50 Visiting Professors and Lecturers
2 Secretaries

1 Librarian
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ODbjectives:

o Scientific Interest
» Austrian EU Project
» Follow-up in Candidate Countries
» Interaction of Tax Disciplines

» Excellent Conditionsin Cyprusfor a Tax Reform

16




WIRTSCHAFTS
UNIVERSITAT

"-"‘\';"\. = ’ .:.q’
oy, WIEN )

T

11/2 Study Project

Department of Austrian and

Inter national Tax Law

Vienna Univer sity of Economics and
Business Administration

ODbjectives:

« Valueof our Study to Cyprus and the European Union:

>
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>
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We ar e an I ndependent European Resear ch | nstitution
We are Experts on European and I nternational Tax Law

We have Experience in Accession | ssues from the Austrian
Accession Process

We are Familiar with all European | nstitutions I nvolved
We are no Partisansin the L obbying Arena
The Study on Austria Can Serve asa Model for Cyprus
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11/2 Study Project

Reasons for Launching this Research Project

English as Second Business L anguage
Technical Publicationsarein English
Support by the EU Commission
Support by Cyprus Authorities
Support by Accounting Profession
Support by Law Profession

Support by Banks

Support by the Business Community
Support by Deloitte & Touche
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Research Work for the Project:

e Status Report

» Economic Aspects
» Legal Aspects
» Cyprus/European Union

« EU-Criteria
« OECD and EU M easures against Harmful Tax Competition
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| 1/4 | ntroduction

Research Work for the Project:

« TrendsinInternational Taxation - Theory and Practice

e Evaluation of the Cyprus Tax L egislation on I nter national
Business

 Parametersfor a Tax Reform in Cyprus
e Tax Toolsinthe EU for International Business Centres

e New Tax Rulesfor Cyprusasan International Business
Centreinthe EU
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INTERNATIONAL BUSINESS
AND THE NEED FOR A TAX REFORM
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|11 Intern. Business and its Need for a Tax Reform

Contents:

 Dynamic Development of the I nter national Business Sector
« TheValue of the International Business Sector to Cyprus

e Upgrading Cyprusas an International Business Centre
 Taxation of International Businessin Cyprus
 Developing a Tax Reform Strategy
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[11/4 Intern. Business and 1ts Need for a Tax Reform

Taxation of I nternational Businessin Cyprus:

o Deéfinition of “International Business’
 Exemptionsfrom Taxeson |ncome

« Corporation Tax Rate of 4.25%
 Natureof Business and Type of Income
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[11/4 Intern. Business and 1ts Need for a Tax Reform

Taxation of I nternational Businessin Cyprus:

| nter national Banking Units

Shipping and Ship M anagement Activities
| nter national Collective | nvestment Schemes

Various other Tax Rdliefs

Prevention from Doing L ocal Business

Tax Treatiesas Tax Planning Tools
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111/5 Intern. Business and 1ts Need for a Tax Reform

Developing a Tax Reform Strategy:

e |nternational Pressurefor New Rules

 Embediment of International Businessin the Tax System
e« Combination of Various Reform M easures

 Need for a Substantial Tax Reform

« EU Law, EU Padliciesand Tax Competition Compliance
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111/5 Intern. Business and 1ts Need for a Tax Reform

Strategies for a Tax Reform:

e Alignwith OECD and EU Requirements

e Use Additional Revenuesfrom VAT and Excise Dutiesfor
General Tax Reductions

e Cover all Taxeson Income
e Abolish Taxes Uncommon to OECD Countries
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111/5 Intern. Business and 1ts Need for a Tax Reform

Strategies for a Tax Reform:

 |ntroduce General Tax Rules Favourableto International
Business
« Combine Measures Covering all Areasof Income T axation

e Achievea Similar Tax Burden on I nter national Businessto
that under the Present Regime
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|V Taxation of |ncome of I ndividuals

Contents:

* Reduction of Effective Tax Burden
 Reduction of Tax Rates
 Enlargement of Tax Base

« Evaluation of Reform Proposals
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|V/1 Taxation of | ncome of Individuals

Reduction of Effective Tax Burden:

 Substantial Reduction of Taxes on | ncome to Outbalance
thelncrease in VAT and Excise Duties

e Calculation of Reduction of Tax Burden
e Tentative 30-40% Reduction of Effective Tax Burden
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|V /2 Taxation of | ncome of Individuals

Reduction of Tax Rates

e Tentative Tax Rates:

lncomein CYP Ratesin %
0-12,000 0
12,001-24,000 10
24,001 and above 20
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|V/3 Taxation of | ncome of Individuals

Enlargement of Tax Base:

« Elimination of Personal Allowances

e Evaluation of Exemptions, Deductions and | ncentives

e Evaluation of Income Definition

e Strengthening Taxation at Sourcefor Cypriot Residents
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V Taxation of Corporate Profits

Contents:

e Principlesof the Reform

« Corporate Tax

e Withholding Tax on Dividends
« Evaluation of Reform Proposals
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V/1 Taxation of Corporate Profits

Principles of the Reform:

e Conform with EU and OECD Requirements
« NoEU System in Sight
e Integration Type of Taxation of Corporate Profits

35



WIRTSCHAKTS Department of Austrian and

= _ ~ International Tax Law [l o
g | G | s Vienna University of Economicsand [
Ll <52 || § Business Administration

W, e—

- o
' MEN
Sag WIEN o
SRR

V/2 Taxation of Corporate Profits

Corporation Tax:

 Tentative 10% Corporation Tax Rate

e Aboalition of 10% Minimum Tax

e Abolition of Preferential Rates

 New Reorganisation Rules

 Review of Deter mination of | ncome Rules
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V/3 Taxation of Corporate Profits

Withholding Tax on Dividends:

o Corporation Tax + Withholding Tax » Marginal Income Tax
Rate

 Tentative 10% Withholding Tax
« Taxon Corporate Profits» Income Tax
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VI Withholding T axes

Contents:

* Present System of Withholding Taxes

e Strengthening Taxation at Sour ce for Resident Individuals
e Final Taxation and Optional Assessment

« Evaluation of Reform Proposals
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VI1/1 Withholding Taxes

Present System of Withholding Taxes:

e Present Withholding Taxes

o Cyprus-Source Emoluments
 Dividends

 Interest

 Royalties

 Certain Income Paid to Aliens
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V1/2 Withholding Taxes

Strengthening Taxation at Source for Resident I ndividuals:

o Effectivenessof Taxation at Sour ce vs Assessment
« PAYE-System for Emoluments

 Dividends

e Interest

 Royalties

e Certain Income Paid to Aliens
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VI1/3 Withholding Taxes

Final Taxation and Optional Assessment:

 Final Taxation for all Withholding Taxes
e Optional Assessment Only

« Mandatory Assessment in Casesof Twoor More
Employments
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VIl
REFORM OF DETERMINATION OF INCOME
FROM TRADE AND BUSINESS
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VIl Deter mination of | ncome from
Trade and Business

Business Administration

Contents:

e Determination of Incomein General
o Capital and Investment Allowances

« Developing EU Policies on Taxation of Business

« Evaluation of our Proposals
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V11/1 Determination of | ncome from
Trade and Business

Determination of | ncomein General:

o Specificlssuesfor Trade and Business Only
o Concept of Taxable Income

 Treatment of Losses|ncurred

 Carry Forward of L osses

 Review of Restrictionsfor Losses
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V11/2 Determination of | ncome from
Trade and Business

Capital and I nvestment Allowances:

 Ratesfor Capital Allowances

e Calculation of Annual Wear and Tear Allowance
 Renewal Based Allowances

 Mining Activities

e Investment Allowances

e Regional and Export I ncentives
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V11/2 Determination of | ncome from
Trade and Business

Developing EU Policies on Taxation of Business:

 Ruding Report

« ECOFIN Council

o Study on Company Taxation in the Single M arket

« Evaluation of Effective Level of Company Taxation in the EU
« Tax Obstaclesto Cross-Border Activities

 No Program for Har monisation of Tax Base and Rates
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REFORM OF INTERNATIONAL TAXATION
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VIl International Taxation

Contents:

« Companies

e Individuals

e Exchange of Information and Rulings
« Evaluation of Reform Proposals
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VIII/1 International Taxation

Companies:

e Incorporation as Factor for Tax Liability
e Exemption vsCredit Method

* Redefinition of Foreign Source I ncome

e Dividends

* Interest and Royalties
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VIII/1 International Taxation

Companies:

 Non-Sophisticated CFC L egislation

e Limitation of Treaty Benefitsto Companies with L ocal
Presence

e Elimination of Tax Obstaclesto Cross-Border Activities

 Evaluation of Place of Business/Per manent Establishment
and Cyprus Sour ce Rule Concepts for Internet and E-
Commerce
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VI1I1/2 International Taxation

| ndividuals:

e Exemption vsCredit Method

e Incomefrom Profession and Employment Exer cised
Abroad

e Expatriates
 Withholding Taxes
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VI1I1/3 International Taxation

Exchange of I nformation and Rulings:

e Council Directive Concerning M utual Assistance

e Tax Treatieswith EU Member and Candidate States
« Tax Treatieswith OECD Countries

e Poalicy Statement on Exchange of | nfor mation

e Transparent Rulings
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| X Taxation of I nter national Business Sector

Contents:

e Application of General Rules
 Elimination of Preferential Treatment
o Effectson VariousIndustries

« Evaluation of Reform Proposals
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| X/1 Taxation of | nternational Business Sector

Application of General Rules:

e Measures Favourableto Domestic and | nter national
Business

e Substantial Reduction of Tax Rates
e Integration Type System of Taxing Cor porate Profits
o Strengthen Taxation at Source for Resident I ndividuals
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| X/1 Taxation of | nternational Business Sector

Application of General Rules:

e General Rulesfor Determination of | ncome
e Measuresfor International Taxation
e Aboalition of Taxes Uncommon to OECD Countries
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| X/2 Taxation of | nternational Business Sector

Elimination of Preferential Treatments:

« Elimination of Tax Exemptions
 Elimination of 4.25% Corporation Tax Rate
 Elimination of Various Other Tax Reliefs
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| X/3 Taxation of | nternational Business Sector

Effects on Various I ndustries:

 NoRestrictionsto Foreign Sour ce | ncome

e International Banking Units

e Insurance Companies

e Shipping and Ship M anagement

e International Collective I nvestment Schemes
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