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This exam paper has three parts: Part A, Part B and Part C. 

You need to answer five questions in total. 

You must answer: 

• Both questions in Part A (25 marks each) 

• The question in Part B (20 marks) 

• Two questions from Part C (15 marks each) 

Further instructions 
• All workings should be made to the nearest month and in Euros, unless otherwise stated. 

• As you are using the online method to complete your exam, you must provide appropriate line breaks between 
each question, and clearly indicate the start of each new question using the formatting tools available. 

• Marks may be allocated for clarity of presentation of your answers. 

• The time you spend answering questions should correspond broadly to the number of marks available for that 
question. You should therefore aim to spend approximately half of your time answering Part A, and the other 
half answering questions in Parts B and C. 

• There is no separate reading time, so you can start typing your answers as soon as the exam begins. However, 
we recommend that you set aside some time to thoroughly read each question and plan each of your answers.  
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PART A 
 

You are required to answer BOTH questions from this Part. 
 

1. Daniel is the business development director of ESF, a financial services firm with headquarters in the United 
Kingdom. ESF registered a branch in Cyprus in early 2019 which employs eight local employees. Due to the 
unsatisfactory results achieved by the Cyprus branch in the first six months of operations, the company’s board 
of directors decided that Daniel should spend his working time in Cyprus. Daniel’s employment contract was 
amended accordingly to include this change. 
 
During 2019, Daniel spent 100 days on holiday in Cyprus, 95 days in the UK, 60 days in Hong Kong, 90 days 
in Germany and 20 days in Jamaica. Daniel is happily married in the UK where his family is permanently 
resident, but his wife and children spent 45 days in Cyprus during the summer and his children attended 
summer school in Cyprus. Daniel’s ownership of immovable property comprises his family house in the UK 
and a holiday home in Jamaica. He also holds UK and Cyprus bank accounts with modest balances, but the 
most substantial of his assets consists of stocks traded in the United States. 
 
During 2019, the ESF Cyprus branch paid Daniel a salary of €60,000. Under his contract of employment, 
Daniel was also provided with a house in Cyprus which the company acquired in 2019 for €200,000 (the house 
had been valued at €220,000 in January 2013) and a new saloon car costing €55,000, which Daniel used to 
travel from home to the office and take weekend tours to the mountains and the seafronts of Cyprus. The 
company also paid €6,000 for Daniel’s house bills including €180 for internet and cable TV connections, paid 
for all upkeep, insurance and fuel for his car, and provided €2,200 for his children’s summer school. Daniel’s 
salary and bonuses from ESF during 2019, including his Cyprus branch income, was in the sum of €600,000, 
but Daniel also made profits from trading in US stocks in the sum of €800,000 and received gross dividend 
income of €65,000 which was subject to withholding taxes of 15%. 
 
You are required to: 
 
1) Analyse Daniel’s tax residency position, with reference to the relevant legislative provisions, 

noting that, in accordance with the relevant UK tax law provisions, Daniel is treated as an 
ordinary tax resident of the UK.                                                                                                                                             (9) 
 

2) Compute Daniel’s Cyprus taxable income for 2019, explaining the basis on which he will be taxed 
in Cyprus.                                                                                                                                                                                         (12) 
 

3) Explain the Income Tax, Social Security Contribution and GeSY (General Healthcare System) 
obligations of ESF’s Cyprus branch, in relation to Daniel.                                                                                    (4) 
 

Τotal (25) 
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2. Leontios Ltd is a successful importer of heavy construction and land exploration machinery and a road 
construction company in Cyprus. Due to its excellent track record with a major European manufacturer of 
heavy construction equipment, the company was recently approached by the manufacturer to operate as its 
exclusive distributor in Lowtaxland, where the current distributor’s contract has lapsed.   
 
Lowtaxland imposes 5% corporate income tax and 10% personal income tax on active earned income only, 
exempting all types of passive income from taxation for both corporations and individuals. Lowtaxland has 
signed a double tax agreement with Cyprus based on the OECD Model Tax Convention, providing for 0% 
withholding taxes on payments of dividends, interest and royalties. 
 
Lowtaxland operations will be financed partly by the European manufacturer and partly by Leontios Ltd, but 
Leontios Ltd will undertake the operations wholly in terms of premises and staff. It is estimated that most of 
the staff will be local, although Cypriots from the company’s pool of personnel with key engineering knowhow 
will need to be seconded to Lowtaxland on short-term contracts of three to six months. 
 
The directors of Leontios Ltd decided to take on the contract as it also provides for financial and legal 
assistance from the manufacturer, but are unsure of whether it would be more tax efficient for the company to 
set up a foreign branch or a wholly-owned subsidiary of the Cyprus company in Lowtaxland, as an operating 
vehicle. 
 
You are required to: 
 
1) Analyse whether the Lowtaxland operation will be more tax efficient as a wholly owned subsidiary 

or through a branch, in the event of the operation being profitable or loss making, in the short 
and medium terms (it is expected to be profitable in the long term).                                                              (13) 
 

2) Explain whether the Cypriot employees seconded to Lowtaxland can avail themselves of any 
preferential tax treatment, with reference to the applicable tax rates in the two countries.                (7) 
 

3) Explain the tax residency position of the prospective Lowtaxland entity.                                                    (5) 
 

Total (25) 
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PART B 
 

You are required to answer THIS question. 
 

3. Lamda Ltd is a Cyprus tax resident company, whose sole activity is to operate as an intermediary financing 
company within a group of companies with operations in a number of countries around the world. For many 
years, the company observed the relevant back to back minimum loan interest margins as agreed by the Inland 
Revenue Department and Institute of Certified Public Accountants of Cyprus (ICPAC) 
 
As this arrangement was revoked during 2015, the company needs to prepare transfer pricing studies in 
relation to all of its loan arrangements, so as to ensure that its loan pricing policies are compliant with the 
‘arm’s length principle’, as stipulated by section 33 of Law 118/2002 as amended. 
 
You are required to: 
 
1) Briefly explain the provisions of s.33 of Income Tax Law 118/2002 as amended and Article 9 of 

the OECD Model Tax Convention, as they relate to back to back loan arrangements.                         (3) 
 

2) Outline what analyses should be performed by Lamda Ltd to be included in a transfer pricing 
study, on which the arm’s length price can be determined.                                                                               (17) 
 

Total (20) 
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PART C 
 

You are required to answer TWO questions from this Part. 
 

4. LCT Holdings Ltd (LCT) is a company registered and tax resident in Cyprus.  
 
During 2019, LCT had the following income: 
 
 Note           € 
Dividends from A Ltd 1 10,000 
Dividends from B Ltd (net) 2 18,000 
Interest from C Ltd (net) 3 14,000 
Branch 1 dividends (net) 4 5,000 
Branch 2 dividends (net)  5 6,000 
Branch 3 6 0 
Tourist apartments in Spain (EU) 7 11,000 
 
1) A Ltd is a tax resident of another EU member state. LCT holds 10% of equity shares in A Ltd. No tax 

was withheld at source. 
 

2) B Ltd is a tax resident of a non-EU state. LCT holds 25% of convertible shares in B Ltd. B Ltd has elected 
for the dividends payable to holders of convertible shares to be treated as a finance cost in its country 
of tax residence. Tax withheld at source was at a rate of 10%. 
 

3) C Ltd is a 100% subsidiary of LCT and a tax resident of a non-EU state. Tax withheld at source was at 
a rate of 30%. 
 

4) Branch 1 is a registered branch of LCT in another EU member state. The company withdraws all of the 
post-tax profits generated by Branch 1. Branch 1 paid income tax on its profits of €3,000. 
 

5) Branch 2 is a registered branch of LCT in a non-EU state. During 2019, Branch 2 made a net profit of 
€50,000 but only remitted €10,000 to LCT after a deduction of branch remittance tax at source, at a rate 
of 40%. 
 

6) Branch 3 is a registered branch of LCT in a non-EU state. Branch 3 incurred losses of €80,000. 
 

7) The tourist apartments in Spain are duly licensed tourist apartments by the Spanish Tourism 
Organisation. During 2019, LCT made a pre-tax profit of €15,000 and paid taxes of €4,000 in Spain. 

 
You are required to calculate LCT’s Corporate Income Tax and Special Defence Contribution liabilities 
for 2019, stating any assumptions you make.                                                                                                                          (15) 

 
 
5. Section 11(15) of the Income Tax Law 117/2002 as amended, restricts tax deductibility of interest on credit 

obtained by taxpayers for certain purposes including acquisition of certain assets. 
 
You are required to list these purposes and assets to which s.11(15) applies and briefly explain how 
interest is restricted by referring to the ‘cost of borrowing’, and the new anti-avoidance provisions 
introduced as from 1 January 2019. You are not required to refer to the exceptions from s.11(15) 
restrictions.                                                                                                                                                                                                   (15) 
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6. The Cyprus Value Added Tax (VAT) legislation (Law 95/2000 as amended) provides the imposition of different 
VAT rates starting from 0% up to 19%. 
 
You are required to outline the following, in relation to the Cyprus VAT law: 
 
1) The conditions that must apply, in order for the supply of goods by a Cyprus VAT registered 

trader to a VAT registered trader in other EU member states to be zero rated.                                          (4) 
 

2) The concepts of ‘triangulation’, the ‘simplified procedure’, and the compliance requirements that 
must be satisfied should the simplified procedure be unavailable.                                                                 (7) 
 

3) The meaning of ‘distance selling’, and the compliance requirements in relation to this type of 
activity if it takes place in Cyprus.                                                                                                                                        (4) 
 

Total (15) 
 
 
7. Sections 26-30 of the Income Tax Law 117/2002 as amended, provide for the tax treatment of transactions 

involved in company reorganisations. 
 
You are required to explain the meaning of a ‘merger’ and the meaning of a ‘company division’ 
operation, for which Income Tax and other tax reliefs or deferrals are provided for under these sections 
of the Cyprus Income Tax law and of other Cyprus laws.                                                                                                  (15) 


