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BRIEFLY

The Cyprus House of Representatives, on Thursday, 30 June,
voted for and approved the amendments to the Cyprus Income
Tax Law, introducing detailed Transfer Pricing rules and
documentation obligations.

The new legislation, which is effective from 1January 2022,
comes into place to align the Cyprus Transfer Pricing landscape
with the OECD Transfer Pricing Guidelines for Multinational
Enterprises and Tax Administrations (OECD TP Guidelines).

The Law is effective as of 1January 2022.

THE LAW IN DETAIL

Transfer Pricing notionis, in practice, the Tax Law application of
arm's length principle, applied for determining a reliable and fair
allocation and taxation of profits within multinational

Iransfer pricing is the enterprises.
principle applied to tax Before the full enactment of the detailed OECD TP Guidelines
law to determine a into Cyprus Law, the relevant article of the Cyprus Income Tax

reliable and equitable Law governing the arm'’s length principle was article 33.

method for allocating The new law introduces the latest interpretation of the arm’s
and taxing pl’Of/tS length prmople 1.10 be applle.dl inarticle 33in accor(.jance with the
ithi It] , | OECD TP Guidelines. In addition, the amendment incorporates
within muitinationa new TP documentation compliance obligations and a formal
corporations. procedure for obtaining Advance Pricing Arrangements (APA).
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Minimum threshold for defining control over legal entities

The law aims to define ‘control’ over legal entities by providing
detailed rules with respect to the relationship between a Cypriot
legal entity, with another entity for the purposes of transfer
pricing.

In particular,a company is related to another company based on
the below conditions:

» |f, directly or indirectly, the same person holds at least 25% of
the voting rights or share capital or is entitled to at least 25%
share of the income of both companies.

» |f, directly or indirectly, the same person and persons related

to that person, hold at least 25% of the voting rights or share

capital or is entitled to at least 25% share of the income of
both companies.

If, directly or indirectly, a group of two or more persons hold

at least 25% of the voting rights or share capital or are

entitled to at least 25% share of the income of each company
and the groups either consist of the same persons or could
be considered as consisting of the same persons by treating

(in one or more cases) amember of either group as replaced

by a person with whom they are related.

Additionally, a company is considered to be related to another
personif:

= That person holds directly or indirectly a participationin at
least 25% of the voting rights or share capital or has aright to
a share of at least 25% of the income of that company or, that
person and persons connected with him hold directly or
indirectly a participationin at least 25% of the voting rights or
share capital or have arightin at least 25% of the income of
that company.
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TA transaction or transfer which is
carried out between two or more
members of the same MNE,

Requirements for Transfer Pricing Documentation
compliance obligations

As previously mentioned, from the tax year 2022, Cyprus tax
resident companies and permanent establishments of non-
Cyprus tax resident companies that are situatedin Cyprus are
obliged to prepare a Transfer Pricing documentation file and a
Summary Information Table (SIT) on an annual basis, provided
they are engaged in Controlled Transactions' with related
companies. The preparation and submission of the Transfer
Pricing documentation file, though, is subject to exemptions that
are explained below.

It is mentioned that as per the new law, the Transfer Pricing
documentation file consists of the below:

= Master file: as per OECD, the master file *should provide an
overview of the MNE group business, including the nature of its
global business operations, its overall transfer pricing policies,
and its global allocation of income and economic activity in
order to assist tax administrations in evaluating the presence
of significant transfer pricing risk. In general, the master file is
intended to provide a high-level overview in order to place the
MNE group's transfer pricing practices in their global economic,
legal, financial and tax context.” (OECD, 2014).

= Cyprus localfile: as per OECD, the local file “provides more
detailed information relating to specificintercompany
transactions. The information required in the local file
supplements the master file and helps to meet the objective of
assuring that the taxpayer has complied with the arm’s length
principle in its material transfer pricing positions affecting a
specific jurisdiction. The local file focuses on information
relevant to the transfer pricing analysis related to transactions
taking place between alocal country affiliate and associated
enterprises in different countries and which are materialin the
context of the local country's tax system. Such information
would include relevant financialinformation regarding those
specific transactions, a comparability analysis, and the
selection and application of the most appropriate transfer
pricing method.” (OECD, 2014)
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EXEMPTIONS FROM THE OBLIGATION TO PREPARE A
TRANSFER PRICING DOCUMENTATION FILE

= Master file: the obligation to prepare a master file lies only
on Cyprus tax resident companies that are positioned as
Ultimate Parent Entities (UPEs) or Surrogate Parent Entities
(SPEs) for Country-by-Country Reporting (CbCR)
purposes. All other persons are considered exempt from
this obligation.

Particularly, the obligation will arise on those UPEs or SPEs if the
/N two conditions below apply:

=
/f—-§\\ @ i.  Iftherelevant taxpayeris part of a MNE group with CbCR
¥ N

reporting obligations. Consolidated revenue of more than
€750 million is a determining factor.

&/ ii. Iftherelevant taxpayeris either the UPE or the SPE.

= Localfile: the obligation to prepare a Cyprus localfile lies
only to Cyprus tax resident companies if the controlled
O transactions with related companies, exceed or should
exceed, based on the arm's length principle, the amount of
€750,000 in aggregate per transaction category per tax
o year.

Transaction categories may be, among others, sale or
purchase of goods, provision or receipt of services, receipt
or payment of royalties etc.

SUMMARY INFORMATION TABLE (SIT)

SIT is an additional table that must be prepared by the relevant
taxpayers engaged in Controlled Transactions, containing brief
information of such transactions, their value, the name and
other details of their intercompany counterparties and the
transaction category of each Controlled Transaction. The
relevant taxpayers are obliged to file this table annually, along
with their corporate income tax return.
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REPORTING DEADLINES

The Transfer Pricing documentation file (Master file, if relevant,
and Cyprus local file) should be prepared annually, by the deadline
of submission of the corporate income tax return (T.D. 4) of the
relevant taxpayer. Currently, the T.D. 4 should be submitted no
later than 15 months after the end of each tax year.

However, the Transfer Pricing documentation file should be
available, upon request, to the Tax Department by the relevant
taxpayers, within 60 days from the end of the preparation
deadline (as described above).

QUALITY ASSURANCE REVIEW

The Cyprus local file must be subject to Quality Assurance
Review (sign-off) by a person holding the Practicing Certificate
from the Institute of Certified Public Accountants of Cyprus, or
any other recognized body approved by the Council of Ministers.
This must take place on an annual basis before the end of the
preparation deadline.

NON-COMPLIANCE FINES

The Assessment and Collection of Taxes Law, as amended,
provide new administrative fines for taxpayers who fail to
comply with the new Law requirements.

= Failure to submit the Transfer Pricing documentation file
within 60 days from the Tax Department's request, the
following fines apply:

e Length of delay Monetary fine
Submission after the 60t day but before
the 91stday £€5,000
Submission after the 90" day but before
the 121t day £10.000
Submission after the 1215t day €20,000

= Failure to submit the SIT electronically by the submission
deadline,a monetary fine of €500 applies.
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Procedure for Advance Pricing Arrangements2 (APAs)

The new Law provides the taxpayers with the right to apply for
an Advance Pricing Arrangement (APA) for Controlled
Transactions with related parties. An APA can assist taxpayers
by eliminating uncertainty through enhancing the predictability
of tax treatment in cross-border Controlled Transactions. The
relevant taxpayers are eligible to apply for all types of APAs.
These are briefly explained below:

= Unilateral APA: The relevant Cyprus taxpayer and the Cyprus

a Vo w :‘?Q\\ Tax Department establish an arrangement without the
| G e { T’F TJ;\H..;%;\\::\ involvement of other interested tax authorities abroad.
| \L‘ i Jﬁ? . .
o S = Bilateral and Multilateral APA: The relevant Cyprus taxpayer
Pt and the Cyprus Tax Department establish an arrangement
Qs T with one or more foreign-related counterparties and their

respective tax jurisdictions. It is vital that for the bilateral or
multilateral APAs, Cyprus has a double tax treaty with the
counterparties’ jurisdiction. In this regard, the relevant
taxpayer submits a corresponding request for APA to the
foreign jurisdictions’ tax authorities.

TIMELINE FOR APA ISSUANCE

The decisionissued by the Tax Department may be issued within

— a period of 10 months from the date of APA request. Thereis a
possibility, though, the Tax Department may extend the
timeframe up to 24 months.

Uponissuance, the APA is valid for a period of up to 4 years, and

2 An APA is an arrangement that e .
' J the decision is binding. It, however, can be revised, revoked or

determines, in advance of Controlled

Transactions, an appropriate set of cancelled, subject to conditions. Such conditions may involve,
criteria (e.g. method, comparables and among others, material changes in critical assumptions on which
appropriate adjustments thereto, the APA was based, failure of the taxpayer to comply with one or
critical assumptions as to future - i i

events) for the determination of the more terms or conditions included in the APA, or there are any
transfer pricing for those transactions substantial changes in the applicable tax laws which are

over a fixed period of time. significantly affecting the application of APA.
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THE POWER OF
BEING UNDERSTOOD

EXPERIENCE THE POWER OF BEING
UNDERSTOQD is the principle we support and
follow.

Whether serving public sector organizations,
owner-managed businesses, private individuals or
companies with overseas operations, our purpose
is to assist and advise them to move forward with
confidence and realize their business chjectives.

We aim to fully understand your needs and
business requirements to deliver the best
possible advice,

guidance, and solutions based on your industry
requirements, market trends, business objectives
and strategies.

Building strong long-term relationships with our
clients and being part of their business to support
them on what matters the most is the norm we
follow.

Mutualrespect, integrity, teamwork,
confidentiality, stewardship and delivering
excellent quality services are the core values
we serve and apply.
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WHO WE ARE

RSMin Cyprusis amongst the leading providers of
professional services with experience of more than 25
years, offering a comprehensive range of audit, tax and
consulting services with presence in Limassol, Paphos
and Nicosia.

Over the years of our business operations, we provided
our services to thousands of local and international
clients across various industries, i.e. tourism,
manufacturing, energy, real estate, shipping, insurance,
retail, trading and others.

From the initial years of our foundation, we follow a
proactive management approach that aims to effectively
and efficiently address the challenges of the fast paced
Business environment of the local and international
market.

RSM Cyprusis part of RSM International, the 6th largest
international audit, tax and consulting network globally,
with firmsin over 120 countries, including the world's top
40 major business centres.

As RSM, we have a workforce of over 51.000 people and
860 officesacross the regions of Africa, Asia Pacific,
Europe, Latin America, MENA and North America.

Our Services

Audit and Assurance Services
Accounting Services

Tax Services

Corporate Strategic Tax Planning
Income Tax Consultancy Services
Financial Advisory Services
Management Consultancy Services
Risk Management Services
Forensic Accounting Services
Payroll Services

VAT and VIES Services

Outsourcing Internal Audit

Business Consultancy Services

Our client relationships are based on mutual respect,

understanding, integrity and collaboration.

We immerse ourselves in our clients’ business to

gain a deeper understanding of their goals and success
measures so as to support and empower them at every
step of the way towards maximizing their potentials. Y

| rsmcyprus.com 1
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https://www.rsm.global/cyprus/

RSM Cyprus Business Insights & News

The RSM Cyprus Business Insights and News is the most direct way to receive potential changes, insights and
news of the business environment that may affect your personal affairs or your company’s operations.

When there are important news and information about:

= Economicand corporateinsights
= Consulting insights

= Taxnews

= RSMnews

Our professional audit, tax and consulting advisors of RSM Cyprus will share them with you and be available
to discuss your concerns and questions by arranging a private consultation.

Please select the areas that best fit your needs from the provided options, and rest assured that your
information will not be shared with anyone else or used for any other reason except the ones specified.

At any moment, you can change your preferences by following the link that is always available at the footer
of the RSM Cyprus Bulletin insights and news.

o —
We focus on empowering our
people We empower our people
to move forward
‘with confidence
Qur people are the ones that meet the
firm's goals, drive corporate strategies
and deliver customer service. ;
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RSM Cyprus LTD

LIMASSOL OFFICE
131, Gladstonos str, Kermia Court, 2 T:+357 25204 000
floor, 3032, Limassol, Cyprus

PAPHOS OFFICE
4, Isavellas Katholikis str., Office 2, T:+357 26 811256
8025, Anavargos, Paphos, Cyprus

NICOSIA OFFICE

6, Dimostheni Severi Avenue,

Presidium Building, 5th floor, 1082, T:+357 22730 416
Nicosia, Cyprus

E: info@rsmcyprus.com
W: rsmcyprus.com

RSM Cyprus Limited is a member of the RSM network and trades as RSM. RSM s the trading
name used by the members of the RSM network. Each member of the RSM network is an
independent accounting and consulting firm each of which practicesinits ownright. The RSM
network is notitself a separate legal entity of any descriptionin any jurisdiction.

The RSM network is administered by RSM International Limited, a company registeredin
England and Wales (company number 4040598) whose registered office is at 50 Cannon
Street, London EC4N 6JJ.

The brand and trademark RSM and other intellectual property rights used by members of the
network are ownedby RSM International Association, an association governed by article 60 et
seq of the Civil Code of Switzerland whose seatis in Zug.

© RSM International Association, 2022
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