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NEWSLETTER
Immortal Cyprus
We all know the old joke about two friends talking: "My wife is like a Greek goddess."
Says the one. "Because she's so passionate?" Asks the other. "No, because she's so antique!" A lot of obituaries appeared in the international financial world several years ago
regarding the death of Cyprus. "The European Union is coming, the attractive tax regime
will end, it's time to escape from Cyprus." EU membership really came on May 1st 2004,
but the end of the world didn't arrive; in fact, if anything, the position of the Cyprus
company became even more attractive.
But let's step back in time 3 years. January 1st 2003 saw the dawning of a new era for
companies in Cyprus. Offshore companies paying 4.25% tax could retain this preferential rate until December 31st 2005, then from January 1st 2006 they too would have to
apply the 10% rate on profits. For companies registered after January 1st 2003, however, the rate of 10% would apply immediately.
Seemingly, then, the tax burden has increased by 150%, but a number of benefits have
also been introduced. For example, dividends received from abroad do not count as
income for the Cypriot company, so are not subject to taxation. Similarly, profits arising
from the sale of securities do not count as income. Only 50% of interest payments received from abroad are subject to tax, with the remaining 50% exempt from taxation.
At the same time, Cyprus does not withhold tax on dividends paid to foreigners. Thus,
investors are free to take income out of the Cyprus company without any further burden.. Similarly, it is not necessary to pay tax on salaries paid to foreigners (private individuals who are not residents of Cyprus). And the legendary liberalism of the tax authorities when it comes to deductible expenses has remained unchanged.
And then came EU membership on May 1st 2004. Then there was no longer any difference between the Cyprus offshore company (International Business Company), which
only operated abroad, and the local company, which could also operate in Cyprus. There
was, and is, the Cyprus company, which can operate at home and abroad, and which is
subject to 10% profit tax on its worldwide income. Accordingly, it is tax-resident in
Cyprus and can enjoy the benefits of the agreements for the avoidance of double taxation which Cyprus had previously entered into.
The changes. As Cyprus is a member of the EU, any company registered there can be
subject to the common European Union VAT system. Obtaining the VAT number necessary to carry on VAT exempted trade within the EU takes about 2-3 days in Cyprus,
whereas in the UK, for example, it is very difficult to obtain such a number. At this point,
we would like to mention those triangular transactions whereby 3 EU member states, A,
B and C, participate in trade. A sells products to C, through B, with the goods being
transported from A to C, without actually going to B. Companies registered in Cyprus
are ideal vehicles for this type of intermediary transaction. The company only pays 10%
profit tax in Cyprus. If we compare this with the tax rates in the other member states,
then this means a saving of between 6 and 25%. And according to the principles of freedom of enterprise, EU citizens can establish companies in the member state of their
choice. Looking at the complete tax picture, Cyprus is by far the best choice, beating
even Slovakia.
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Here, however, those who remember Cyprus's offshore past say that the island still has
an "offshore smell", and a number of western countries may discriminate against companies from Cyprus, by not entering into contracts with them. But that is now history.
Today nobody within the EU can discriminate against a Cyprus company in this way, as
this would mean a serious breach of the Union's basic principles and constitution.

The difficulties of opening bank accounts
LAVECO Ltd. offers its clients bank account opening services in a number of jurisdictions.
These can be divided into two distinct groups - those where the person opening the
account must appear in the bank in person, and those where it is sufficient to send certified copies of the necessary documents to the bank.
Whichever variation we choose, it can be stated that the whole process of opening bank
accounts has become much more complicated and expensive than it was in the 1990s.
The reason behind this is that the banks themselves, in the name of the fight against
money-laundering, are now obliged at international level to ask clients for more documents and certificates, both at the time of opening the account and during its subsequent operation, and to ask detailed questions about the nature of the activities pursued. They often require bank reference letters, or references from lawyers or other professionals, regarding the person(s) operating the account. Similarly, those operating
accounts are often required to provide recent utility bills as proof of residential address.
The most common requirement in regard to companies is that the certified corporate
documents must not be more than 30-90 days old (this varies from bank to bank). Many
banks now also require companies to prove their continued existence and the authorisation of directors or attorneys operating accounts through the provision every year (or
every other year) of a fresh certificate of good standing. And in a relatively new development, some banks in eastern Europe have also started asking new clients to provide a
detailed business plan.
As a result, there can be a number of stumbling blocks when it comes to opening a bank
account. Many disgruntled clients have come back to us saying that this or that bank,
for no reason at all, refused to open an account for the company they had purchased
from us. As the banks are free to choose who they will and who they won't sign contracts with, it is difficult to say what the problem was. It is a fact, however, that a lot of
time and energy can be wasted if we don't approach the subject in the right way. The
special banking relationships nurtured by the experts at LAVECO Ltd. over the last 15
years allow us to help our clients open bank accounts in several European banks relatively quickly and with the minimum of fuss.
Naturally, this is a service which must be paid for. The fee for the service, however, is
significantly less than the amount you would have to be pay in air fares and expenses
if you travel to somewhere like Cyprus to open an account. So, it is worth taking advantage of the knowledge and experience of our colleagues, who can guide our clients
through the bank account opening labyrinth with speed and professionalism.

LAVECO News
Over the last 2-3 years a significant amount of movement has been experienced in the
real estate markets in both Romania and Bulgaria. The confidence of western investors
in these two Balkan states has grown considerably, thanks in part to the approaching EU
accession, and this is perhaps most visible in the real estate markets.
In Romania, demand for real estate has grown primarily in the capital, Bucharest.
Investors were keen to snap up land in the capital with the unconcealed intention of
developing shopping centres and office blocks. Prices have also increased significantly
in the outskirts, as here the plans are for modern housing developments.
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While in Romania the seaside is not a big tourist draw, in Bulgaria it is the coastal resorts
which have become most popular. And now it is not just the locals who are buying
coastal properties, but foreigners too, and in particular the English.

In both countries, however, foreigners face restrictions when purchasing real
estate. As most real estate also involves the ownership of land, which is still prohibited for foreigners, the simplest way of purchasing real estate is for this to be
done in the name of a locally registered company.
The latest service being offered by LAVECO Ltd. is the formation of companies
in Romania and Bulgaria, together with associated additional services such as
the opening of bank accounts, arrangement of the necessary accounting procedures, and providing contacts with legal firms necessary for the process of purchasing real estate.
If you would like to receive further information on this subject, please feel free
to contact our colleagues in Bulgaria and Romania:
In Sofia, please contact Mr. Andrey Gramenov on + 359 2 953 2989
And in Bucharest, please contact Ms Hermina Kovács on + 40 21 311 61 76

LAVECO Tip
More than 15 years have passed since the fall of the Berlin Wall and the socialist countries of eastern Europe adopted the free market economy in place of the planned economy. Following this opening up, millions of enterprises were established in these countries. Many of these enterprises failed, while others were re-organised or taken over by other companies, as is natural in a competitive market.
Those who established companies at the very beginning can now look back on a significant company history, and many of them can justifiably claim to be very successful financially. However, 15 years is a long time. If someone started a company at the age of
50, they would now be 65 years old. It is by no means certain that they wish to continue, preferring instead to enjoy the fruits of their labours. And if there is no-one in the
family who could successfully take over the enterprise, which typically requires a great
deal of personal participation (which is perhaps the greatest price of success), then it is
necessary to look for a buyer.
The sale procedure, however, presents us with a very serious taxation problem. In many
cases, companies established earlier were set up with the minimum authorised capital.
Over the years, the company was not administered through the invested capital, but
rather the income produced was re-invested for expansion. Thus, if the company is sold,
its market value can be several hundred - or even thousand - times its nominal value.
The tax system of the majority of countries takes the difference between nominal value
and selling price as the basis for the taxation of the income private individuals. This can
mean a huge tax base for private individuals who owned companies in their own names.
The tax burden can be reduced, however, by the introduction of an offshore company.
The owner of the company can sell the company to an offshore company for the nominal value, or an amount slightly above it. In this case, again the difference between the
nominal value and the selling price will form the tax base. The offshore company can
then re-sell the company, but now at the full market price. In this way, the significant
difference between the two selling prices will accumulate in the account of the offshore
company. And if the offshore company is incorporated in a country where the annual tax
is a fixed amount, then the tax on the transaction described above can be reduced to
almost zero.
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Offshore asset protection vehicles: the Panama foundation
The Panama asset protection foundation is a legal entity which can not carry on business
activities, but instead can manage and turn to profit the resources placed at its disposal.
The foundation can own immovable and movable property alike, such as houses, apartments, shares, securities, money in bank accounts, antiques, precious metals etc.
The Founder of the Panama foundation may be any natural or legal entity, or other body
without legal personality. The Founder signs the official formation documents, which include the names of the members of the Foundation Council - the body which manages
the foundation. This body must consist of at least three individuals or one company.
Following their appointment, they are authorised to act in all matters concerning the
foundation. And just like the board of directors of a company, the members of the
Council can also issue power of attorney in regard to foundation matters.
Anybody would be justified in asking why you need a "foundation" for this, when an offshore company with a fixed annual tax and bearer shares also provides a perfect vehicle for asset protection. Such a company can be incorporated, for example, in Belize, or
the Seychelles, and even a share company registered in Panama - a Corporation - can
issue bearer shares.
The important difference, in comparison with a company, is that a company issues
shares, and thus someone will be the owner. And if that someone, the owner, is taken
to court, then the courts may confiscate his / her property. In the case of the foundation, this danger does not exist. The foundation only has "Beneficiaries", and their beneficial rights can not be the subject of legal action, so the assets of the foundation are
totally secure.
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