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The Amended Cyprus IP Box Regime

In late 2016, the Cypriot Parliament approved the laws amending the Income Tax
Law with respect to the application of the Cypriot Intellectual Property Regime (IP
Box Regime). The legislation has now been aligned with the provisions of the OECD
BEPS Action 5 of the Base Erosion and Profit Shifting (BEPS) plan on Countering
Harmful Tax Practices More Effectively, Taking into Account Transparency and
Substance.

The new legislation is effective as from 1 July 2016 but it also includes transitional
provisions for assets which qualified under the old IP Box Regime.

A. Transitional arrangements for assets qualifying the old IP BOX regime

Under the old IP Box Regime, a notional deduction of 80% was applied to net
income and gains derived from patents, copyrights and trademarks as defined in
the relevant Cypriot legislation. In the case of a resulting loss, only 20% of the loss
could be carried forward to subsequent years or surrendered to other group
companies.

There are transitional provisions for persons who have entered the old IP Box
Regime, which enables them to continue claiming the benefit until 30 June 2021,
with respect to intangible assets which:

e were acquired before 2 January 2016; or

e were acquired directly or indirectly from a related person during the period from
2 January 2016 until 30 June 2016 and which assets at the time of their
acquisition were benefiting under the IP Box Regime or under a similar scheme
for intangible assets in another state, or

e were acquired from an unrelated person or developed during the period from 2
January 2016 until 30 June 2016.

There are also transitional provisions until 31 December 2016 for intangible assets
which were acquired directly or indirectly from a related person during the period
from 2 January 2016 until 30 June 2016 and which do not fall under the above
categories.

Intangible assets qualifying for the transitional rules are those which as at 30 June
2016 either generated income or their development has been completed.

B. Provisions for the new IP Box regime

The law contains rules and conditions which are applicable for assets that are
developed after 1st July 2016, which are summarized below:



[I1  “Qualifying intangible asset” means an asset e Capital gains and other income from the sale
which was acquired, developed or exploited by a of qualifying intangible asset.
person in furtherance of his business, (excluding

intellectual property associated with marketing) and ® Embedded income of qualifying intangible

which is the result of research and development asset arising from the sale of products or by
activities and includes intangible assets for which using procedures that are directly related to
only economic ownership exists. this item.

The provisions of the new IP Box Regime apply only ~ In case of a resulting loss, only 20% of the
to patents and patent equivalents, copyrighted resulting loss could be carried forward or
software, utility models and other IP assets that are ~ surrendered to other group companies.

non-obvious, useful and novel (subject to [1V]
de minimis criteria).

“Qualifying expenditure” for qualifying
intangible asset is the sum of total research and
Business names (including brands), trademarks, development costs incurred in any tax year, wholly
image rights and other intellectual property rights  @nd exclusively for the development, improvement
used to market products and services are not ©Of creation of qualifying intangible assets and
considered as qualifying intangible assets. which costs are directly related to the qualifying
intangible assets.
The IP assets must be certified by a relevant
authority either in Cyprus or abroad. Qualifying expenditure includes, but is not limited

to:
[II]  “Qualifying profits” means the proportion of

the overall income corresponding to the fraction of e wages and salaries;

the qualifying expenditure plus the uplift e direct costs;

expenditure over the total expenditure incurred for e general expenses relating to installations used
the qualifying intangible asset. for research and development;

e expenses for supplies related to research and

[III]  “Overall income” 80% of the overall income o
development activities;

derived from the qualifying intangible asset is
treated as deductible expense. Overall income
arising from the qualifying intangible asset means
the gross income accrued within the tax year, less
the direct costs for generating such income.

e costs associated with research and
development that has been outsourced to non-
related persons.

but do not include:

Direct costs include all direct and indirect costs
incurred in earning the income from the qualifying
intangible asset, including the amortization of the
cost of the intangible, as well as notional interest
on equity contributed to finance the development of
the qualifying intangible asset.

e cost for the acquisition of intangible assets;

e interest paid or payable;

e costs relating to the acquisition or construction
of immovable property;

e amounts paid or payable directly or indirectly
to a related person to conduct research and

The overall income includes, but is not limited to development activities, regardless of whether
the following: these amounts relate to cost sharing
agreement;

e Royalties or other amounts in connection with

o . e costs which cannot be proved directly
the use of qualifying intangible asset.

connected to a specific eligible intangible

e Any amount for a license for the operation of asset.

qualifying intangible asset. Up-lift expenditure will be added to the above

e Any amount received from insurance or as  COSts, which means the lower of:

compensation in relation to the qualifying
intangible asset.

e 30% of the eligible costs or
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e the total amount of the cost of acquisition and
outsourcing to related parties for research and
development in relation to the eligible
intangible asset.

C. Maintaining books and Records

Any person who claims benefit under the above
Regime is obligated to maintain books and records
for income and expenditure for each qualifying
intangible asset.

D. Assets which do noy qualify for the IP BOX
regime

The cost of acquiring an intangible asset which does
not qualify for the transitional provisions or under
the new rules and which asset is wused in
furtherance of the business of the person, can be
amortized over the period of the useful life of the
asset in accordance with accepted accounting
principles with the maximum period being 20 years.

For more enquiries please contact us by email on
cmichaelidou@sofocleous.com.cy and/or
ahadjiyianni@sofocleous.com.cy or call our offices
in Cyprus for an appointment at +357 25 849 000
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