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Cyprus and Eurogroup agree on 
reform program; no significant tax 
changes 

April 5, 2013 

In brief 

The Eurogroup has agreed with the government of Cyprus on the key elements necessary for a future 

macroeconomic adjustment program. The agreement, reached March 25, 2013, provides mainly for the 

restructuring of the banking sector. In addition, it does not include any significant tax legislative changes. 

 

In detail 

Economic life in Cyprus seems 
headed back to normal after the 
banks reopened on March 28 
without problems. The 
government and the business 
community of Cyprus mark this 
date as the start of a new era.  

Cyprus and the Eurogroup 
decided, on March 25, to 
restructure the country’s two 
major banks in order to resize 
the banking sector, as a 
percentage of the country’s 
GDP, closer to the European 
Union (EU) average. The 
decision will not affect the other 
banks operating in Cyprus. 

Under this deal: 

 The focus is only on the two 

Cypriot banks requiring 

recapitalization, Laiki Bank 

and Bank of Cyprus. 

Together they incurred losses 

of €4.5 billion from the 

haircut of Greek sovereign 

bonds in 2011. 

 Laiki Bank will be split into a 

‘good’ and a ‘bad’ bank. The 

good bank, which will hold 

good assets and insured 

deposits, will merge into the 

Bank of Cyprus. 

 The bail-in of Laiki Bank’s 

uninsured depositors (i.e., 

putting at risk of loss 

amounts exceeding €100k 

per depositor) is an 

indispensible part of the 

deal. 

 A percentage of Bank of 

Cyprus’ uninsured deposits 

will be converted into shares. 

This percentage has not yet 

been decided. 

 The Central Bank of Cyprus 

has introduced money 

movement controls for seven 

days in order to stabilize the 

system. These temporary 

controls are being reviewed 

daily and will be lifted once 

the situation stabilizes. 

Furthermore, the International 
Monetary Fund (IMF), the 
European Union and the 
European Central Bank will, 
under a jointly supported 
economic program, provide a 
€10 billion loan to Cyprus to 
refinance its public debt and 
support achievement of its 
macroeconomic targets. Unlike 
the agreement with Ireland, 
Greece and Spain, the European 
Union will not support the 
recapitalization of the two 
banks, hence the impact on their 
depositors.  
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This is a momentous plan for Cyprus 
because despite the short-term pain of 
adjusting to a stricter framework of 
fiscal discipline, the plan: creates a 
more robust banking sector; ensures 
the sustainability of the public debt; 
and allows international investors to 
reaffirm their presence in a financially 
healthier Cyprus. IMF chief Christine 
Lagarde stated, "We believe that this 
will form a durable and fully financed 
solution" and that the deal was "a 
comprehensive and credible plan" to 
help restore trust in the Cypriot 
banking system. 

Naturally, investors and professional 
advisors are questioning the situation 
in Cyprus and the country’s prospects 
as a business and financial center.  

Although the recent events may have 
shaken the confidence of international 
investors in Cyprus as a financial and 
banking center, after the Eurogroup 
agreement, the tax system of Cyprus 
has remained fundamentally 
unchanged.

Most tax, legal and regulatory benefits 
that companies enjoy currently in 
Cyprus remain unchanged with only a 
minor increase in the corporate tax 
rate (from 10% to 12.5%). In addition, 
the Special Defence Contribution rates 
will increase to 30% for interest from 
deposits paid to Cyprus residents 
(currently 15%). Such changes should 
not affect groups that structure their 
worldwide assets and financing 
transactions through Cyprus. 

More specifically, the following 
benefits still exist: 

 Exemption from any tax of profit 

on disposal of ‘titles’ 

 Participation exemption on 

dividend income 

 Tax-free repatriation of profits in 

the form of dividends to non-

Cyprus tax residents 

 Tax-free payments of interest and 

royalties to non-Cyprus tax 

resident beneficiaries  

 No controlled foreign corporation 

(CFC) rules or thin capitalization 

restrictions 

 Simple transfer pricing framework 

 Applicability of the various 

favorable double tax treaties to 

which Cyprus is a signatory.  

The takeaway 

Even after introduction of the 
aforementioned changes, Cyprus 
should still hold a competitive 
advantage in terms of a favorable tax 
regime. This competitive advantage 
may be further reinforced as the 
government plans to introduce new 
incentives to attract international 
investment and business. 

We will continue to monitor the 
developments in Cyprus. In addition, 
we are available to discuss issues that 
you may face as a result of the recent 
banking disruptions in general and 
the restructuring of the two banks in 
particular.   
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For a deeper discussion, please contact: 

International Tax Services, United States 

Constantinos Leontiou      

(646) 471 0942      

constantinos.leontiou@us.pwc.com  

  

International Tax Services, Cyprus 
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(357) 2255 5300 
stelios.violaris@cy.pwc.com  

Jovanna  Tannousis 
(357) 2255 5393 
jovanna.tannousis@cy.pwc.com  
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