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Controlled Foreign Corporations (“CFC”) Rules in Cyprus 
 

1. What is a CFC 

A CFC is defined as a company not tax resident in Cyprus or a permanent 

establishment (“PE”) outside Cyprus of a company tax resident in Cyprus 

whose income is not taxable or exempt in Cyprus if the following two 

conditions are met:  

➢ In the case of a non – Cypriot tax resident entity, the Cypriot tax 
resident company (“the Controlling Entity”), alone or together with 
its associated enterprises (companies with more than 25% 
participation), holds a direct or indirect participation of more than 
50% in such entity. The threshold is determined in terms of 
participation in the share capital, voting rights or the entitlement 
to profits  

➢ The company or PE is low-taxed, i.e., the income tax it pays is lower 
than 50% of the Cypriot corporate income tax that it would have 
paid by applying the provisions of the Cypriot income tax law, ie 
profits of the CFC are taxed at less than 6.25%. 

 
2. When do the CFC rules apply 

 

A Cypriot Controlling Entity is obliged to add to its taxable income the 

profits or losses of the CFC, provided all the following conditions are 

satisfied: 

➢ the company is a CFC as described above,  

➢ the CFC has undistributed profits to the extent that such profits 
would be taxable in Cyprus, 

➢ the arrangements between the Controlling Entity and the CFC 
are not genuine arrangements and which have been put in 
place in order to take tax advantage,   

➢ the Controlling Cypriot Entity or persons related to the 
Controlling Cypriot Entity company based in Cyprus exercise 
the functions of significant persons, which functions actually 
contribute to the generation of the income of the CFC 

➢ the Cypriot rules on transfer pricing documentation have not been 
complied with and the transactions are not determined on the 
arm’s-length principle under the Cypriot income tax law 
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These rules limit the application of the CFC rules to entities that were 

not able to generate the income themselves, (considering the assets 

owned and the risks assumed), and in relation to which the significant 

people functions are carried out by the controlling Cypriot entity or 

persons in Cyprus.  

The above rules of taxing the CFC’s profits do not apply in the case of 

the CFC whose accounting profits:  

➢ do not exceed Euro 750.000 and the passive income does 
not exceed Euro 75.000 or  

➢ do not exceed 10% of its operating costs for the tax period 

 
3. Which transactions are considered as “genuine transactions” 

 
➢ If the arrangements between the Controlling Entity and the CFC are 

not genuine arrangements and have been put in place in order to 
take “tax advantage”, then the CFC rules would apply.   

➢ For the purposes of the previous paragraph, an arrangement or a 
series thereof shall be regarded as non-genuine to the extent that the 
entity would not own the assets or would not have undertaken the 
risks which generate all, or part of, its income if it were not controlled 
by a company where the significant people’s functions, which are 
relevant to those assets and risks, are carried out and are 
instrumental in generating the controlled company's income. 

 

Tax advantage would include arrangements whereby there is: 

➢ reduction, avoidance or deferral of taxation 

➢ creation or increase in refundable taxes 

➢ claiming or increase in claiming tax allowances / exemption / 
losses 

➢ avoidance or reduction of withholding taxes 

 
4. CFC’s income to be included 

 
➢ The income to be included is the income of the CFC not distributed 

to the Cypriot Controlling Entity within the same tax year or within 
the 7 months following the year end 
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➢ The income to be included in the tax base is calculated in accordance 
with IFRS or other accepted accounting standards. 

➢ The income to be included in the tax base is calculated in proportion 
to the entitlement of the Cypriot Controlling Entity to receive profits 
of the entity. 

➢ The income is included in the tax year in which the tax year of the 
entity ends. 

 
5. CFC - avoidance of double taxation 

  

Double taxation on the profits of the CFC attributable to the Cyprus 

Controlling Entity should be avoided. Cases where there could be double 

taxation could be as follows: 

➢ where the CFC distributes actual dividends to the Controlling 
Company out of profits on which tax already paid under CFC rules 

➢ where the profits of the CFC have been subject to withholding tax 
at source or tax in the country of residence of the CFC 

➢ where CFC rules have been applied also in other countries and on 
the same profits CFC tax was paid in another country  

➢ Where the taxpayer disposes of its participation in the entity, the 
part of the proceeds from the disposal previously included in the 
tax base is deducted from the tax base when calculating the 
amount of tax due on those proceeds, in order to ensure there is 
no double taxation. 

 
6. Practical implementation of the CFC rules in Cyprus 

 
➢ Any non – tax resident subsidiary of a Cypriot tax resident company in 

a zero or low tax country (with a tax rate of less than 6.25%) will fall 
under the Cypriot CFC rules and taxed according to the Cypriot tax 
legislation unless actually distributed within seven months from the 
year end of the CFC. 
 

➢ The profits to be included are those which can be attributed to 
functions and activities performed on behalf of the CFC by people 
resident in Cyprus and working for the Cypriot Controlling Entity. 
 

➢ Therefore, it is important that the CFC should have adequate 
resources in people and facilities to operate in its country of residence 
and generate the profits. 
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7. CFC v Actual Distributions 

 

CFC Rules  

➢ Attributable profits are taxed based on Cypriot tax rules and on 
financial statements prepared under IFRS. 
 

➢ Such attributable profits will be taxed at the rate of 12.5%. 
 

➢ Normal exemptions of income from taxation apply such as 
gains from sale of securities, dividends etc. 

 
➢ The income of the CFC is not taken into consideration for the 

deemed distribution rules of Cyprus for special defence 
contribution purposes (“SDC”).  

 
➢ The deemed distribution rules do not apply in cases where the 

shareholders of the Cypriot Controlling Entity are not Cyprus 
tax residents (companies or individuals) or Cyprus tax resident 
but non - Cyprus domiciled individuals. 

 

Actual Distributions by the CFC 

o Dividends received in Cyprus are exempt from corporation tax. 
 

o Dividends received in Cyprus which directly or indirectly arise 
from active business are exempt from SDC, irrespective of the 
taxation or not in the hands of the CFC.  

 
o Dividends received in Cyprus which directly or indirectly arise 

from passive business are exempt from SDC, assuming they 
have been taxed at least at 6.25% in the hands of the CFC. If not, 
such dividends received will be taxed for SDC at the rate of 17%. 

 
o The dividends received from the CFC are taken into 

consideration for the deemed distribution rules of Cyprus for 
SDC.  

 
o As mentioned above, the deemed distribution rules do not 

apply in cases where the shareholders of the Cypriot 
Controlling Entity are not Cyprus tax residents (companies or 
individuals or Cyprus tax resident but non - Cyprus domiciled 
individuals. 

 


