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Developments in
Cyprus

N3MeHeHnsa B
3aKoHOAaTeNbCTBE
Kunpa



Changes to treatment of financing
arrangements

« Announcement of Cyprus tax authorities in February 2017
« Circular issued on 30 June 2017
« Abolishes the acceptable minimum margins (0.125% to 0.35%) on back to

back financing from 1 July 2017

 Effective from 1 July 2017 for all existing and future financing
arrangements that fall within the scope of the Circular (back to back loans
and certain other types of financing arrangement)

« Going forward must be supported by transfer pricing analysis.

HoBble 0COBEeHHOCTU HanoroobnoxeHumd
COENOK NO BHYTPUTPYMNMoOBOMY
(MHaAHCUPOBAHUIO

+ O npeacroswmnx naMmeHeHusax obbasneHo B espane 2017 roaa;
« Unpkynap onybnukosaH 30 nioHa 2017 roaa;

« OTMeHa MMHUMaNbHOW BENYUHBI NPOLEHTHON MapXu (B pa3Mepe oT
0,125% po 0,35%) B OTHOWEHWM BHYTPUIPYNMOBbIX NapasnfienbHblX 3aMMOB
c 1 monsa 2017 roaa;

* [pumeHseTca ¢ 1 niong 2017 roaa B OTHOLWEHUU BCEX CYLLECTBYOLWNX U
6yaywmnx BHYTPUrpynnoBbiX 3aMMOB, COOTBETCTBYOLWMX KPUTEPUSAM,
yCTaHOBNEHHbIM LMpKynspoM (BHYTpUrpynnoBble napassienbHble 3anMbl U
WMHble BMAbI CAEMOK NO BHYTPUIrPYNNOBOMY (DMHAHCMPOBAHUIO);

« BbllWeykasaHHble cAenkn, 3akatodaemble ¢ 1 uonsa 2017 roga, 6yayt
noanexaTtb aHann3ly CorslacHo npaBuaM TpaHChEepPTHOro LeHoo6pa3oBaHMUs

(TLO).



Circular on intra-group financing LinpKyndap o BHYTpUrpynnoBom

Scope and approach (prHaHCMpoBaHUM
O6nactb NPUMEHEHUSA U NMOAX0A

MPUMEHSIETCS K BHYTPUTPYNMNOBbIM 3aiMaM

Applies to intra-group financing transactions

- Granting of loans or cash advances * Bblgaya 3anMMoB nnu ccya,;

- The funding is provided to related companies (“related” as defined in * 3aliMbl BblAAOTCA B3aMMO3aBUCMMbIM KOMMNaHUSAM (B MOHMMaHuu Pasgena 33
Section 33 of Income Tax Law) 3akoHa «O Hanore Ha NpubbIb»);

« Loans are financed by borrowings from related or unrelated parties, cash * 3aiMbl NPEAOCTAB/IEHBI 3a CYET CPEACTB, NPUBJIEYEHHbIX B BUAE 3aIMOB,
advances or debentures AEHEXHbIX CCYA WKW AONTOBbIX LLEHHbIX 6yMar oT B3aMM03aBUCUMbIX U

HE3aBUCUMDbIX NNL,

PbIHOYHbIN XapakTep LueHoobpa3oBaHus

Arm'’s length principle

» Necessary to determine whether remuneration complies with arm’s length « Heo6X0AMMO OnpenensTb COOTBETCTBME BO3HArPaXAeHUs No caenkam
principle. PbIHOYHOMY MHTEpPBanNy;

» Does it correspond to price which independent parties would apply in * COOTBETCTBYET NN BO3HArpaXJeHue ypoBHIO LIeH, YCTaHaB/IMBAEMOMY
comparable circumstances? He3aBMCMMbIMU CTOPOHaMM B aHaslorMyHbIX 06CTOATENbCTBAX?

« Comparability analysis required. » TpebyeTca aHanM3 conoCTaBMMOCTH;

Functional & risk analysis @OYHKUMOHANbHbIA @aHaNM3 1 aHaan3 pMCcKoB

« Determine characteristics of financing transaction. « onpejeneHne XxapakTepucTuk caenku no npeaocraBieHnio 3aMMoB;

« Relevant characteristics are terms, functions of parties, assets used and * K/IIOYEBbIMU XapaKTEPUCTUKAMWN CAENKM ABNAOTCSA YCNOBUS, DYHKUNU
risks assumed. CTOPOH, UCMOJSIb3yeMbl€ aKTUBbl U MPUHUMAEMbIE PUCKU;

« Establish the appropriate level of equity at risk. + pacyeT Heo6X0AMMOro YPOBHSA COBCTBEHHOIO KanuTana noj pMckom.
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A simplification measure will be available for group
financing companies which perform a purely
intermediary activity and which do not wish to
undertake the required TP analysis.

A transaction is deemed to comply with the arm’s
length principle if there is a minimum return of 2%
after-tax on assets.1

1 Ratio will be regularly reviewed by the Tax Department
based on relevant market analyses.

© 2017 Deloitte Limited

ANnsa KOMMNaHWN, OCYLECTBASAOWMNX UCKIYUTENBHO
nocpeaHnYyeckne MYyHKLUMN N He XKenarLimx
NpoOBOANTb MOJTHOLEHHbIM aHann3 TpaHchepTHOro
LeHoobpa3oBaHus, 6yayT npeaycMoTpeHbl

yrnpoLleHHble Npoueaypbl.

Cpaenka 6ypeTt npM3HaHa COOTBETCTBYOLLEN
NpUHLUMNAM PbIHOYHOIO LeHOO6pa3oBaHMs Npu
nokasaTtensx peHtabenbHOCTN OT 2% nocne
HanoroobnoxeHums.1

1 YpoBeHb MapXu peryndapHo nepecMmaTtpuBaeTcsa HanoroebiM
yrnpaBJeHMEM Ha OCHOBAHUN TEKYLWNX NHPOPMALIMOHHBIX
AAHHbIX O pbIHKE.

TP for Financing Companies



Regulated financing and treasury
companies
Arm’s length return

« For companies performing functions similar to those of regulated financing
and treasury companies, a return on equity of 10% after-tax can be
observed in the market and can be considered as arm’s length.

» This % to be regularly reviewed by the tax authorities.

« HOWEVER not expected that many financing companies will fit the above
profile.

dOnHaHCOBbIE N Ka3Ha4Yenckme KOMrnaHum,
peryampyemMble rocyaapcTtsoMm
PbiIHOYHaa peHTabenbHOCTb

« [Nna KOMNaHWK, OCYLLECTBAIWNX AeATe/IbHOCTb, COMOCTaBUMYIO C
AeATeNbHOCTbO (PUHAHCOBbLIX U Ka3HAYEeMNCKMUX KOMMNAHUIN, XxapakTepHa
Mapxa peHTabenbHOCTM B pa3Mmepe 10% nocne HanoroobnoxeHusi, KotTopas
N MOXET CYNTaTbCS PbIHOYHOM.

« YpoBEHb MapXu NOANEXUT perynsipHOMy NepecMoTpy HasloroBbIMM
opraHamu.

« C 60nbLoOn aonen BEpPOATHOCTM MOXHO OXUKUAATb, YTO HEMHOIMME KOMMaHuu,
y4acTByloLWMe BO BHYTPUrpynnosom mHaHCcMpoBaHuu, 6yayt
COOTBETCTBOBATb BbilLeyKa3aHHbIM KPUTEPUAM.



Substance TpeboBaHNA K YPOBHIO MPUCYTCTBUS
Presence in Cyprus [TpnucyTcTBmne Ha Kunpe

« "..it is imperative that a group financing company must have an * «...KomnaHus rpynrbl, y4acTBytolasi B c4esikax rno BHyTPpUrpyririoBomMy
uHaHcMpoBaHu1to, 4OJ/IKHa UMETb

« "“..the group financing company must have the to *  «.. KoMnaHus rpynrel, y4acTByroLasi B c4esikax rno BHyTpUrpyrnrnoBoMy
control the transactions performed”. UHaHCMpPoBaHUIO, 4O/IKHA UMETb

« A group financing can outsource the daily activities of risk mitigation. It « BblweykasaHHble KOMMaHMKW BNpase nepeaasaTb PYHKLUIO N0 MUHUMKU3ALUN
must however be able to: PUCKOB, peanm3yeMyto Ha exeaHEBHOW OCHOBE, NOAPSAHbLIM OpraHu3aumsMm.

I'Ile 3TOM, KOMMaHM4a A0/1PKHA NMETb BO3MOXHOCTb:

— determine the objectives of the outsourced activity; — onpepenaTb Lenu AeaTenbHoCTU, nepegaBaeMonr Ha noapsaa;

— decide to use the services of a risk mitigating provider; — MPUHUMAaTb peLleHne O NpUBJEYEHNN NOAPALAHON OpraHMu3aunm;

— assess whether the objectives are properly met; — oueHuBaTb cobnogeHne NoCTaBNEHHbIN Lenen;

— decide to modify or terminate the contract with the service provider; — NpUHUMaTb pelleHne 06 N3MeHeHNU UM pacTopXXeHnn 4orosopa c
noapsaYNKOM;

— actually perform these functions. — CaMOCTOSATENbHO OCYLWECTBAATb AaHHYIO (PYHKUMIO.

« Not entirely clear from the Circular what the substance requirements mean - B Linpkynspe oTCyTCTBYeT YUETKOE YKa3aHWe Ha TO, YTO BbllleyKa3aHHble
in practice — further clarity is required KpUTEPUM NPUCYTCTBUS 03HAYAIOT Ha NpaKTUKeE, B CBSA3WN C YeM TpebytoTcs
[lOMOJTHUTE/bHbIE PA3bSCHEHUS.



Substance TpeboBaHNA K YPOBHIO NPUCYTCTBUS
Criteria Kputepumu

AunpekTtopa
KOMMNaHnn NMpoBeaneHne
AOMXKHbI 6bITb 3acenaHum
HaNoroBbIMMU npaBneHns Ha
pe3ngeHTamu Kunpe
Knnpa

Cyprus tax Board meetings
resident directors in Cyprus

MpoBeneHne Hanuune
obwmnx cobpaHum KBanupuuym-
aKLMOHEPOB Ha pOBaHHOIO

Kunpe rnepcoHana

Shareholders’
meetings in
Cyprus

Qualified
personnel

May subcontract functions that do not have a significant impact on risk
control

Hannuue npaBa Ha nepegavyy GyHKUWIA, HE UMEIOLWMX CYLLECTBEHHOIO
BINSIHWUS Ha yrNpaB/ieHNe pUCKaMu, Ha BHELWHWI noapsaa

© 2017 Deloitte Consulting LLC 9



TP Analysis
Steps to be followed

« The Circular provides that a TP analysis should consist of the following
elements:

— Identify transactions.
— Functional & risk analysis.

— Comparability analysis.

© 2017 Deloitte Consulting LLC

AHanun3 TUO
HeobxoanMblie MeponpuUsTUS

» CornacHo TpeboBaHuam Uupkynsapa, aHanm3 TLO gonkeH coaepxaTtb
cneayrowue sneMeHThbl:

— ornpeaeneHune caenok;
— aHanu3 MyHKUMA N PUCKOB;

— aHa/In3 CconoctaBnMMOCTH.

10



TP Analysis

Minimum requirements

Computation of equity
allocation required to
assume the risks

List of searched
potentially
comparable
transactions

General description of
market conditions

List of all previous
agreements with
entities under analysis
still in effect

Description of group,
inter-linkages and
value creation within
the group

Rejection matrix for
rejected potential
comparables with
justifications

List of all previous TP
agreements with
other countries in
relation to the
transactions

Projection of income
statements for the
years covered

Precise scope of
transactions analyzed

Final list of
comparable
transactions used

AHann3 TUO
MuHMManbHble TpeboBaHUS

Pacuet HopmaTuBa
[OCTaTO4YHOCTHU
Kanutana ans
NMOKPbITUS PUCKOB

Cnuncok
noTeHLUMaNbHO
COMOCTaBUMbIX
COENOK, BKJIIOYEHHbIX
B MOUCK

OnuncaHmne cocTosHUs
pbIHKaA

Cnu1coK AencCTBYHOLWMX
CornallieHum c

KOMMNaHNAMMU,
BK/TOYEHHbIMU B
aHanaus

OnucaHne npoduns
rpynnbl, CBA3EN U
npoLecca co3gaHuns
CTOMMOCTH

Kputepun
WUCKIIOYEHUS
CAEeNnoK u3 BbI6OpKK C
060CHOBaHueM

Cnuncok mncrekwmnx
cornalweHun o
LeHoobpa3oBaHuM C
ApPYrMMW CTpaHamMun B
OTHOLLIEHUN CAENOK

MporHo3 huHaHCOBbIX
pe3ynbTaToB Mo
COOTBETCTBYIOLLNM
nepvoaam

YeTkne pamku
aHann3npyembIx
caenok

OKOHYaTeNbHbIN
CMMUCOK COMOCTaBUMbIX
CAENOK, BKJIIOYEHHbIX
B BbIOOpPKY

"The Transfer Pricing Analysis should be prepared by a Transfer Pricing
Expert. It is expected that the transfer pricing analysis is submitted to
the Cyprus Tax Department by a person who has a license to act as an
auditor of a company according to the Cyprus Company Law and is
required to carry an assurance control confirming the quality of the
transfer pricing analysis.”

© 2017 Deloitte Consulting LLC

«AHanmn3 a5 yeneun TLO fosmKeH npoBoANTLCS crieymnaancrtom rno TLO».
O>knpaercs, 4to aHam3 TLO 6yaet nogaBaTbcsi B Hasiorosoe yripaBjieHne
Kunpa nuyom, umeroLmm IMLEH3NK0 Ha OCYLLECTBIIEHNE ayANTOPCKOU
AESATE/IbHOCTN B COOTBETCTBUUN C KUTIPCKUM 3aKOHOM «O KOMMaHUsax» , B
0653aHHOCTN KOTOPOro byaet BXoANTb MPOBEPKa AOCTOBEPHOCTU M KaYeCTBA
aHasnamnsa».
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Simplification Regime
Details

CRITERIA FOR A COMPANY TO QUALIFY
« Must meet the substance requirements mentioned in the Circular.

« Acts as an intermediary borrowing funds from related parties which

are on-lent to related parties.
|

SAFE HARBOUR

« Deemed to comply with arm’s length principle if there is a minimum return
of 2% after-tax on assets in relation to the transactions in question.

« This percentage will be regularly reviewed by the Tax Department based
on market analyses.

« The safe harbour only applies to funds borrowed from related parties and
on-lent to related parties - cannot be used for any other types of
transaction.

e
PRACTICAL ASPECTS

* No need for a transfer pricing analysis to be undertaken if the
simplification regime is opted for.

+ Use of the simplification measure will be indicated on tax return and
subject to exchange of information rules.

+ May weaken the beneficial ownership position as a company will be
indicating that it is a pure intermediary with no significant risks (and
normally no significant equity at risk).

© 2017 Deloitte Consulting LLC

YNpoLeHHbIN pexum
MoapobHass MHPOpMaUUS

Ana npyuMeHeHUs yNnpoLEeHHOro pe)XxMMa KOMNaHus AOJI)KHa:
e COOTBETCTBOBATb KPUTEPUSAM MPUCYTCTBUSA, YKasaHHbIM B Linpkynsipe;

s BbICTYNaTb B Ka4YecTBe NOCpPeAHMKA, 3aMMCTBYHOLLEro Yy
B3aMM0O3aBNCUMBbIX Nl ongd er,D,VITOBaHVIFI B3aMM0O3aBUCUMDbIX JINL.
|

«be3onacHas raBaHb»

* LleHbl cUMTAOTCA COOTBETCTBYIOLWMMM PbIHOYHbIM, €C/In HopMa
DEHTa6e}'IbHOCTVI paccMaTpuBaeMbIX caenok coctasnsetT oT 2% nocne
HanoroobnoxeHus;

HOpMa peHTabeNnbHOCTU NOANEXUT peryisipHoMy nepecMoTpy Hanoroebim
ynpasneHneMm Kurnpa c y4eToM AaHHbIX O PbIHKE;

«b6e3onacHas raBaHb» MPUMEHAETCA UCKNTHOYNTENBHO K CPEACTBAM,
3aMMCTBOBAHHbLIM Y B3aUM0O3aBUCUMbIX TNL, B LIENAX KPpeANTOBaHUA
B3aMMO3aBUCUMbIX JTNL, HE NPUMEHAETCA K UHbIM CAeJiIKaM.
L.__________________________________________________________________________|

NMPAKTUYECKMUE BOIMPOCHI

e B CNly4yae npuMeHeHus ynpoLeHHOro pexuMa nposegeHne aHanusa
TpaHcdepTHOro ueHoobpasoBaHus He TpebyeTcs;

*  MCNOJIb30BaHME YyNpOLWEHHOro pexnMa oTMe4YaeTcs B AeK1apauuvm un
noavnHsieTcs Tpe6osaHuam 06 o6MeHe nHpopmaymen;

*  BO3MOXHbl PUCKN B CBA3U C NMPUMEHeHneM KoHuenuum OrNA, nockonbKy
KOMMNaHua onpeaenseTt cebs UCKNUNTENbHO Kak nocpeaHuka, He
HecyLero cylwecTBeHHble puckn (0bbI4HO HE PUCKYOLWAa KanuTanoMm).



Impact of new rules

Financing company has the capacity to
perform significant functions and assume
significant risks and aligns with TP
principles of new Circular

AFTER 1 JULY 2017

EQUITY LOAN (FROM RELATED OR
THIRD PARTY)

LOAN (TO RELATED PARTY)

« Ensure have appropriate organizational substance.
« TP analysis to establish:

v Level of equity required to assume risks to ensure have
appropriate economic substance

v Arm’s length remuneration (Return on Equity?)

+ A pure intermediary financing company may wish to restructure to
introduce the necessary organizational and economic substance to align
with the Circular.

» Possibility to claim Notional Interest Deduction.

© 2017 Deloitte Consulting LLC

BnnaHme HOBbIX MnpaBwJi

[TocpeaHMK cnocobeH BbIMOSHATb
CyLLeCTBeHHble PYHKLUNN N HECTU
CYLLeCTBeHHble PUCKU, COOTBETCTBYET
TpeboBaHuaM Unpkynsapa

NMNOCNE 1 NKOJ1d 2017r.

COBCTBEHHbI 3AEM CPEACTB (Y
KAMUTAJ B3AMMO3ABUCKMOrO MU
HE3ABMCMMOIO JINLA)
BbIJAYA 3ANMA
KUMPCKASA KOMMNAHNA (B3AVIMO3ABUCUMOMY 1MLLY)

* HeobxoguMmo cobnoaeHune Tpe6OBaHMﬁ OpraHnM3aunOHHOIo NpUCyTCTBUA,

* aHanu3 TUO, no3sonstowmm onpeaenmTb:

v/ ypoBeHb CO6CTBEHHOIO KanuTana, Heob6xoanMbIn AN NOKPbITUS
PUCKOB, CBSI3aHHbIX C cobnogeHnem TpeboBaHun pakTn4eckoro
NpUCYTCTBUS;

v/ YpOBEHb PbIHOYHOIr0 Bo3HarpaxaeHus (peHtabenbHOCTb
KanuTana)?

* KOMMaHMS, BbINOJIHAOLWAS UCKIIUYMTENbHO NocpeaHnyeckmne yHKLMK,
MOXET NPOBECTN peopraHM3auunto B Lenax cobnioaeHns TpeboBaHni
(hakTMUEeCcKoro NpUcyTCTBUSA B COOTBETCTBMM C NOSIOXEHUAMU Linpkynsipa;

* BO3MOXHOCTb Bbl4E€TA YCJ/IOBHbIX MPOLIEHTHbLIX PpacXoa0B.

13



Circular on intra-group financing

Consequences of not aligning with the
Circular

« Lack of clarity at the moment, but possibly:

>

Exchange of information that the company is not aligned with the
Circular in terms of organizational and economic substance?

Can create beneficial ownership of income and withholding tax
issues in the source country.

Adjustment of taxable income by the tax authorities.

Is there a risk of transactions being re-characterized e.g. as a fee
for intermediary services?

Existence of a TP/benchmarking analysis may be sufficient even
though company does not align with the organizational and
economic substance elements of the Circular?

© 2017 Deloitte Consulting LLC

LInpKynsap o0 BHYTPUrpynrnoBoMm
(dnHaHCMpoBaHUM

[Mocnencreusa HecobnwaeHnsa TpeboBaHUN
Linpkyndapa

° AB6CONOTHOM ACHOCTU HET, OAHAKO NMOTEHUMANIbHO BO3MOXHbI cneaywuwne
nocneancTeua:

>

obMeH nHpopmMaumen o ToM, YTO KOMMAHUS He COOTBETCTBYET
TpeboBaHuaM Linpkynspa B OTHOLWEHMN OPraHn3aLmMoHHOro 1
3KOHOMMWYECKOro MPUCYTCTBUA?

NMPpUMEHEHUNE KOHLEMLNN CbaKTVIL-IECKOI'O nony4yartensda AoXoaoB U
Tpe6OBaHMV1 06 YAEP>XXAaHUW Haslora B CTpaHeE NCTOYHUKa A0XoAa,

AoHauyncneHme Hanoroobnaraemoro 4oxoaa HasoroBbIMK OopraHamu,

CYLLLECTBYET /I PUCK NepekBanndukaumm caenok, HanpuMep, ans
Lenei ynnaTtbl BO3HArpaXKaeHus 3a NocpeiHnJYecKme ycnyrm?

ABNSgeTca nn Hanudme aHanusa TLO/cpaBHUTENBbHOrO
nccnenoBaHMa O0OCTATOYHbIM, AaXe ec/in KOMMNaHus He
cooTBeTCTBYET TpeboBaHMaM LiMpkynspa B OTHOLWEHNMU
OpraHM3aunMoHHOro 1 3KOHOMMUYECKOro MPUCYTCTBUSA?
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Take aways BbiBOAbI
Key points KniouyeBble acneKThl

* Analyze impact and choose approach + [poBecTn aHann3 BO34eNCTBUA U BblbpaTb NPUMEHUMbIA NOAXOA,;

@ « Simplified measures

« Full TP analysis

* YMPOLUEHHbIA PEXUM;

* MNOJSIHOUEHHbIN aHanu3 TUO;

+ Be aware that approach chosen may affect risks in other
jurisdictions

« [lpu BbIGOpPE NOAXOAA YUUTbIBATb BO3MOXHbIE PUCKM B APYTUX
OPUCANKLMSAX;

+ [puBnekaTb CNeunanncToB ANs COCTaB/IEHUSA aHanmn3a u
AOKyMeHTauuu no TUO;

Engage experts to prepare TP Analysis and Documentation, as
appropriate

«  OueHnTb HeobxoaAMMOCTb 0O6HOBIEHUSA COrnaweHnn o

« Consider whether to update intercompany loans agreements !
BHYTPUIpynrnoBbIX 3aMMax.

000
©00 &

© 2017 Deloitte Consulting LLC "



Services
What can Deloitte offer?

« Assistance with:
— TP analysis including functional and risk analyses
—  benchmarking

— TP documentation

© 2017 Deloitte Consulting LLC

Ycnyru
YeM Mbl MOXXEeM NMoMoYb?

¢ Mbl MOXEM OKa3aTb COAENCTBUE B:
— noarotoBke aHanusa TUO;
—  NpoBeAeHWUM CPaBHUTENBbHOIO UCCea0BaHus;

—  cocTaBneHun gokyMmeHTauum no TLO.

16



Deloitte.

[Mogrotoska TLO
AOKYMeHTauunu

Preparation of TP
documentation

Bnaanmnp Ennzapos / Vladimir Elizarov
19 uona 2017 ropa / 19 July 2017
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TpeboBaHuna Kk aHannly no TUO

« AHanus no TUO gosxeH coaepXkaTb cneayroLlee:

1.

OnuncaHune pacyeTa annokaumm cobCTBeHHOro KanumTana,
HeobxoaMMoro Ans NPUHATUS PUCKOB.

. Obuiee onucaHme rpynnbl U PbIHOYHbIX YCIOBMI, @ TaKXXe OnucaHume

MeXaHM3Ma Cco34aHUs CTOMMOCTU Ha OCHOBE aHa/in3a BbIMNOSIHAEMbIX
byHKUUI, NPUHMMAEMbIX PUCKOB M MUCMOJIb3YEMbIX aKTUBOB
CTOPOHaMWN KOHTPOSIMPYEMbIX CAESNOK.

. MonHoe onucaHne ycnoBuiA KOHTPOTMPYEMbIX CAENOK.

. CTpaTermo MOMUCKa, MeEXaHNU3M AN OTKJIOHEHUA NOTEHUMAIbHO

COMOCTaBUMbIX CAEMOK, @ Takxe MHaNbHbIN CNNCOK (BbIOOPKY)
0TOB6paHHbIX COMOCTAaBUMbIX CAENOK ANS pacyeTa pbIHOYHOMO
WHTepBana LeH.

. Cnucok Bcex Npeablaywmx gorosoposB no TLO, 3akNOYeHHbIX C

APYrMMWU CTpaHaMM B OTHOLUEHUU KOHTPOSIMPYEMbIX CAENOK.

. CNMCcoK Bcex CyLLECTBYIOLWMX AOFOBOPOB, 3aK/HOUYEHHbIX C

aHaNnU3MpyemMon KoMnaHuen(ssMm) paHee U AeNCTBYOWMX HA MOMEHT
nogaymn otyeta no TUO.

. MporHo3 oTyeTa o NpmbbINAX N YObITKax 3a roj, 3a KOTOpbIn

nogaetcs otyeT no TLO.

TP analysis requirements

« The TP analysis should include the following:

1.

Description of the computation of equity allocation required to
assume the risks.

. A general description of the group and market conditions, including

the description of the value creation based on the analysis of
functions performed, risks born and assets used by the parties to
the controlled transactions.

. A full description of terms of the controlled transactions.

. Search strategy, mechanism justifying the rejection of the

potentially comparable transactions, including the final sample (list)
of the selected comparable transactions for the analysis of the arm’s
length price.

. A list of all previous TP agreements concluded with other countries

in relation to the controlled transactions.

. A list of all previous agreements concluded with entity(ies) under

analysis, which are still in effect at the time of the submission of the
request.

. A projection of the income statements for the year covered by the

request.



AcnekTbl MeTogonornn no THO

Ecnn B xoae cpaBHMUTENbLHOMO aHaln3a BbISIBIEHO, YTO KOMMNaHUS,
coBepLllalLas BHYTpurpynnosble ¢hMHaHCOBbIE caenkn Ha Kunpe
(nanee - KoMnaHus), BbinoaHAeT GYHKLMKM, CONOCTaBUMbIE C
perynmpyemMmbiMn (OMHAHCOBbIMW KOMMAHUAMN U UMEET YPOBEHb
COBCTBEHHOro KanuTtasa, COOTBETCTBYIOLWNA KPUTEPUIO
KpeanToCcnoCobHOCTU, CYNTAETCS, YTO YpOBEHb COBCTBEHHOIO
Kanutana KomMnaHum aoCTaToO4HO BbICOK AN TOro, 4tobbl HECTU
(1HaAHCOBYIO OTBETCTBEHHOCTb B COOTBETCTBMU C MPUHMMAEMbIMU
puyCKaMu.

B cnyyae ecnu B Xxo4e CpaBHUTENbHOMO aHan3a BbisiB/IEHbI
CywecTBeHHble pa3nmuns B GyHKLUMOHANbHOM npoduie, HeobxoanMo
NCMosib30BaTb MHble METOAbl MPU OLEHKe YPOBHSA COH6CTBEHHOIO
KanuTana, HeobxoaAMMOro Ans NpUHATUS PUCKOB, B YaCTHOCTH,
MeTOoAbl aHanmn3a KpeauTHoro pucka. [laHHble MeToAbl OCHOBaHbI Ha
aHanuse byxranTepcKonm OTYETHOCTU, PbIHOYHbIX YCIOBUIA U APYTUX
¢daKkTopoB, KOTOpblE OKa3bIBAOT BAUSHWE Ha onpeaesieHne pUcKos,
CBSI3aHHbIX C PUHAHCOBOW AeATEeNIbHOCTbIO.

CyLLeCcTBYIOT HECKOIbKO NoaAXxoAoB K Bblbopy MeToda TLO B paMkax
aHanmsa duHaHCOBbIX caenok. Hanbonee yacTto Mcnosib3yeMbiMu
ABMSAOTCSA MeToA COMOCTaBUMbIX PbIHOYHbIX LieH (aanee — metoa CPL)
n conoctaBnuMon peHTabenbHocTn (ganee — metog CP).

BHe 3aBMcHMMOCTU OT BblbpaHHoro Metoga TLLO ocHoBHas uenb
aHanusa — 3TO YCTaHOBJIEHME NPOLEHTHbIX CTaBOK /
LeHoobpa3zoBaHWe N0 BHYTPUIrpynnoBbIM 3ariMaM.

Aspects of TP methodology

« If the comparability analysis reveals that a company conducting
intra-group financing transactions in Cyprus (hereinafter — the
Company) performs functions comparable to the regulated financing
companies and has an equity level complying with solvency criteria,
it is deemed that the equity level of the Company is high enough to
face the financing consequences when the risks occur.

« When the comparability analysis reveals significant differences in the
functional profile, it is necessary to refer to other methods in order
to access the equity level required to assume the risks, in particular
the credit risk analysis methods. Such methods are based on the
analysis of the balance sheets, market components and other
factors important to determine the risks related to financing activity.

« There are several approaches to the selection of TP methods for
analysis of financing transactions. The Comparable uncontrolled
price method (hereinafter - the CUP method) and the Transactional
net margin method (hereinafter - TNMM) are the most frequently
used.

» Regardless of the selected TP method the main aim of the analysis is
to define interest rate / pricing of the intra-group loans.



[MTpuMeHeHne MeToaa CPL,

« [nsa uenen cootsetcTBmna TLLO 0b6enx cTpaH, pe3anaeHTaMm KOTOpbIX

ABNSAIOTCA CTOPOHbI CAENKN, peKoOMeHAYyeTCs NpoBOAUTb
CpaBHUTENbHbIAN aHANN3 Ha OCHOBE MH(OopMauMn N3 o6LLen0CTYMHbIX
NCTOYHWUKOB.

NMpumeHeHne MeToga CPLL MoxeT 6bITb OCHOBaHO Ha aHanuse
PbIHOYHbIX MPOLEHTHbIX CTaBOK /IM60 YPOBHSA A0X04a CONOCTaBUMbIX
KOMMNaHuMN.

B cBs3u ¢ TeM, 4To Hanbonee 4yacTto UCNosb3yemMbiM METOAOM A/14
aHanusa dumHaHcoBbIX onepaunn aengetca CPL, ncrouHnkamm
nHdopMaumm ana aHanmsa obbl4HO CNyXaT MHPOPMALMOHHO-
LeHoBble areHTcTBa (Bloomberg, Thomson Reuters), nockonbKy B
HUX MOXET coaepXaTbCsa Hanbonee nonHas nHdopmaumsa o
COMOCTaBUMbIX caenkax. 3a4acTyro NpuMeHseTcs «BHelwHnn CPL»,
NOTOMY UYTO O6bIYHO MHpOPMaLMM O BHYTPEHHMX COMOCTAaBUMbIX
caenkax HegoCTaTo4HO.

OTnpaBHOW TOYKOWN ANSt CPABHUTENbHOIO MCCNenoBaHUAa C
ncnonb3oBaHmeM mMetoaa CPL saBnsetcs aHanu3 cneumduyeckunx
YCNOBUM KOHKPETHOM CAENKN, TaKMUX KaK: CpOK, CyMMa, BantoTa
3aMMa, TN NPOLEHTHOWN CTaBKU, OTpac/ib U CTpaHa BeAeHns busHeca
3aeMLmKa, Hannyme obecneyeHumns, NepmoamyHoOCTb BbINaaTt Mo 3ammy
n apyrme akTopbl, OKasbiBalowWwme BANSHUE HA MPOLEHTHYIO CTaBKY.

Application of the CUP method

To comply with TP legislation of both countries, which the parties to
the transaction are residents of, the benchmarking study should be
performed based on information from publicly available sources.

The application of the CUP method may be based on the analysis of
arm’s length interest rates or the amount earned by the comparable
companies.

Taking into account that the CUP method is most frequently used to
analyze financial transactions, the pricing & information agencies
(Bloomberg, Thomson Reuters) are considered as reliable sources of
information, as they contain notably full data on comparables. The
“external CUP” is generally applied due to insufficient information on
internal comparables.

The starting point of the benchmarking study under CUP method is
the analysis of specific terms of a particular transaction, such as:
term, amount, currency of the loan, method of determination of the
interest rate, industry and country of the business of the borrower,
the existence of the collateral, payments frequency and other factors
affecting the interest rate.



[MpnmeHeHne Mmetona CPL (2)

« CpaBHUTENbHbIN aHann3 GUHAHCOBLIX CAENOK, KaK npasuno,
BK/IIOYAET cneaylolime waru:

1.

AHanNn3 KpeanuTocnocobHOCTN / KpeaAUTHOro pernTuUHra 3aemMuymka c

NCMosib30BaHNeEM Ny6SIMYHO AOCTYMHbIX METOAMK OLLEHKM
KpeauTHOro penTtuHra, nybnmkyemoix, Hanpumep, Moody’s nnm
S&P.

. Nonck conoctaBMMbIX BHEWHUX CAeNOK (3amMmoB, obnuraumn),

KOTOpble 06/1a4al0T XapakKTePUCTUKAMU, CXOXUMU C
BHYTPUIPYMMNOBbIM 3aMOM.

. Onpe,qeneHMe MHTEpPBAJia PbIHOYHbLIX MPOLEHTHbLIX CTAaBOK MyTEM

aHanmnsa BblIGOPKKM COMOCTaBMUMbIX Obnuraunin nnn aHanmnsa
COMNOCTaBUMbIX PbIHOYHbIX KPUBbIX AOXOAHOCTH.

PacuyeT KOppeKTUPOBOK AJ1S NOBbILLEHUS COMOCTaBMMOCTU
HaWAEHHbIX AaHHbIX, NpU HEOBXOAMMOCTM.

. CpaBHEHMe CTaBKM BO BHYTPUIPYyMNMnoBOM 3aliMe C PbIHOYHbIM

NHTEPBAJIOM.

Application of the CUP method (2)

« As a rule, the benchmarking study of financial transactions includes
the following steps:

1. Assessment of the borrower's creditworthiness / credit rating
based on publicly available credit rating methodologies, published,
for example by Moody’s or S&P.

2. Search for external comparable transactions (loans, bonds) with
characteristics and terms similar to the intra-group loan.

3. Determination of the arm’s length range of interest rates by
analyzing the set of comparable bonds or market yield curves.

4. Calculation of adjustments to enhance comparability, if necessary.

5. Comparison of the intra-group loan interest rate with the arm'’s
length range.



[IlpumeHeHne metopa CP

* [lpumeHeHune meTona CP BK/OYaEeT creayrowme waru:

1.

Onpepnenernune 3atpaT KoMnaHMM Ha NpuB/IeYEHNE BHELLHENO
(bMHaHCKMpOBaHNA N aAMUHUCTPATUBHbIE DYHKLMUN.

. [lpoBeneHne CpaBHUTENBHOIO UCCNeAoBaHUS MO KOMMNAHUAM,

OCYLLIECTB/IAOLWMM NOCPEAHNYECKYIO (DUHAHCOBYIO AEATENBHOCTD,
N onpeaeneHne pbIHOYHOro MHTEpPBasia peHTabenbHOCTM 3aTpar.

. YCcTaHOBKa Mapxu / peHTabenbHOCTM 3aTtpaT KoMnaHuy,

HaxoAsiLencs B pbIHOYHOM UHTEpBase.

MepecyeT apHEeKTUBHOMN NPOLEHTHON CTAaBKK MO NMPUBIEYEHHOMY
BHewHeMy (PUHAHCMPOBAHUIO TakMM 06pa3oM, YTOObl MPOLEHTHbIN
aoxoa BkaoYan B cebs BennMUMHY pacxoaos KoMnaHuUM C y4eToM
YCTaHOBJ/IEHHON MapXwn / peHTabenbHOCTU.

Application of the TNMM

Application of the TNMM includes the following steps:

1. Determination of the Company’s costs for external debt financing

and administrative functions.

. Conducting the benchmarking study for companies engaged in

intermediary financing activity and determination of the full-cost
mark-up arm’s length range.

. Defining the arm’s length mark-up / profitability of the Company.

. Recalculation of effective interest rate for external debt financing

so that the accrued interest income includes the Company’s costs
in the light of determined mark-up / profitability.



Cneaymwouwme waru

C yyetoM BBeaeHus npasun TUO ang 3anmoB Ha Kunpe, poCCMNCKUM
KOMMAaHWAM cnieayeT NpuHAaTb BO BHUMMaHMe cneayrouime Bonpochl:

1. MNonagaeTt N1 KoMNaHusa noA AencTBue nonoxeHun Limpkynspa?

2. MoxeT nu 6bITb MPUMEHEH YMPOLLUEHHbIA PEXMM, U KAaKOBbI
BO3MOXHbIE€ Ha/IOrOBble NOCEACTBUSA €ro NPUMEHEHUS?

3. Kak cneayeTt paccuMTbiBaTb aanokaunto cobCTBEHHOro Kanutana?

4. KakoW noaxon K pacyeTy pbIHOYHbIX LEH cneayeT BbibpaTb?

Next steps

In the light of TP rules regarding loan transactions introduction in
Cyprus the following issues should be taken into account by Russian
companies:

1. Does the company fall under the provisions of the Circular?

2. Can the simplification measures be applied and what are the
potential tax consequences of their application?

3. How the equity allocation should be calculated?

4. What approach should be selected to calculate the arm’s length
prices?
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dakTnyecknin nonydyaTenb
noxopaa

Beneficial owner of income

Jinyo, npusHaBaeMmoe paKTUUECKMM noJsiyyaTtesniemM goxoaa A person

CaMocToATEeNIbHOE UCMNO/1b30BaHUNE U/ Nnmn
pacnopsiXXeHune A0xXo040M

JInuo, B MHTEpecax KOTOPOro MHOE JINLO
pacrnopsXaeTcs J0X040M.

YUnTbIBAlOTCA BbIMOSIHAEMbIE TAKUM JINLIOM qDYHKLl,VIVI

N NpUHNMaeMble UM PUCKU

Jinuo, He Nnpu3HaBaeMoe
chakTyeckum nosiyyarenem poxoaa

OrpaHu4yeHHble MoHOMOYMS B NpaBe
pPacnopsiXXeHns A0X0A0M

OcylecTBneHne nocpeaHnyecknx MyHKUNn B
MHTEpecax MHOro Sinua, He BbIMOJIHSALee
WMHbIX PYHKUMIM 1 HE NpUHMMatoLee Ha cebs
pUCKOB

BbinnaTta NoO/IHOCTbIO MM YaCTUYHO A0X04a B
Mnosb3y MHOIMo nua, He nMeroLero npasa Ha
npuMmeHeHmne norot no CONAH npu npssMoM
rnosay4yeHunm

© 2017 Deloitte Consulting LLC

Entitled to use and/or dispose of income
received

of by another person.
The functions performed and the risks borne
shall be taken into account

A person, in whose favor the income is disposed

A person without beneficial ownership rights

Limited disposal powers with respect to income

received

Performs intermediary (conduit) functions
towards another person and neither performs
any other functions nor bears any risks

Pays income, in full or in part, in favor of
another person that would not be otherwise
entitled to apply the double tax treaty
provisions.
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daKTnyeckni nosiyyaTtesib 4oxoaa Beneficial owner of income

BO3MOXHbIM MUHUMAJbHbIN YPOBEHb Possible minimum substance for a finance
NPUCYTCTBUSA A1 PUHAHCOBOW KOMMaHUU company

He3aBUCUMbIV COBET ANPEKTOPOB Ha Kunpe ¢
BbICOKOKBaIMMOUUMPOBAHHLIMW YY4aCTHUKaMM (CO 3HAUYUTENbHbIM
01 onbiToM paboTsl B KpeanTHO-hUHaHCOBOI cdhepe),
NoONyYarLWMMN PbIHOYHOE BO3HArpaxaeHue n He 3aHMMatoWwmmm
aHaNnorn4yHble A0/HKHOCTU B APYrMX KOMMOAHUAX rpynmbl.

An independent Board of Directors in Cyprus consisting of highly
qualified members (with significant experience in finance) who
receive remuneration from the company at the market level and
do not act in similar roles in other companies of the group.

Hanuuune, no KpanHen Mepe, HECKOJIbKUX TOM-MEHEAKEPOB Ha At least several top-managers in Cyprus with experience in

02 Kunpe, nmewLwmx onbIT B KPEAUTOBAHUN TPETbUX NNL, (AO/IKHbI granting loans to third parties (they should receive 02
nosy4yaTtb pbIHOYHOE BO3HArpa>xaeHne n UCNosiHATbL CBOU remuneration at the market level and perform their functions in
o6s3aHHOCTK Ha Kunpe). Cyprus).

03 Hannuue Ha Knnpe AonxHbiM 06pasom obopyaoBaHHoOro oduca. Properly equipped office in Cyprus. 03

04 Hecenue peanbHbiX ONEPaLIMOHHbLIX PacX00B 3a cyeT Real operational expenses, paid from the income received. 04

NMOoNy4Y€EHHbLIX AOX0O0B

05 PeuvHBecTMpoBaHMWe NoJly4EHHOro A0X0Aa B CTOYHWKM,
reHepupytowme AONOAHUTENbHbIN (KenaTtenbHo,
Hanoroobnaraembin) Aoxoa.

Reinvesting income received into sources generating additional
(preferably taxable) income. 05

5 ©

06 JocTaTo4yHbin 06beM co6CTBEHHOrO KanuTana Ans MPUHATUA Ha

Own capital sufficient to undertake risks, including credit risks Q6
cebs pUCKOB, B TOM YMCNIE KPEAUTHBIX.

07 AoKyMeHTO060pOT Ha Kunpe, NOATBEPXKAAIOLLMIA AESTENBHOCTb Documentation and paper work in Cyprus sufficient to
KOMMaHWM U MPOLIECC NMPUHATUSA PELLUEHWN, B TOM YMCIE B E_|T| demonstrate the proper performance of the company and its 07
OTHOLUEHUM aKTUBOB U PUCKOB. process decision-making process, including the decisions with
respect to the assets and risks.
Bo3moxHble MUHMMaIbHbIE TPE6OBaHUS K YPOBHIO MPUCYTCTBUS AJIS TOATBEPXKAEHNS Possible minimum substance requirements to support the beneficial owner status are
akTn4eckoro npasBa Ha AOXO0A B HEKOTOPOU CTereHu COrnocTaBUMbl ¢ TpeboBaHNSMU similar to some extent to the requirements stipulated in the Circular, but in practice
HOBOIro KMripCckoro LIM,DKyﬂFI,Da, OAHAaKO Ha rnpakKTruKe X BbINNOJIHEHUE MOXXET 6bITh meeting those requirements may be more difficult.

CJ/IOXKHEE.

© 2017 Deloitte Consulting LLC
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daKkTnyeckumn nonyyartenb oxona Beneficial owner of income
BivaHue HoBoro Lnpkynsapa Impact of the new Circular

S

Conducting the functional and risk
analysis may under certain
circumstances positively impact the
beneficial owner status of the company

B onpeaeneHHbIX ciy4vasx nposeaeHune
(dYHKLNOHAIbHO-PUCKOBOIr0 aHann3a
KOMMaHMN MOXET OKa3aTb MOSIOXUTENbHOE
BNIMSIHME Ha NpPU3HAHME KOMMNaHum
dakTnyeckmm nonyyatenem Aoxona

TP

Functional & risk analysis

A\
Simplification regime
Intermediary company

Acting as pure intermediary
financing company borrowing
and on-lending significantly
weakens the beneficial
ownership position

TUO
®yHKLNOHaNbHO-PUCKOBLIN aHann3

YNpoOLweHHbIN peXxxuMm
MpomeXxyTo4Hasi KoMMaHus

S

OcyuwectBneHne GyHKLUMN
MPoOMeXyTOYHON (PMHAHCOBOW
KOMMNaHWM, nony4atouen mn
BblAaloLWeN 3anMbl
B3aMM03aBUCMMbIM KOMMNAHUAM
CYLWEeCTBEHHO yBendmBaeT
PUCK NPU3HAHUS OTCYTCTBUS
daKTMyeckoro npaBa Ha A0X04

© 2017 Deloitte Consulting LLC 27



dakTnyecknn nonyyartenb Aoxoaa

«TpaH3UTHbIE» 3alMbl VS. BblueT no
ycnosHoMy npoueHTy (NID)

«TpaH3UTHbIe» 3aMbl/
Back-to-back loans

NHKo/
Foreign company

3aeM/Loan

N
KunpKo/
CypCo

3aeM/Loan

RusCo

N
[ PycKo/

3aeM/Loan

Beneficial owner of income

Back-to-back loans vs. Notional Interest
Deduction (NID)

BblueT no ycnoBHOMY npoueHTy/ Notional
Interest Deduction

4 N\
NHKo/
Foreign company
\_ J
Bknag B kanuTtan/
. \ 4 \ Capital contribution
KunpKo/
CypCo
. J
( N\
PycKo/
RusCo
G J

lpu npoyYnx paBHbIX yYC/I0BUSIX IPUMEHEHNE BbIYETA 10 YC/I0BHOMY MPOLEHTY MOXET ObiTb MEHEE PUCKOBAHHbIM PELLUEHNEM C TOYKU 3PEHUST KOHLENMUMMN
¢hakTyeckoro nosy4atesisi 4OX0Aa, YEM UCIMOJ/Ib30BaAHNE TPaH3UTHbIX 3aiiMOB. [lpy 3TOM CAeAyEeT y4YUTbIBaTb, YTO B TAKOM C/1ydYae rnepBoHayvyasibHbIM
UCTOYHUKOM PUHAHCUPOBAHMSI KUIMTPCKOM KOMMaHWUM AO/IKEH ObITb aKLUMOHEPHbIM KanutaJsi, YTo HaK/1aAblBAET OMNpPEAEIEHHbIE OrPaHNYEHMS.

With all else being equal, the use of NID, rather than of back-to-back loans, may bear less risks from the beneficial ownership concept standpoint.
However, with NID, the initial source of funding is always capital, which places certain restrictions on the structuring.

© 2017 Deloitte Consulting LLC
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