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A. Introduction 
 

As of 1st January 2015, the new amendments to the Russian Federation Tax Code 

will take effect. The new rules introduced can be broken down to four main pillars: 

 

 

 

The purpose of this report is not to provide an in-depth analysis of the new Law in 

Russia as we believe that the law has been adequately analysed already by 

Russian law and accounting firms. 

 

What we try to provide is a more practical approach by analysing also the 

options available to investors doing business through Cyprus and indicate the 

actions we believe are necessary to be taken for each possible option. 

 

 

 

 

New Law 
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Taxing 
Controlled 

Foreign 
Companies 

(CFC) and the 
need to 
disclose 
foreign 

structures. 

PILLAR II 

Recognising 
foreign 

companies as 
tax residents 
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The benefecial 
ownership of 

passive 
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Taxing the sale 
of shares of 

property rich 
companies. 
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B. The Four Pillars – Brief Analysis of the Law 
 

 

I. Taxing Controlled Foreign Companies (CFC) and the need to disclose foreign 

structures. 

 

The new law places an obligation to Russian tax residents to disclose by 

notifying the Tax Authorities, of any direct or indirect holding in foreign entities 

that exceeds 25% or 10% if such foreign entity is by more than 50% 

controlled collectively by Russian Tax residents. For 2015 there is a relaxation 

in the law and the percentage of control is set at 50% during this one year 

transition period. 

 

Further the new law, generally considers a foreign entity as a CFC if: 

 

 The entity is not a tax resident of Russia, and 

 Is controlled by a tax resident of Russia (physical or legal persons) 

 

The law provides for some exemptions, however, once a company will be 

considered as a CFC, the controlling person in Russia will be liable for taxation 

on the undistributed profits of the CFC at a rate of 20% for corporations and 

13% for individuals (instead of 9% which is the normal taxation rate of 

dividends). 

 

For CFCs situated in non-blacklisted countries that perform statutory audits, 

such as Cyprus, the Russian Tax Authorities will accept the audited Financial 

Statements as prepared in accordance with Cyprus Law. In all other cases, 

such as the BVI, the Russian Tax Authorities will need to calculate profits 

based on the Russian Standards. 

 

Please refer to the table below for the possible options available to investors 

doing business through Cyprus and the actions necessary in order to 

implement the chosen strategy. 
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STRATEGY AVAILABLE OPTIONS COMMENTS 

Reduce CONTROL 
below the CFC 

thresholds 

Use Discretionary Trust There might still be claims that there is 

an indirect control but at least with a 
Trust etc. an additional protective layer is 
added and provides grounds for arguing 

that there is no Control over the assets. 
In any event it is much better solution 
than a nominee structure where control is 

obvious. 

Insurance Policy Contracts 

Transfer ownership to an Escrow 

Agent 

Pledge the assets to a foreign 
Pledgee 

Reduce or eliminate 

tax liabilities 
generated in Russia 
from controlling 

entities in foreign 
jurisdictions 

Distribute profits on a yearly 
basis and make regular 
payments 

Allows a lower tax to be paid in Russia 
since the taxation rates of dividend 
income are lower than the taxation rates 

of CFC on undistributed profits 

Take advantage of the Russian 
Participation Holding 

exemptions by placing a Russian 
Holding company on top of the 
structure 

Dividends received by a Russian Holding 

company in a foreign entity that meets 
the Participation Holding criteria will not 
be taxed in Russia 

Safeguard Asset 
protection provided 
by holding assets in 

foreign jurisdictions. 

Use available tools for asset 
protection 

Safeguarding assets is of utmost 

importance and in most of the cases 
more important than tax saving. 
Depending on the chosen strategy one 

can sacrifice tax savings to ensure asset 
protection. 

Separate control and dividend 

rights of the foreign entity 

Ensure that CFC 
profits are calculated 
based on the foreign 

jurisdiction rules and 
not the Russian rules 

Use jurisdictions where 

statutory audits are performed 
(i.e. Cyprus) 

Calculating the profits of a foreign 

company under Russian rules can create 
significant tax exposure. Jurisdictions like 
Cyprus offer a very good solution as the 

financial statements as prepared in 
Cyprus will be accepted in Russia for tax 
payment. 

Redomicile or liquidate 
companies from jurisdictions 
that do not perform statutory 

audits  

Change the tax 

residency of the 
Beneficial owner by 
relocating outside 

Russia 

Obtain a Permanent residence in 
a foreign jurisdiction (i.e. 
Cyprus, UK etc) and become a 

tax resident of that jurisdiction. 

The law applies only to Russian Tax 
residents who own companies that are 
not tax residents in Russia. Therefore by 

changing the tax residency of the 
Beneficial owner from Russia to another 
favourable jurisdiction ensures that the 

Cyprus company will not be subject to 
the CFC rules. 

Obtain Citizenship in a foreign 

jurisdiction (i.e. Cyprus, Malta) 
and become a tax resident of 
that jurisdiction. 

Mix active and 
passive income 
activities to meet the 

80% active income 
exemption 

Identify the entities that 
generate active income and 
those with  passive income 

This strategy will be available for 

companies that have active income from 
trading and production of goods. 
Provision of services and trading in 

shares will not be considered as active 
income.  

Merge foreign companies so that 
you will achieve the right mix of 

active and passive income 
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II. Recognising foreign companies as tax residents of Russia 

 

A foreign company may be recognised as a Tax Resident of Russia if the 

effective place of management of the company is considered to be in 

Russia.  

 

If a foreign company will be considered as a tax resident of Russia, then it will 

need to pay taxes on its worldwide income, in Russia. Therefore, if the 

effective management and control of a Cyprus company will regarded as being 

performed in Russia, then this Cyprus Company will be taxed in Russia for the 

whole of its income. 

 

The law has specific and strict provisions on how this will be decided. Factors 

that will shift the effective management and control of a foreign company to 

Russia include: 

 

 the place where the relative majority of the board meetings are held is 

Russia, or 

 executive body activities  and top management functions are regularly 

exercised in Russia, or 

 bookkeeping of the foreign company is carried out in Russia, or 

 operational personnel management is conducted from Russia, or. 

 Books and records are kept in Russia. 

 

 

Please refer to the table below for the possible options available to investors 

doing business through Cyprus and the actions necessary in order to 

implement the chosen strategy. 
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III. The beneficial ownership of passive income paid from Russia. 

 

The new law introduces the concept of beneficial ownership of the passive 

income paid from Russia to foreign entities in conjunction with the applicability 

of the double tax treaties in such situations. 

 

STRATEGY AVAILABLE OPTIONS COMMENTS 

Create 
Stronger 
Substance in 

Cyprus 

Rent an office in Cyprus 
Having stronger substance in order to 

mitigate the risk for the Cyprus 
company of being considered as a tax 

resident of Russia is very important. 
Must be able to prove that the company 
is "active and alive" with office and 

employees in Cyprus. Listing in the CSE 
- A recognised stock Exchange of an EU 

Member state, will be an extra positive 
evidence 

Employ people in Cyprus 

Consider listing in the Emerging 
Companies Market of the Cyprus 

Stock Exchange (CSE) 

Use 

knowledgeable 
and qualified 

directors that 
will make all 
management 

decisions and 
functions 

Avoid using Power of Attorneys 

Must be in a position to prove that the 

management functions of the Cyprus 
company are performed by the 

Directors in Cyprus. The "bad habits" of 
the past should be stopped and must 
actively work towards ensuring that the 

effective management and control of 
the Cyprus company is in Cyprus. 

At least the majority of the Board 
of Directors to reside and meet in 

Cyprus. 

Use persons residing in Cyprus to 

operate and manage the 
company's bank accounts in 

Cyprus or abroad 

Avoid giving direct instructions to 
directors. Can make suggestions 
but the directors must think and 

decide 

Maintain books 

and records 
and accounting 

function  in 
Cyprus 

Outsource the accounting function 

to firms in Cyprus that provide 
accounting services 

Maintaining the books and records of a 
Cyprus company outside Russia should 
not be a difficult part. Cyprus has a lot 

of experienced accountants that can 
understand the business functions 

performed by international investors. 
Also technology have made significant 

improvements that can facilitate remote 
access to information 

Move servers that hold information 

about Cyprus companies outside 
Russia 

Online access to data 
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If the direct recipient of the income, i.e. the Cyprus Company, has limited 

powers regarding its disposal and basically acts as an intermediary which will 

directly or indirectly transfer substantially all of this income to another person, 

i.e. a BVI company, then there is a risk that the double tax treaty between 

Cyprus and Russia will not apply. 

 

In effect the new legislation tries to tackle what are commonly known as back-

to-back financing, royalties and dividend structures that were very popular in 

the past.  

 

Please refer to the table below for the possible options available to investors 

doing business in Cyprus and the actions necessary in order to implement the 

chosen strategy. 

 

STRATEGY AVAILABLE OPTIONS COMMENTS 

Holding 
Structures 

Use structures with the same or 

similar treaty benefits 
Must review all current structures 

and make the necessary changes so 
that the structure will be suitable. 
Also careful planning is required on 

the timing of various distributions 
that are going to take place.  

Avoid multi-layered structures so 
that the recipient of the income to 

be also regarded as the beneficial 
owner of the income 

Financing 
Structures 

Use structures where the lender 

provides loans to Russian entities 
out of its own capital rather than 
borrowings. 

Back to back financing structures 
with the minimum profit margin of 

0.35% are very popular in Cyprus. 
Investors must review these loans 

and evaluate the risks involved. Such 
loans may be converted to equity 
under some conditions without 

affecting significantly the tax 
efficiency of the structure. 

If back to back financing will be 
used, ensure that the interest 

rates used are such that allow the 
direct recipient of the interest to 

be largely regarded as the 
beneficial owner of the interest. 

Royalty 
Structures 

Use structures where the licensor 
is the owner of the IP asset that 

generates the royalty income such 
as the Cyprus IP Structures 

Investors must review their current 
IP ownership structures and take 
actions to transfer the IP assets to 

such jurisdictions that will allow 
efficient tax planning under the new 

legislation. Cyprus with the very 
attractive regime on IP generating 

income companies can be a very 
good possibility. 

If back to back licensing will be 
used, ensure that the royalties 
rates used are such that allow the 

direct recipient of the royalties to 
be largely regarded as the 

beneficial owner of the interest. 
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IV. Taxing the profit from sale of shares of property-rich companies in Russia. 

 

Up to now, the shares of companies that owned immovable property in Russia 

regarded as “movable property” and therefore taxed at the jurisdiction of the 

seller. 

 

For example, if a Cyprus company sold the shares of a Russian Company that 

held a significant number of immovable property in Russia, then under the 

treaty the right to tax this transaction was with Cyprus which was the 

jurisdiction of the seller. The new protocol of the Double Tax Treaty signed 

between Cyprus and Russia addressed this issue and from 2017, under the 

new treaty, such disposals would be taxed in Russia, i.e. the jurisdiction where 

the immovable property is situated. 

 

In effect the new legislation incorporates this provision, introduced recently to 

various double tax treaties, into the local legislation.  

 

It is worth mentioning that both the local legislation as well as the double tax 

treaty between Cyprus and Russia exempts the sale of shares of listed 

property-rich companies in a recognised stock exchange from the above 

provisions. 

 

The Cyprus Stock Exchange, and in particular the Emerging Companies Market 

(ECM) can be a good Market for listing Russian or other foreign companies that 

own property in Russia. The flexible legal system, the manageable 

administrative burden and the low costs involved in listing in the ECM 

synthesise the right environment for such listings. 
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C. CONCLUSION 
 

Taking into consideration the provisions of the new legislation it is evident that 

there is no single golden solution to all structures. Each situation should be 

assessed separately in order to decide the optimum strategy to be followed by 

each investor. As it is evident from the above tables there are various possible 

strategies and solutions that can be followed, each one with its own risks, 

advantages and disadvantages. Investors must calmly consider the options 

available and conclude to the right strategy to be followed. 

 

D. HOW KINANIS LLC CAN ASSIST YOU 
 

 Tax review and evaluation of the current structures in relation to CFC issues 

 Implementing any of the possible strategies mentioned in Tables 1-3. 

 Assist in creating better substance including the provision of office facilities, 

knowledgeable directors and bank signatories 

 Review of the current Holding, Financing and Royalty structures to evaluate 

the beneficial ownership issues that might be faced and provide and 

implement possible solutions. 

 Assisting in listing companies in the Emerging Companies Market of the 

Cyprus Stock exchange and acting as a Nominated Advisor for such 

companies. 

 

E. DEDICATED PUBLICATIONS 
 

 

Our firm regularly publishes dedicated publications regarding subjects of interest 

to the International Investors.  Please visit www.kinanis.com for an exhaustive list 

of our publications.  

 

 

Relevant publications regarding the subject are: 

 

http://www.kinanis.com/
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 Cyprus International Trusts Reborn.   

 Criteria and Conditions for Naturalization by Exemption of Foreign 

Investors/Businessmen. 

 Cyprus Permanent Residence Permits. 

 Listing on the Emerging Companies Market in Cyprus. 

 Dynamic Tax Planning: Ring-fencing Management and Control. 

 

 

F. DISCLAIMER  
 

 

This publication has been prepared as a general guide and for information 

purposes only. It is not a substitution for professional advice. One must not rely 

on it without receiving independent advice based on the particular facts of his/her 

own case.  No responsibility can be accepted by the authors or the publishers for 

any loss occasioned by acting or refraining from acting on the basis of this 

publication. 

 

December 2014  
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Our Firm  

 

Kinanis LLC, a law and consulting firm, is one of the leading and largest business law firms in Cyprus and 

advises for over 30 years the international investor and private clients on all aspects of law, tax and accounting. 

 

Kinanis LLC absorbed the business of its shareholders which are in the legal and consulting profession since 

1983, with local and international dimensions.  

 

Experience and practice over the years brought forward the need for transformation from a traditional law firm to 

a more innovative multidisciplinary firm providing a full range of services combining law and accounting with the 

extensive expertise in corporate and tax advice to ensure that our clients will obtain the best possible spherical 

advice adopting the principle as to the services offered "All in one place", so that the client will find a quick, 

correct and efficient solution to its daily legal, accounting and tax issues in a trustworthy environment.   

  

This combination of legal, accounting and tax services through our well qualified personnel and our involvement 

and participation in international transactions over the years, have established our firm as one of the key players 

in the field. Our involvement in international financial transactions has also provided us with the extensive 

expertise in representing groups, corporations, funds as well as the private client. 

 

The firm is staffed with around 80 young, energetic and ambitious professionals, including lawyers, accountants 

and administrators who provide prompt, efficient and high quality services and who are capable of meeting the 

current demanding challenges of the local and international business environment. 

 

We always look to give solutions in a simple and as possible quick way focusing on the needs of each client trying 

to anticipate the issues before becoming a problem. 

 

Kinanis LLC 

12 Egypt Street, 1097, Nicosia  

P.O. Box 22303, 1520 Nicosia, Cyprus  

Tel: + 357 22 55 88 88 – Fax: + 357 22 66 25 00 

E-mail: KinanisLLC@kinanis.com – Web site: www.kinanis.com  

 

Corporate Division 

Irene Christodoulou 

Fax: +357 22 76 28 08 

corporate@kinanis.com 

Accounting Division 

Charalambos Meivatzis  

Fax: +357 22 75 14 74 

accounting@kinanis.com    

Litigation Division 

Christos P. Kinanis 

Fax: +357 22 45 81 95  

litigation@kinanis.com  

Banking Department 

Myroulla Kyriacou  

Fax: +357 22 75 39 

banking@kinanis.com  

Tax Department 

Marios Palesis 

Fax: +357 22 75 14 74 

tax@kinanis.com  

 Accounting & VAT Department 

Demetra Constantinou  

Fax: +357 22 75 14 74 

accounting@kinanis.com 
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