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Annotation

The name of master thesis is “Design and inculcation of modern technologies of tax
planning, protection of assets and information in enterprises in Latvia and worldwide for tax
optimization purposes’.

Main goal of this master thesis is to do the research of low tax jurisdictions essence,
describe important solutions, to show benefit of inculcation of modern technologies of tax
planning as well as to analyze the connected problems. Second goal is to describe the
development tendencies of modern tax planning in Latvia and worldwide and to describe
directions of development of tax planning services.

Master thesis consists of the introduction; four produced parts; the conclusions and
proposals. The essence of low tax jurisdictions and development tendency in world market
were conducted in the first part of the master thesis. The business sectors, corporate functions
and working schemes of law tax jurisdictions were investigated in the second part of the
master thesis. Technology and schemes of protection of assets and information have been
analyzed in the third part of the master thesis. In the fourth part of the master thesis have been
produced the new structure of international holding companies and have been found the
advantages of holding companies for tax optimization purposes.

The main conclusion of this master thesis is — the market of tax planning services in
Latvia is developing and as a result is hardly predictable. But despite this fact, tax planning
take an important part in country’s financial market. The modern tax planning services
development is based and depends on country’s economical situation, the legislation and the
level of insurance from influence of undesirable factors as well as local and foreign capital

attraction.
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Anotacija.

Magistra darba nosaukums ir “ Modernu nodok]u planoSanas, aktivu un informacijas
aizsardzibas tehnologiju izstrade un ievieSana praks€ Latvijas un pasaules uzpémumos ar
mérki optimizet nodoklu maksajumus”.

Galvenais darba meérkis ir izpétit arzonu (offshore) jurisdikcijas butibu, aprakstit
vajadzigus risinajumus, pieradit modernu nodok]u planoSanas ievieSanas izdevigumu, ka ari
izanaliz€t ar to saistitas problémas. Otrais mérkis ir apskatit nodoklu planoSanas attistibas
tendences Latvija un pasaulé, ka arT moderna nodoklu planoSanas pakalpojumu virzienu
attistibu.

Darbs sastav no ievada, 4 iztirzajuma nodalam, secinajumiem un priekslikumiem.
Darba pirmaja dala tika veikta vispariga zemu nodoklu jurisdikciju analize, ka ar1 apliikotas
So jurisdikciju attistibas tendences. Darba otraja dala tika pétits biznesa sektors, korporativas
funkcijas un zemu nodoklu jurisdikciju darbibas shémas. TreSaja dala tika veikta informacijas
un aktivu aizsardzibas tehnologiju un shému analize. Ceturtaja dala tika izstradata jauna
straptautiskas holdinga kompanijas strukttra, ka ar1 tika identific€tas starptautisko holdinga
kompaniju izmantoSanas prieksSrocibas ar mérki optimiz&t nodok]u maksajumus.

P&c autora domam §1 petijuma galvenais secindjums ir — nodoklu planoSanas tirgus
Latvija atrodas attistibas stavokli un Iidz ar to ir griti prognoz&jams. Taja notiekoSie darijumi
ienem ieveérojamu vietu valsts kop€ja finansu tirgii. Nodoklu planosanas tirgus attistibas
pamata ir ekonomiska stabilitate valsti, sakartota likumdoSana, nodroSinaSanas pret

nelabvéligu faktoru ietekmi, ka arT paSmaju un arzemju kapitala piesaiste.
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AHoOTaN A

Tema marucrepckoit padboTel — «Pa3paboTka U BHEIpEHHUE COBPEMEHHBIX TEXHOJIOTHI
HAJIOTOBOTO TUTAHUPOBAHMSI, 3alIUTHl aKTUBOB W MH(OpMAIMK B MpeanpusaTus, kak Jlateuu,
TaK 1 BCEr0 MUPA C LIEJIbIO ONTUMHU3ALUU HAJIOTOB».

I'maBHasg wnenbp pabOTBl — H3YYHUTh CYIIHOCTh HH3KO HAJIOTOBBIX FOPUCAMKIIN,
paccMOTpeTb HEOOXOJMMBIE pELIeHHs, I0Ka3aTb BBITOAY BHEIPEHUS COBPEMEHHBIX
TEXHOJIOTHIl HAJIOrOBOr0 IUIAHUPOBAHMS, a TAKXKEe IPOAHAIN3UPOBATH CBSA3AHHBIE C 3TUM
npobnembl. Bropas nenb paboThl — paccMOTpeTh TEHACHIMH Pa3BUTHS TEXHOJOTHM
HaJIOTOBOTO IUIAHUPOBAHUSA, Kak B JIaTBUM, TaKk M B OCTAJIbHOM MHUPE, U3YYUTh HAIPABJICHUS
Pa3BUTHs COBPEMEHHBIX TEXHOJIOIMM HAaJIOTOBOIO INTAHUPOBAHMSL.

Pabora cocTtouT u3 BBOAHOW 4YacTh, 4 TNPOAHAIM3MPOBAHHBIX YaCTEH, a TakKke
BBIBOJIOB M IPEUIOKEHUH. B mepBoii yactu paboThl ObUT MPOBEACH aHAIU3 CYIIHOCTH HHU3KO
HAJIOTOBBIX IOPUCAMKIINM, a TAK)KE€ UX TEHICHIMH PAa3BUTUS HA MUPOBOM pBIHKE. Bo BTOpOit
4acTH pabOThI ObUT U3yYeH OM3HEC CEKTOP, KOPIOPATUBHBIC (DYHKITMU U CXEMBI paObOThI HU3KO
HAJIOTOBBIX IOpUCIUKLUI. B Tpereit uacTu ObUT MPOBEACH aHAU3 TEXHOJIOTHH U CXeM pabOThI
0 3aIllUTe aKTUBOB U MHpopManuu. B uerBepToii yacTu ObUIa BeIpabOTaHa HOBAsl CTPYKTYpa
MEXIYHApPOJHOM XOJNJMHIOBOM KOMIAHMM, a TakkKe ObUIM HaWIeHbl MPEenMYyLIecTBa
WCIIOJIb30BAaHUS MEKIYHAPOJIHBIX XOJIIUHTOBBIX KOMIIAHMM JJIA LeJed ONTUMHU3aluu
HaJIOrOB.

[lo MHeHHMIO aBTOpa, TJIABHBIA BBIBOJ PA0OTHI 3aKIIOYAETCS B TOM, YTO PBIHOK
HAJIOTOBOT'O IJIAHUPOBaHUA B JlaTBUM HaXOOUTCS B COCTOSHME Pa3BUTHS U B CBA3M C 3TUM
CJI0HO IporHosupyeM. Ho, He cMOTpsl Ha 9TO, HAJIOTOBOE IUIAHUPOBAHUE 3aHUMAET BAKHYIO
4acTh 00Iero (pMHAHCOBOrO pbIHKA B CTpaHe. B 0CHOBE pa3BUTHA PhIHKA yCIyr HAJIOTOBOIO
IUIAHUPOBAHMUS  JIOKUT  DKOHOMMYECKass  CTa0MJIBHOCTh  CTpaHbl,  YHOPSJA0YEHHOE
3aKOHOJIATEeNILCTBO, 3aIUIIEHHOCTh OT BIHUSHHUA HEKENATENbHBIX (AKTOpPOB, a TaKkKe

MPUBJIEYEHHE MECTHOTO U 3apy0eKHOIr0 Kanurasa.
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Introduction

"Everyone has a right to arrange his business affairs in such a way that brings
appropriate tax payments to the minimum: no one must plan his expenses and income to the
maximum convenience of the Ministry of Finance; for a citizen there is no patriotic duty
whatsoever to increase his own tax payments."

Federal Judge Hand, Helvering v. Gregory-United States Supreme Court

During the last couple of years the authorities of EU and the USA have made a couple
of steps to reduce interest of entrepreneurs to use in the business activity offshore companies.
How much taken measures will reduce demand on so popular in Latvia tool of tax planning
and protection of the assets?

As long as State exists, it will aspire to collect more taxes. At the same time tax payers
will not get tired to search and find the solutions how to reduce these taxes. With respect to
the tax payers there are some countries which government agreed to reduce or to not collect at
all general income taxes. They fill up the treasury due to duties on registration of business or
investment funds. And these countries are known as “offshore zones”.

From small beginnings early in the 20th century, the offshore sector has grown ever
faster in response to high tax rates in the developed countries, until it is estimated now that
more than half of the world's money is offshore.

'Offshore' has no precise dictionary meaning: the word simply reflects the fact that
most low tax jurisdictions are islands. Loosely, it is used to mean 'outside the control of the
highly-taxed Western nations', although those nations could have controlled the growth of
offshore jurisdictions (International Offshore Financial Centres) much more tightly if they had
wanted to. It is an interesting question, why they didn't — maybe a combination of individual
self-interest and muddle?

Probably by now the large, rich nations no longer have the financial clout to take on
'offshore' in any comprehensive way. The EU complains about 'unfair tax practices', but in the
real world of offshore there are only minor changes to low-tax regimes. This is partly because
the rich countries have their own tax breaks and incentives for particular local purposes, and
partly because the rich countries themselves (both the countries and their citizens) make
plentiful use of 'offshore’'.

In 1999 and 2000, global concerns about money-laundering have given the rich
countries an opportunity to mount a more concerted attack on 'offshore'. This is certainly

leading to better regulatory structures in many of the International Offshore Financial Centres,



7
but they are fiercely resisting the underlying agenda of 'tax harmonisation': any tax haven that
was weak enough to give in to rich-country pressure in any meaningful way would quickly be
picked clean by its competitors. There are 70 self-declared International Offshore Financial
Centres already, and another 100 countries that would be only too happy to join them if the
business was there.

International Offshore Financial Centres themselves are a very mixed bag, and serve a
variety of different purposes for various types of individual and corporation. Not all of those
purposes are legitimate: there is no question that drug barons and other illegal 'businessmen’
have used and do use International Offshore Financial Centres to wash their money before
recycling it legally. The world's Governments and over-arching economic organizations such
as the OECD have had some success in preventing abuses, but laundering remains a problem
in some International Offshore Financial Centres. Among the main legal uses of International
Offshore Financial Centres are:

e tax-efficient structuring of international trade

holding and investment companies

e offshore investment funds

e protection of personal wealth using trusts

¢ international financial services

e 'captive' insurance companies

¢ shipping registries

Many International Offshore Financial Centres are most useful in relation to a
particular high-tax country, eg the Isle of Man which is offshore the UK. Others have
specialized in particular business sectors. The Jurisdictions section describes the
characteristics and uses of many of all the main International Offshore Financial Centres in
depth, and in the Uses of Offshore later in this section you will find a sector-by-sector
analysis of how offshore can be used, and the jurisdictions that specialize in each sector.

The actuality of master thesis “design and inculcation of modern technologies of tax
planning, protection of assets and information in enterprises in Latvia and worldwide for tax
optimization purposes” names the fact that indeed, offshore today is big business. It is
estimated that over 60% of world deposits are held offshore, and ca. 1/3 of all int’l trade
passes through tax-free companies. The obvious advantages of utilizing offshore corporate
vehicles include, to name but a few, low or non-existent taxation, no currency import/export
controls, greater flexibility and confidentiality in decision-making and conducting corporate
business, etc.At present there are over 50 countries and territories all over the world, ranging

from such old and well-established financial centers as the Bahamas, Channel Islands,
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Gibraltar, to the newer players on the scene, including obscure places like Vanuatu and the so-
called “quasi-offshore” jurisdictions, like the US, UK, Switzerland, with legislative provisions
for advantageous tax treatment of non-resident business. The offshore financial sector is
already larger and more pervasive than any individual national economy, and it is used by
business in many different ways to optimize tax structures.

After expansion of European Union, the requirements to the local businessmen who is
using low tax jurisdictions for tax planning purposes have become tougher. One of the main
reason of this situation - complexity of definition of a difference between tax planning and
evasion from taxes. The reasons of occurrence of this problem are various.

First of all, effectively enough has worked the pressure rendered by the USA and EU
under a cover of fighting the terrorism.

Second of all, in East Europe and Baltic’s in business environment payment of
corporate tax often considered to be an attribute of dementia.

Third of all, there are not too many specialists who can design high quality tax
planning schemes. As the result, at high cost of creation of the scheme of tax planning, it can
appear absolutely useless and in certain cases even illegal.

In this master thesis author would like to study problems of tax planning which
basically define its essence, application and understanding.

Master thesis goal — with help of special literature do research of low tax jurisdictions,
to analyze tax planning functions as well as modern instruments of protection of assets and
information and being based on that analysis develop the proposals of modern technology of
tax planning.

For achievement of the master thesis goal it is necessary to execute following tasks:

1. With help of special literature do research of low tax jurisdictions essence as well as
development tendency in world market, find out their differences and necessity for
improvement.

2. Being based on that analysis do research of business sectors, corporate functions
and working schemes of modern tax planning with purpose to find out role and value of tax
planning for enterprises.

3. Analyze technology and schemes of protection of assets and information, find out
their differences and necessity for improvement.

4. Do research of structure of international holding companies and find out their
differences and advantages for tax optimization purposes.

5. Being based on that analysis design the proposals of inculcation of modern tax

planning in corporate sector for increasing working effectiveness in enterprises.
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Master thesis hypothesis - from the point of view of the European Union, the good
offshore jurisdiction is a”dead” offshore jurisdiction. However the offshore business is more
likely alive, than dead and it evidently confirms demand for the given service.

At the same time the existential tendencies of tax planning were described from the
geographical side. The research was made on law tax jurisdictions existential situation and
prospects. This research mainly was made to describe current situation in this field of activity,
to show what had been done already and to show some new fields for development of this
type of business. Most of this master thesis has been devoted to existential situation, solutions
and development opportunities for tax planning.

Master thesis consists of the introduction; four produced parts; the conclusions and
proposals. The essence of low tax jurisdictions and development tendency in world market
were conducted in the first part of the master thesis. The business sectors, corporate functions
and working schemes of law tax jurisdictions were investigated in the second part of the
master thesis. Technology and schemes of protection of assets and information have been
analyzed in the third part of the master thesis. In the fourth part of the master thesis have been
produced the new structure of international holding companies and have been found the
advantages of holding companies for tax optimization purposes.

The research period of this master thesis covers the last 16 years, when prompt
development of tax planning started in Latvia.

Doing the research of this master thesis quantitative method has been used. Because
by now tax planning in Latvia is not well developed, use of qualitative method is not
reasonable.

Preparing this master thesis mainly has been used new literature sources: modern
magazines and newspaper, such as “Latvijas V&stnesis” and “Business & Baltia”, because
they describe real economical situation in Latvia and worldwide. For the same reason author
uses internet sources. Mainly have been used internet home pages of organizations, which
provide as assistance in tax planning, because they know how to describe their services in the
best way. For the analysis of the latest events in sphere of tax planning, were used materials

from various conferences, devoted to the given theme.
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1. Low tax jurisdictions

1.1. Criteria of selecting a jurisdiction

Many International Offshore Financial Centres use both English legal systems and the
English language; and there are many reputable advisers to help a beginner through the early
stages of using 'offshore' for tax panning purposes. It is one of the purposes of this master
thesis to make 'offshore' more accessible and understandable for tax panning purposes. [6,27]

The factors and advantages that describe a successful offshore centre include the
following:

* The tax and other incentives offered for offshore companies;

* The network of favourable tax treaties that Jurisdiction maintains with other countries;
* The " British modelled" legal system and corporate law;

* A strong banking system and very strong commercial banks;

* Abundance of professionals and graduates, the vast majority being educated and trained in
Western Europe or the USA;

* Continuous support, promotion and progressive legislation from the government;

* The English language being widely known and used as the business language;

* Modern infrastructure and telecommunications;

e Minimal level of crime;

* The convenient geographical location of the island. [20]

Basic conditions to qualify for the tax incentives:

1. The offshore company must belong to non-residents of the country in which it will be
registered.

2. The company must not earn any income nor carry out any commercial activity within the
offshore jurisdiction where it has been registered.

In international trade and investment the selection of an offshore jurisdiction requires very
careful consideration. It is important to select a jurisdiction that is well suited to specific
corporate and personal needs. Most offshore jurisdictions are free from foreign exchange
controls and have introduced company legislation to cater for a diverse range of international
business requirements.

Political and Economic Situation. The pre-requisites for establishing business or
private interests offshore are certainty, confidence and corporate security. In order to satisfy
these requirements it is important to select a jurisdiction that provides political and economic

stability.
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Essential Corporate Characteristics. Most offshore and 'tax planning' jurisdictions
have made efforts to ensure that their company law satisfies the following demands:
e Limited liability;
e Minimal or optional statutory filing obligations;
e Low capital requirements;
e Nominee shareholders allowance;
e Availability of bearer shares;
e Disclosure of beneficial ownership either not required or limited to special bodies

(offshore authorities, central banks);

e Minimal directors' liability; *

e Broad range of permitted company names and suffixes to denote limited liability;

e Directors and/or shareholders meetings can be held anywhere in the world;

e No requirement or optional requirement for accounting records to be audited. [10, 21]
* Directors are generally liable for the company's actions. However, in certain jurisdictions
directors may seek indemnities from both the company and its beneficial owners.

Legislation Requirements. The most essential criterion is that legislation should be
modern, flexible and well proven. Furthermore, the legislation should preferably guarantee
confidentiality and complete privacy with regard to a client's business dealings. Nowadays
there are more than 50 jurisdictions world-wide providing offshore company legislation.
Some jurisdictions have introduced new and modern corporate legislation specifically
designed for international business; others have amended existing domestic legislation to cater
for offshore requirements. [17]

Company Law. There are three main models of Company Law: English Common
Law; European Corporate Law; US Corporate Law. Hybrid models of Company Law that are
a combination of the above-mentioned models also exist. Let us consider the characteristics of
these models. [16]

English Common Law. Company Law based on English Common Law is the most
frequent model for classic offshore jurisdictions. Company Law in this case is based on the
UK Companies Act 1948. This Act in turn draws on earlier Acts (since 1844) and many other
concepts, such as the acceptance of nominee shareholders, based on 19th century Acts. The
Joint Stock Companies Act of 1856 introduced the Memorandum and Articles of Association
providing incorporation by registration. Examples are the BVI, the Bahamas, Hong Kong, and
Belize. [18,142]

European Corporate Law. European Corporate Law is based on French Law (1864).

Usually it is different for a "share" company (with a lower initial capital and a smaller number
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of subscribers) and a public company (which is allowed to issue publicly negotiable
securities).
Incorporation procedures in Civil Law jurisdictions have the following features (compared to
English Common Law):
e An amount of paid-up capital must be subscribed before incorporation;
e A Company' statutes are essentially a contract between subscribers;
e Procedures are more onerous and time consuming than in English Common Law
countries;
e Incorporation procedures are carried out by a notary;
e Corporate Law in Civil Law countries demands that the responsibility of a board of
directors be shared between an executive and a supervisory board;
e Directors' powers may be limited;
e A legal reserve may be required;
e Liquidation procedures are time consuming and complex. [12]

US Corporate Law. US Corporate Law was formed under the influence of both
English and Civil Law. Apart from differences in language, terminology and interpretation,
US Company Law differs from English Law in a number of significant ways, including:

e US Corporations have officers in addition to directors;
e By-laws are often adopted after incorporation;
e Directors are often empowered to change by-laws.
Company Law in Liberia, Panama and Nevis has been influenced by US Law. [11,1285]

Double Taxation Avoidance Treaties. The jurisdictions around the world can be
divided into two groups: Treaty jurisdictions, and Non-Treaty jurisdictions.

A) Treaty jurisdiction. Clients wishing to benefit from relief from a double tax treaty must
establish a company situated in a Treaty jurisdiction. This is essential for minimum
withholding tax on dividend payments and royalties from contracting states. Treaty
jurisdictions also convey a non-offshore image and thus provide cosmetic appeal. [26]

B) Non-Treaty jurisdictions. This type of jurisdiction is mainly used because of the absence
of corporate taxes on the company's profits and usually only requires companies to pay a
fixed annual license fee. [26]

It is important to assess the taxation implications for the business and to decide
whether a treaty jurisdiction is required. Usually, a treaty jurisdiction is not required for
international trade, the movement of goods or most services. However, inward investment
into certain countries requires a treaty jurisdiction to minimize the impact of taxation. Tax

treaties on the exclusion of double taxation have been concluded between many countries in
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order to avoid the situation whereby a businessman is liable for income tax twice - firstly in
the country where the income was gained, and secondly in the country where he is a resident
(a taxpayer).

Treaties on the exclusion of double taxation are usually applicable in the instances
when taxes are imposed on:

- profits gained by a resident of one country within the territory of another country
- dividends paid in one country to residents of another country

- interest paid in one country to residents of another country

- royalties and license fees paid in one country to residents of another country [26]

It should be noted that the benefits of interstate treaties are available only to those
companies who are in fact taxpayers in the country of registration. The tax-free status of a
company and tax exemptions granted by interstate treaties are mutually exclusive; indeed, no
tax authorities in any jurisdiction will confirm that a company is a taxpayer in this country if,
in fact, companies of this type do not pay any taxes in this country. Therefore, tax exemptions
of interstate treaties are not applicable to IBC companies and to certain types of companies
registered in taxpaying countries, who do not pay taxes there, in accordance with the specific
legislation of the country of registration. [4]

Tax treaties on the exclusion of double taxation can be used efficiently if the tax rate

for the same income is known to be lower in one of the two countries bound by the treaty. In
particular, the optimal methods of using interstate treaties are:
1) When dividends, interest or license fees are paid to non-residents, the country of payment
imposes, as a rule, the so-called witholding tax, usually amounting to 15-25%. At the same
time, interstate tax treaties often prescribe a lower or zero tax rate for these types of payments.
2) Most interstate tax treaties make provisions for certain business activities, which can be
carried out by a resident of one country in another country and are not regarded as the setting
up of a permanent representation in the latter country. This means that a company from one
country can carry out certain business operations in another country, but may pay income tax
in the first country, which has lower tax rates. [26]

Treaties on the exclusion of double taxation are most often used in commercial and
holding operations, using jurisdictions such as Cyprus, etc.

Legal and Accounting Infrastructure. Administration of all offshore structures
requires both legal and accounting services.

Communications. Since business must be run in an efficient manner, it is important

for a jurisdiction to possess modern telecommunication facilities.
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Banking. Though offshore companies can open corporate accounts anywhere in the
world, it is preferable for many clients to bank in the jurisdiction where their offshore
company is domiciled. The banks should be able to meet important requirements, i.e. that a
comprehensive range of banking services and access to international banking facilities are
available.

Languages. Running the business in English is preferable, though offshore structures
are usually capable of providing multilingual services. This concerns the need to exclude any

misunderstanding in respect of clients' requirements.
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1.2. Example low tax jurisdictions

There are two types of low tax jurisdictions — offshore and onshore and there are some
differences between them.

Onshore jurisdictions basically are more complicated in administration. They demand
to submit annual accounts and audit reports along with annual state fees for maintenance the
companies in good standing.

To maintain in good standing a company in offshore jurisdiction is enough to pay only
annual state fees to company register.

Also the “due diligence” procedure for company formation is a lot easier in offshore
jurisdictions.

But never the less both offshore and onshore jurisdictions can be used for tax planning
purposes as well as for protection of assets and information.

Author will give the characteristics for some of the offshore and onshore jurisdictions.

1.2.1. Offshore jurisdiction

a) Belize

Belize (before 1973 British Honduras) is a picturesque country that has an unspoiled
environment. It is located in Central America in the south-eastern part of the Yucatan
Peninsula. Its shores are washed by the Caribbean Sea. The area of the country is
approximately 23,000 sq. km, and it is bounded by Mexico to the north and Guatemala to the
west and south. The administrative capital is Belmopan, but the major commercial centre is
Belize City, situated on the east coast close to the major International airport. The total
population of Belize is about 200,000, of which about 60,000 live in Belize City. The official
and main spoken language is English. [10, 165]

The currency used is the Belize Dollar (BZ$). Offshore activities are exempted from
exchange control. [26]

Company Incorporation. The principal piece of Company legislation is the
International Business Companies Act, 2000. A Company incorporated in Belize has the same
powers as a natural person. The language of legislation and corporate documents is English.

The type of company for international trade and investment is an International
Business Company (IBC). An IBC is subject to the following restrictions on trading and
business activity:

e An IBC is not allowed to trade within Belize or own real estate there;
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e An IBC is not allowed to engage in the business of banking, insurance, assurance or
reinsurance.

Incorporation procedure is as follows: a Registered Agent delivers the Memorandum
of Association and Articles of Association to the Registry, together with the appropriate fee.
A registered office must be maintained in Belize at the address of a licensed management
company. There are no specific statutory provisions governing secrecy in relation to
companies, but English Law, which applies within the jurisdiction, does impose a common
law duty on professionals to keep the affairs of their clients confidential. In Belize off-the-
shelf Companies are available. [21]

A Belize IBC name can be incorporated using any language. Chinese language
incorporations with Chinese documentation are very popular. The following name restrictions
apply:

e A Company cannot use a name that has already been incorporated, or is so similar as
to cause confusion.

e A Company cannot use a name that in the opinion of the Registrar is considered
undesirable, obscene or offensive.

e Names such as Royal or Imperial, or any name that suggests the patronage of the
Belize Government, are not acceptable.

e The following words either in English or any other languages: Bank, Building Society,
Chartered, Co-operative, Savings, Loans, Insurance, Assurance, Reinsurance, Trust,
Trustees, Chamber of Commerce, University, Municipal, Or any name in English or a
foreign language that may suggest association with the banking or insurance industries
require consent or a licence.

e Limited, Corporation, Incorporation, Societe Anonyme, Sociedad Anonima,
Gesellschaft mit beschraenkter Haftung or the relevant abbreviations are the required
suffixes to denote limited liability.

A minimum of one director is required and corporate directors are permitted. Directors
may be natural persons or corporate bodies. They can be of any nationality and are not
required to be Belize residents. A Company secretary is not a requirement under the Act, but a
secretary is normally appointed to facilitate signing obligations. A minimum of one
shareholder is required. No details of the shareholders or directors appear on the public file,
but a register of shareholders must be kept at the registered office address of the company in
Belize.

The normal authorised share capital is US$ 50,000 divided into shares with or without

par value. The share capital may be expressed in any currency. The minimum issued capital
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may be one share of no par value or one share of par value. The following classes of share are
permitted: registered shares, bearer shares, shares of no par value, preference shares,
redeemable shares and shares with or without voting rights. [26]

Annual Taxation and Fees. Particular features of taxation in Belize are as follows:
although there are fairly high rates of tax for resident persons and companies in Belize, the
country now offers tax-free IBCs by virtue of the IBC Act 2000. Belize is not a party to any
double tax agreements. The annual fee depends on the value of the authorised capital as
follows:

e Companies with an authorized capital up to US$ 50,000 pay the sum of US$ 100 per
year.

o Companies with a share capital over US$ 50,001 pay the sum of US$ 1,000 per year.

e Companies some or all of whose shares are of no par value, pay the sum of US$ 350
per year.

e Penalty fees of up to 50% of the annual Government fee will be incurred if the license
fee is not paid when required.

Financial statement requirements are follows: although there is no requirement to file

audited accounts with the authorities, a company is required to keep financial records to

reflect its financial state. [26]

b) British Virgin Islands

The British Virgin Islands (BVI) are located in the West Indies, in the Eastern
Caribbean. They are a group of small islands and coral reefs (about 100 in all) in the northern
part of the Lesser Antilles archipelago, to the East of Puerto Rico. The official language is
English. [26]

The official currency on the BVI is the US Dollar, and there is no currency exchange
control.

Company Incorporation. In 1985, the Government offered offshore registration to
companies wishing to incorporate in the Islands. The principal Corporate legislation is The
Companies Act 1985, the International Business Companies Ordinance 1984 (as amended)
and the Banks and Trust Companies Act 1990. [21]

The type of Company used for international trade and investment is called an
International Business Company (IBC). A company incorporated in the BVI has the same
powers as a natural person. Off-the-shelf companies are available. The language of legislation

and corporate documents is English. [25]
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Incorporation procedure for an IBC includes the submission of the Memorandum and
Articles of Association and a Certificate from the Registered Agent confirming compliance
with the requirements of the Ordinance.

As a matter of local company law, the Company must maintain a registered office
address within the BVI and must also appoint a BVI resident as registered agent. There are no
specific statutory provisions governing secrecy in relation to companies, but English Law,
which applies within the BVI, requires that professionals keep the affairs of their clients
absolutely confidential. [28]

An IBC is subject to the following restrictions on trading and business activities:

e A Company does not have the right to trade within the British Virgin Islands or own
real estate there;

e A Company is not permitted to engage in banking, insurance, assurance, reinsurance,
fund management, collective investment schemes, trust management, trusteeship,
giving investment advice or any other activity that would suggest an association with
the banking or insurance industries;

e A Company cannot offer its shares for sale to the public.

Company names are subject to the following restrictions:

e A Company cannot use a name that is identical or similar to that of an existing
company.

e A Company cannot use any name that suggests the patronage of the Royal Family or
the Government of the British Virgin Islands.

e A Company name can be in any language, although the documentation must be in
English and an English translation of the name must be given.

e A name containing such words as Bank, Building Society, Chartered, Co-operative,
Savings, Loans, Insurance, Assurance, Reinsurance, Fund Management, Investment
Fund, Trust, Trustees, Chamber of Commerce, University, Municipal or their foreign
language equivalents require consent or a licence.

e Limited, Corporation, Incorporated, Societe Anonyme, Sociedad Anonima or
abbreviations thereof are the required suffixes denoting limited liability .

The minimum number of directors is one. They may be natural persons or bodies
corporate. They may be of any nationality and need not reside in the British Virgin Islands.
Details of the directors do not appear on the public files. A Company secretary must be
appointed. The company secretary may be a natural person or a body corporate. They can be

of any nationality and need not reside in the British Virgin Islands. The minimum number of
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shareholders is one. No details of the shareholders appear on the public files but a register of
shareholders must be kept at the company's registered office address. [21]

The normal authorised share capital is US$ 50,000 with all shares with par value, this
being the maximum share capital to qualify for the minimum duty payable upon incorporation
and annually thereafter. The share capital may be expressed in any currency. The minimum
issued capital is one share without par value or one share with par value. The following
classes of shares are permitted: registered shares, bearer shares, shares of no par value,
preference shares, redeemable shares and shares with or without voting rights. [7,117]

Annual Taxation and Fees. An IBC does not pay any tax on its world-wide profits to
the British Virgin Island authorities. The British Virgin Islands have treaties with Japan and
Switzerland, although they are of limited benefit and are not applicable to offshore business.
The licence fees depend on the company's share capital:

e Companies with an authorised capital of up to US$ 50,000 pay US$ 300 per year;

e Companies with a share capital of over US$ 50,001 pay US$ 1,000 per year;

e Companies with a share capital not exceeding US$ 50,000, some or all of whose
shares without par value, pay US$ 350 per year;

e A penalty of up to 50% of the annual Government fee will be incurred if the licence
fee is not paid when due.

Though there is no requirement to file audited accounts with the authorities, a

Company is required to keep financial records that reflect its financial state. [21]

¢) Marshall Islands

Located midway between Indonesia and Hawaii, the Marshall Islands are the
easternmost island group in Micronesia. The Marshall Islands are spread over approximately
2 million sq. km in the Central Pacific, with two 1,280 km long parallel chains of atolls and
volcanic islands separated by 179 km of sea. The languages spoken are Marshallese and
English. English is used in business and legislation. [26]

Marshallese Common Law is based on Anglo/American Common Law.

The currency is US Dollar. There is no exchange control.

Company Incorporation. The principal corporate legislation is the Associations Law
of the Republic of the Marshall Islands 1990, which incorporates the Business Corporation
Act (BCA) and the Partnership Act. Although the Marshall Islands BCA is modelled on the
corporate laws of the United States, certain provisions have also been borrowed from British
law. A Company incorporated in the Marshall Islands has the same powers as a natural

person. The language of legislation and corporate documents is English. [21]
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The type of Company used for international trade and investment is the Non-resident
Domestic Corporation, which is easy to form and administer.

Incorporation procedure: the Marshall Islands have an exclusive franchise with one
company that is licensed to incorporate all non-resident companies. After the name is
approved, companies can be incorporated using standard Articles of Incorporation. With
standard Articles, the request to incorporate must contain the following information: [21]

e Company name.

e Number of shares.

e  Whether shares are with or without par value (if with par value, the amount per share).

e  Whether the shares are to be in bearer and/or registered form.

e If clients' own Articles of Incorporation are to be used, these must be prepared in
accordance with the Marshall Islands BCA.

Trading activity is subject to the following restrictions:

e A Company cannot trade within the Marshall Islands.

e A Company cannot engage in the business of banking, trust services, insurance,
assurance or reinsurance.

A registered office must be maintained in the Marshall Islands at the address of the
licensed Trust and Management Company.

Company names are subject to the following requirements and restrictions:

e A name can be in any language as long as Roman letters are used. The Registrar may
however require an English translation if a foreign language is used to ensure that the
proposed name is not a restricted name.

e A name cannot be identical or similar to that of an existing company.

e The following words or their derivatives may not be used: bank, chartered,
establishment, foundation, insurance, partnership or trust.

e A standard corporate suffix or its abbreviation, for example Corporation, Incorporated,
Limited, Gesellschaft mit beschrankter Haftung, Aktiengesellschaft, Societe
Anonyme, Sociedad Anonima, must be used to denote limited liability.

The minimum number of directors is one. The directors may be natural persons or
corporate bodies. They can be of any nationality and need not be Marshall Islands residents. A
Marshall Islands Corporation must appoint a company secretary who may be a natural person
or a corporate body. The company secretary can be of any nationality and need not be resident
in the Marshall Islands. The minimum number of shareholders is one. [21]

The standard authorised share capital is 500 shares without par value or a capital with

par value of up to US$ 50,000. The authorised share capital may be in any currency. The
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minimum issued share capital is either one share without par value or one share with par
value. [21]

Marshall Islands corporations may have the following classes of shares: registered
shares, bearer shares, preference shares, redeemable shares, shares with or without par value
and shares with or without voting rights.

Annual Taxation and Fees. Non-resident Marshall Islands companies are exempted
from taxes. There is no requirement to file financial statements, but records should be

maintained to reflect a company's financial status. [8,58]

1.2.2. Onshore jurisdiction

a) United Kingdom

Geography, Population, Languages. The British Isles is the name for a collection of
about 4000 islands, including Great Britain and Ireland. The United Kingdom of Great Britain
and Northern Ireland (the UK), which consists of England, Scotland, Wales and Northern
Ireland, lies off the west coast of Europe. It has an area of some 244,100 square kilometres
(94,250 sq. miles) with an estimated population in excess of 57 million. At least 9 million live
in the Greater London area. 5.25 million live in Scotland, with a further 1.5 million resident in
Northern Ireland. The population of Wales is also approximately 1.5 million. The official and
spoken language is English. [26]

History, Political Structure and Law. The United Kingdom is a constitutional
hereditary monarchy, and the head of state is Queen Elizabeth II, who ascended the throne on
6th February 1952.. True power lies in the hands of the Prime Minister and the Cabinet. [21]

The type of law is Common Law.

Economy and Infrastructure. The United Kingdom is one of the world's great trading
powers and financial centres, and its economy ranks among the four largest in Western
Europe. Heavy industry, including steel manufacture and shipbuilding, has been replaced in
recent years by high-tech manufacturing industries such as aircraft engine manufacture, car
manufacture, electronics and pharmaceuticals. Agriculture is intensive, highly mechanised
and efficient by European standards, producing 60% of food needs with only 1% of the labour
force. [26]

The official currency of the United Kingdom is the UK Pound. There are no exchange

controls.
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Company Incorporation. The Principal Corporate Legislation is Companies Act 1985
(amended), and the Income and Corporation Taxes Act 1988. English is the language of
legislation and corporate documents.

The types of company used for international trade and investment are Private or Public
Limited Companies. A company incorporated in the United Kingdom has the same powers as
a natural person. There are no specific laws relating to the unauthorised disclosure of
information about a UK company, its directors or owners, but UK law recognises the common
law duty that professionals have towards their clients to keep their affairs confidential.

There are restrictions on trading and business activities: specified types of service,
including for example banking, insurance, financial services, consumer credit-related services
and employment agencies, are not permitted. [27]

Incorporation procedure requires the submission of the Memorandum and Articles of
Association, Declaration of Compliance and Statement by the First Directors and Secretary,
notification of the location of the Registered Office and payment of the requisite fee to
Companies House. A registered office must be maintained in the United Kingdom. For the
purposes of this information sheet a UK company is incorporated in England or Wales and
registered in Cardiff, Wales. Details on incorporating a company in Edinburgh, Scotland or
Belfast, Northern Ireland are available on request. Off-the-shelf companies are available.

London Registration: Many international clients and UK businesses prefer to have
their UK company incorporated in London. The UK Registrar of Companies levies a nominal
additional fee for this service, and clients often take advantage of this exclusive facility.
However, less than 1% of all companies incorporated in England and Wales are today
incorporated in London. Over a decade ago the government moved the principal Companies'
Registry for England and Wales from London to Cardiff in Wales. [10,175]

Another distinct advantage of incorporation in London is the availability of a same-
day incorporation service.

Clients who decide not to incorporate in London will have their company registered at
the principal Companies Registry for England and Wales in Cardiff.

In addition to the Cardiff Registry, which covers England and Wales, there are also
company registries in Edinburgh for Scotland and Belfast for Northern Ireland
Company names are subject to the following requirements and restrictions:

e Although the name of company can be in any language, documentation must be in

English. Any name in a language other than English must be accompanied by a

translation to ensure that the name is not restricted. However, if the company is

incorporated in Wales there is a proviso that documentation in Welsh will be accepted.
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e Any name that is identical or similar to that of an existing company is not acceptable.

e Any name considered to be offensive or suggesting criminal activity is not acceptable.

e Any name that suggests the patronage of the Royal Family or the Government of the
United Kingdom is not acceptable.

e Restricted names include Assurance, Bank, Benevolent, Building Society, Chamber of
Commerce, Fund Management, Insurance, Investment Fund, Loans, Municipal,
Reassurance, Reinsurance, Savings, Trust, Trustees, University or their foreign
language equivalents.

e Any company name implying financial service activities such as banking and
insurance require consent or licence.

e Limited (Ltd) or Public Limited Company (PLC) are the required suffixes to denote
limited liability. [27]

A Private Company must have at least one director, and a Public Company must have
a minimum of two directors. A sole director cannot also be company secretary. The directors
can be natural persons or bodies corporate. They may be of any nationality and need not
reside in the UK. If there is more than one director, one of them can also be company
secretary, but as UK Company Law is complex, it is recommended that a professional
secretary with relevant experience be appointed. Details of the directors appear on the public
file, but anonymity can be maintained by the use of third party professionals. [31]

A company secretary must be appointed. The company secretary may be a natural
person or a body corporate. They can be of any nationality and need not reside in the United
Kingdom.

For Private Companies the minimum number of shareholders is one, for Public
Companies the minimum number is two. A shareholder may be a corporate body or an
individual. Details of shareholders appear on public record but anonymity may be retained by
the use of nominee shareholders or holding companies. [31]

Requirements relating to authorised and issued share capital depend on the type of Company:

e Private Company: the minimum issued capital is one share, but further capital is
usually issued to reflect the stability and strength of the company. A private company
is normally incorporated with an authorised share capital of £1,000.

e Public Company: the minimum authorized share capital for a public company is
£50,000, of which £12,500 must be paid up (in case of liquidation the full £50,000

must be paid). The minimum issued capital is two shares.
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The following classes of shares are permitted: ordinary shares, preference shares,
deferred shares, and redeemable shares and shares with or without voting rights. Bearer shares
are not permitted. [27]

Annual Taxation and Fees. Tax is paid by companies in the UK based on audited
accounts submitted to the Inland Revenue at the end of the company's financial year.
International tax planners are able to utilise UK structures to minimise taxation for
international business. The United Kingdom is party to more double tax agreements than any
other sovereign state. The UK has signed double taxation agreements with 100 countries and
thus enjoys the most extensive double taxation agreement network in the world. There are no
licence fees. [27]

It is important to emphasise that corporation tax rates are the lowest in the European
Union. Corporation Tax is levied from 19% to 30% on a UK company that has net profits
under £300,000, and a tax rate of 30% is levied where the profits are over this figure. [31]
Requirements for Financial Statements are as follows:

All UK Companies must file accounts with the Registrar of Companies. To determine
whether a company needs an audit or not, they are divided into two categories: small or
medium-size. The following conditions must be met:
To be a small company (no audit is required only a set of accounts is required)

e the annual turnover must be £5.6 million or less;

e the balance sheet total must be £2.8 million or less;

e the average number of employees must be 50 or fewer
To be a medium-sized company, at least two of the following conditions must be met:

e annual turnover must be £22.8 million or less;

e the balance sheet total must be £11.4 or less;

e the average number of employees must be 250 or fewer. [27]

b) Switzerland

Swiss company is anideal instrument for trading and services activity. Being a
European company it pays very low taxes (it may be as low as 8.5 %) and enjoys first class
services of Swiss banking system.

There are two main types of companies, that might be used for tax optimization:

a) HOLDING COMPANY

Main purposes:
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To Hold group subsidiaries

To hold significant shareholdings in external companies

Main benefits:

Exemption or reduction of income tax on Dividends from “qualifying participations”.
Exemption or reduction of corporation tax on Capital Gains arising from the sale of
“qualifying participations “.

Low income taxes on ancillary activities.

Deductibility of accrued or paid borrowing costs.

Enhanced anonymity, confidentiality and transferability of shares through use of bearer shares

BUSINESS CONTROL CENTRE COMPANY

Main purposes:

To Manage and administer international business operations

To Hold Intellectual Property or other corporate asset

Main benefits:

Reduction in Group corporate taxes — if 80% sales are derived from customer outside
Switzerland preferential income rates apply

Exemption or reduction of income taxes on dividends from “qualifying participations”
Exemption or reduction of corporation taxes on Capital gains arising on the sale of
“qualifying participations”

Deductibility of accrued and paid external and intra-group borrowing costs. [22]

b) MIXED COMPANY (Finance Company/Subsidiary)

Main purposes:

To fund group/ international operations

Main benefits:

Reduced corporation taxes on financial/interest income

Exemption or reduction on interest income from “qualifying participations”
Deductibility of accrued or paid borrowing costs including inter-group companies
Deductibility of Bad Debt Reserves of up to 10%

Deductibility of Realised Foreign Exchange Losses
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MANAGEMENT COMPANY

Main purposes:

Provision of management or services to non-Swiss entities

Main benefits:
Reduced (preferential) corporation taxes on income (7-10%)

E-Commerce Company

Main Purpose:
To conduct international E-Commerce

To hold related IP

Main Benefits:

Preferential (low) rate of corporation tax (7-10%of profits) if over 80% sales conducted with
non-Swiss customers

No VAT on digitised products delivered via E-Commerce

No VAT on E-sales to EU countries

Possible exemption from corporation tax on dividend income and capital gains from E-
business if owned by Swiss Holding Company [22]

History, Political Structure and Law. Switzerland is a federal republic. The two
dominant principles of the Swiss Constitution of 1874 are federalism and democracy. The
Constitution provides for the cantons to exercise all powers of government not delegated to
the federal government. The head of the government is the President. The three major sectors
of the Swiss national government are the Federal Council, the Federal Assembly and the
Federal Tribunal. The executive body is the seven-man collegiate Federal Council, which is
elected for a four-year term by the national legislature. [10,237]

The system of law is Civil Law.

Economy and Infrastructure. Switzerland has a prosperous and stable modern
economy with a per capita income approximately 10% higher than in other Western European
countries. [22]

Switzerland is the world's largest offshore private banking centre, with the Big Two
banks, Credit Suisse and UBS, and a plethora of private banks, handling one-third of the

world's offshore private wealth.[2]
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For private investors, Switzerland's banks, based in the cities of Zurich, Basle and
Geneva, offer a safe and mainly conservative approach to investing, backed by political
stability and strong banking secrecy practices.

Most Swiss banks have a well-diversified range of Swiss and Luxembourg-based
mutual funds that are available world-wide to private investors, along with a range of
discretionary portfolio management services and banking facilities. [21]

The currency is the Swiss Franc (SF). There are no exchange controls.

Company Incorporation . The principal corporate legislation includes the following
documents:

e Schweizerisches Obligationenrecht (Swiss Code of Obligations).

e Bundesgesetz uber Schuldbetreibung und Konkurs (Swiss Federal law on Debt

Collection and Bankruptcy).

e Bundesgesetz uber die direkte Bundessteuer (Federal Law on Direct Taxation).
e Bundesgesetz uber die Banken und Sparkassen (Swiss Federal Act on Banks and

Savings Associations).

e Bundesgesetz uber die Anlagefonds (Federal Act on open ended Investment

Companies).

e Bundesgesetz uber die Internationale Privatrecht (Federal Act on Private International

Law).

The language of legislation and corporate documentation is any Swiss official
language (German, French, Italian or Romansch), but foreign language translations can be
obtained. A company incorporated in Switzerland has the same powers as a natural person.

In Switzerland there are the two types of company used for international trade and
investment:

e Aktiengesellschaft (AG) - Stock Company;

e Gesellschaft mit beschrankter Haftung (GmbH) - Limited Liability Company.

A company incorporated in Switzerland is subject to restrictions on the following
trading and business activities, which cannot be undertaken without a special licence or
consent: banking, insurance, assurance, reinsurance, fund management, collective investment
schemes, or any other activity that suggests an association with the banking or finance
industries. [1]

Company incorporation procedure involves the submission to the Commercial
Register of the following documentation:

e The Public Deed of Incorporation executed before a Notary Public;

e The Articles of Incorporation;
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Confirmation by a Bank that the share capital is held in an account;
Consent to Act forms signed by the proposed directors;
A declaration of the applicants;
An application to the Commercial Register covering the above documentation and
including the notarised signature of the person appointed to represent the company.

A registered office must be maintained in the canton of incorporation. Owing to the

costs associated with incorporation and paid up share capital requirements, off-the-shelf

companies are not available. [21]

The names of companies being incorporated are subject to the following requirements

and restrictions:

The name of a body corporate or trust entity may be in any language that uses the
Latin alphabet, but the Public Registry may require a translation into any official
Swiss language.

A name that is identical or similar to an existing name is unacceptable.

A name that may imply government patronage is not permitted.

Any name that in the opinion of the Registrar may be considered undesirable is
restricted.

If the Company name includes such words as Bank, Building Society, Savings,
Insurance, Assurance, Reinsurance, Fund Management, Investment Fund,
Switzerland, State, Country, Municipality, Principality, Red Cross or their foreign
language equivalents, then consent or a licence are required.

The following suffixes are used to denote limited liability: Aktiengesellschaft or AG;
Gesellschaft mit beschrankter Haftung or GmbH.

A minimum of one director/manager who must be a Swiss citizen and resident in

Switzerland must be appointed. If more than one is appointed the majority must be Swiss

citizens and resident in Switzerland. Corporate directors are not permitted. There is no

requirement under Swiss Law for a company secretary to be appointed. The minimum number

of shareholders depends on the type of Company: for an AG the minimum number of

shareholders is three, while for a GmbH it is two. [1]

The minimum authorised and issued share capital depend on the type of Company:
AG: This type of limited liability company has a minimum authorised share capital of
SFr 100,000, all of which has in practice to be issued and fully paid up. When the
share capital exceeds SFr 250,000 a capital duty of 1% is payable on the amount over
SFr 250,000.
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e GmbH: The minimum authorised capital is SFr 20,000 but the company does not have
shares; instead, the owners' share stake is registered in the Commercial Register. SFr
10,000 must be paid up on incorporation.
The following classes of shares are permitted, depending on the type of Company:
e AG: Registered shares, bearer shares and preference shares.

e GmbH: Share stakes only. Bearer shares are not permitted.

c) Liechtenstein

One of the most used form of Liechtenstein companies is ,,The foundation”.
Liechtenstein foundations are perfect legal solutions for complex corporate structures and
high-net worth individuals. It can be used for asset protection, properties holding, inheritance
and other purposes. [22]

The foundation may be formed as a pure family foundation (for the defrayal of
expenses for upbringing and education, outfitting and equipping, etc.), as a non-prof-it
making foundation (support and promotion, e.g. of a charitable, artistic, scientific, social
nature) or as an ecclesiastical foundation. The establishment of a foundation as a purely
maintenance foundation may also be considered. [22]

The foundation is not suitable for the pursuit of commercial objects. Commercial
activities may only be undertaken when such activity serves to achieve the foundation's non-
commercial purpose or the type and scope of the participations held require the facilities
provided by a commercial undertaking.

Only the non-profit making foundation is subject, under certain circumstances, to
official supervision.

Formation. Upon formation, the founder donates assets definitively for a certain
specific purpose and regulates the beneficial interest. To a justifiable extent the founder may
reserve certain rights by occupying a position (as a member of the foundation council, curator,
protector) or by the inclusion of an appropriate provision in the articles/by-laws/ regulations.

Eksistence. The foundation that is not under obligation to register comes into
existence with the preparation of the deed of foundation, that which is under obligation to
register, only upon entry in the Public Register. [21]

Registration or Deposition. All foundations that undertake commercial activities in
order to achieve their noncommercial purpose (e.g. youth hostel, old people's home, welfare
foundation in association with an enterprise) are under obligation to register.

The mere obligation to deposit the foundation documents with the Public Register

Office (without by-laws or regulations) is applicable to ecclesiastical foundations, pure and
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mixed family foundations (maintenance foundations, for instance) as well as foundations
whose beneficiaries are specifically designated or definable. In this case evident existence of
the fondation is not provided by any register and inspection is only possible when proof of an
entitled interest is provided. [22]

Nominal Capital. The minimum capital (foundation fund) must be CHF 30000.- or the
equivalent value in any desired legal currency.

Governing Bodies. The supreme authority is the foundation council, which conducts
the foundation's business within the intendment of the articles, by-laws and regulations. The
founder may designate other bodies as, for example, the auditor, to investigate the activities of
the foundation council or limit these activities by means of the rights of protectors, curators or
collators to instruct, check or veto.

The appointement of an auditor is mandatory for registered foundations with a busi-
ness conducted in a commercial manner.

Beneficiaries. Basically, beneficiaries must be designated in some way (for example,
by reference to descent, sex, etc). Please refer to the comments under «General».

Submission of Balance Sheet. In so far as the registered foundation undertakes
commercial activities or the articles provide for such activities, the annual account examined
by the auditor, must be submitted to the Liechtenstein Tax Administration, Vaduz.

Declaration. Voluntarily registered foundations that do not undertake commercial
activities and whose purpose as determined in the articles does not provide for such activities
are under obligation to declare (please refer to the comments under «General»). The deposited
foundation is not required to declare. [22]

Taxes. Assets donated by persons domiciled abroad are not subject to the
Liechtenstein gift tax. In Liechtenstein, the distribution of beneficial interest to recipients
living abroad is neutral with respect to tax. Basically, the capital tax of 0.1 % of the
foundation fund and the visible reserves (net assets), but at least CHF 1000.- per annum, must
be observed. Net assets of CHF 2 million and above are taxed at the rate of 0.75 % and net
assets of CHF 10 million and above at the rate of 0.5%. [22]

Economy and Infrastructure. The economy of Liechtenstein is very closely related to
the Swiss. There is no customs control on the border between Liechtenstein and Switzerland.

Banking and financial services are one of Liechtenstein's main industries, and within
this industry there are high levels of secrecy, with heavy sanctions imposed for any breaches
of confidentiality. The combination of low taxation, fairly liberal regulations for the running
of companies and very well protected banking confidentiality makes Liechtenstein very

attractive as an international business centre. [21]
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Liechtenstein is a member of the United Nations, the Council of Europe, EFTA and
the EU, although membership does not affect local fiscal policy.

The system of law in Liechtenstein is Civil Law. It is based on Swiss, Austrian and
German law with local adaptations. [10,205]

The official currency of Liechtenstein is the Swiss Franc. Under a treaty with
Switzerland, there is no foreign Exchange Control.

Company Incorporation. The principal Corporate Legislation is the Persons and
Companies Act of 1926. Liechtenstein is the only country on the Continent to have a Law on
Registered Trusts. The powers of Liechtenstein corporate bodies are contained in the
Companies' statutes. The language used for legislation and corporate documents is German,
but foreign language translations can be obtained.

The types of Company used for International trade and investment are:
e Aktiengesellschaft or AG (a company limited by shares).
o Anstalt (an Establishment, commercial or non-commercial, without shares).
e Stiftung (a Foundation).
e Gesellschaft mit beshrankter Haftung - GmbH (a Private Limited Company without
shares).
e Treuunternehmen (a Registered Trust).
e Treuhandschaft (a Trust).

One of the main attractions of Liechtenstein is its extremely flexible company law,
which allows for the creation of any type of legal organisation, which is recognised under the
law of any jurisdiction in the world. The three main types of commercial entity in use are: (1)
the Establishment, or Anstalt; (2) the Foundation, or Stiftung; (3) the Company limited by
shares, or AG. [7, 189]

The most important entity for tax purposes is the Anstalt, which is commonly used by
foreign companies as a holding company for overseas subsidiaries. The Anstalt is an entity
that has no members, participants or shareholders, and is a hybrid of a company limited by
shares and a foundation. It is popular because with minor exceptions it is free to conduct all
kinds of business, including non-trading activities such as holding of passive investments.

A Stiftung (Foundation) is typically formed purely for family, non-profit or non-
commercial reasons, since a foundation is not suitable for the pursuit of commercial business.
This type of foundation is commonly used to hold assets, fixed property or shares in other
companies. A Liechtenstein foundation is not subject to any form of income tax, capital tax,
transfer tax or inheritance tax in Liechtenstein.

Trading and business activities are subject to the following restrictions:
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A Liechtenstein corporate body or trust cannot undertake the business of banking,

insurance, assurance, reinsurance, fund management, collective investment schemes or any

other activity that would suggest an association with the Banking or Finance industries, unless

a special licence is obtained. [3]

Incorporation procedure for Liechtenstein entities follows Civil Law practice. Entities

must appoint a local representative. The procedure requires the submission of the following

information to the Offentlichkeitsregister (Public Registry):

The Deed constituting the statutes and by-laws signed by the subscriber or agent.

The proposed name of the company.

Share capital, division of capital and type of shares (where appropriate).

A declaration that the minimum capital has been paid into a Bank in either
Liechtenstein or Switzerland.

Names, addresses and nationalities of directors and confirmation that they consent to
act as directors.

Names, addresses and nationalities of shareholders.

Confirmation that a Liechtenstein resident representative has been appointed.

Owing to the costs associated with incorporation and paid up share capital

requirements, off-the-shelf companies are not normally available.

Company names are subject to the following restrictions:

The name may be in any language that uses the Latin alphabet, but the Public Registry
may require a German translation.

A name that is identical or similar to an existing name is not acceptable.

A major name that is known to exist elsewhere is not acceptable.

A name that may imply government patronage cannot be used.

A name that in the opinion of the Registrar may be considered undesirable is not
permitted.

The following names or their derivatives require consent or a licence: Bank, Building
Society, Savings, Insurance, Assurance, Reinsurance, Fund Management, Investment
Fund, Liechtenstein, State, Country, Municipality, Principality, Red Cross

The name must end with one of the following suffixes denoting limited liability:
Aktiengesellschaft orAG;Gesellschaft mit beschrankter Haftung or GmbH; Anstalt[22]

The minimum number of directors for the Aktiengesellschaft (AG), GmbH and

Anstalt is one. The directors may be natural persons or bodies corporate. A Liechtenstein

Stiftung does not have a board of directors, but appoints a Foundation Council. The directors

(members of council) may be natural persons or bodies corporate. They can be of any
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nationality, but at least one director (member of council) must be a natural person, a resident

of Liechtenstein and qualified to act on behalf of the company. [21]

The concept of a company secretary is not recognised in the Principality of Liechtenstein.

The minimum number of shareholders/equity participants/beneficiaries of any

Liechtenstein entity is one.

The minimum authorised, issued and paid up share capital are as follows:

An Aktiengesellschaft is CHF 50,000.
Anstalt: CHF 30,000.

Stiftung: CHF 30,000.

Trust Enterprise: CHF 30,000.

The following classes of shares are permitted:

An Aktiengesellschaft (AG) may issue registered, bearer or preference shares, also
shares without par value or with special voting rights.

A GmbH, Anstatlt, Stiftung or trust are not allowed to issue shares and the
shareholders' rights are assigned by Deed or Bylaws. The minimum number of

shareholders in GmbH is two. [21]

Annual Taxation and Fees. The taxation and licence fees depend on the type of entity:

An Aktiengesellschaft (AG) pays a 4% coupon tax on dividends and an annual capital
tax of 0.1% on the net asset value of the company. The annual minimum is CHF
1,000.

A commercial or non-commercial Anstalt, provided the capital has not been divided,
does not pay a coupon tax but pays an annual capital tax of 0.1% on the net asset value
of the company. The annual minimum is CHF 1,000.

A Stiftung, whether registered or deposited, does not pay a coupon tax, but must pay
an annual capital tax of 0.1% on the net asset value of the company. The annual
minimum is CHF 1,000.

Trusts pay a minimum annual tax of CHF 1,000 or 0.1% on the net asset value.

Liechtenstein has only one double tax agreement, with Austria. [21]

The following requirements apply to the financial statements:

An Aktiengesellschaft (AG) or GmbH is required to submit an audited financial
statement to the Liechtenstein tax administrator for assessment.
A commercial Anstalt is required to submit an audited financial statement to the

Liechtenstein tax administrator.
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e A non-commercial Anstalt need not submit accounts to the Liechtenstein tax
administrator; a statement by the bank that a record of its assets is available is
sufficient.
e A Stiftung need not submit accounts to the Liechtenstein tax administrator; a

statement by the bank that a record of its assets is available is sufficient. [3]

d) Cyprus

It should be noted from the outset that these companies are empowered to carry on any
type of activities except those licensed including the provision of banking, insurance and
reinsurance services and recently added financial services.
Over 135,000 companies are registered with the Register of Cyprus. The most widespread
type of international business companies’ activities is trade. On the Island the companies may
stock or repack its transit shipments, establish there trade exhibitions of its goods as well as to
organize various trainings and seminars for its agents and clients. The second position is
occupied by the companies providing professional services — accounting, promotional,
technical support as well as the ones in the sphere of marketing, business consulting and
software engineering. A sufficient part is played by companies-news agencies, periodicals
publications editing houses and publishing houses (their registration requires special permit
pursuant to the Press Law the obtaining whereof is not very difficult subject all requirements
are met). The rest is shared between holding, administrative, mediator, shipping and other
companies.[30]

Some of our overcautious businessmen are confused by the obligatory submission of
Cyprus companies’ accounts which are not required in some negligent “tax havens”. What if
they spy? However this practice is primarily supported by the reason that these companies
shall pay taxes though of a low level for the local authorities to be firmly sure that the income
sources are exclusively of a foreign nature. Cyprus authorities are well effective to deal with
inveterate wheeler-dealers by themselves, and they by no means are used to informing foreign
tax authorities regarding the offshore companies’ owners and their profits.
An International Business Company as well as previously an offshore one is registered via
submitting proper forms for approval to the Central Bank of Cyprus (hereinafter referred to as
“CB”) and the Registrar of Companies. It should be noted that it is impossible to incorporate
and especially to purchase a ready-made company without using the services of a Cyprian
lawyer or a firm (including a Russian one) involved in partnership relations with a Cyprian
legal organization working in this sphere.

According to the exchange control Law CB is responsible for granting permit to non-residents
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that purchase shares of legal entities registered in Cyprus. The exchange control Law does not
differentiate between the citizens of Cyprus and foreigners yet it does differentiate between
residents and non-residents.
The Registrar of Companies in Cyprus is empowered to disapprove of the name of the
company if it is alike that of an already existing company, implies misleading, sounds too
general or bombastic, points at the royal, national or international attribute or includes the
words — “Co-operative”, “Insurance”, “Bank”, “Financial Services” which do not correspond
to the aims of the company.
Notwithstanding that the family names of the true owners of International Business
Companies must be filed with CB, their personalities are protected by secrecy regulations.
The Law prohibits a bank to be a source of information about natural persons or legal entities.
The names of only registered owners are stated in minutes of the court filed with the
Department of Registrar of Companies and Official Receiver. The list of companies is a
confidential document. From time to time CB makes public only consolidated figures for the
Government and community to evaluate the offshore sector development.
For the purpose to confirm the financial reliability of true owners of International Business
Companies, their solvency, respectability and that they are honored in the country of
residence, CB requires bank or other letters of credence to be submitted (special forms for
such letters have recently been adopted). In some cases CB is empowered to apply to the
Ministry of Internal Affairs of the country of residence of the true owners of companies
willing to operate on the basis of fully-operational office and thus use foreign members of
stuff employed in Cyprus. Recommendations are not necessary to well-known international
corporations the shares whereof are traded on famous stock exchanges.
Usually it takes several days to obtain incorporation permit. The following basic documents
are necessary to incorporate a company:
- printed Memorandum and Articles of Association signed by the — subscribers and certified
bytheLawyer;

- declaration by a practicing— advocate that all the requirements of the Companies Act are
satisfied;

- Certificate of Directors and Secretary and Certificate of the— Registered Office of the
company.

Should the Registrar of Companies deem the submitted documents be drawn up correctly he
will issue the Certificate of Incorporation pursuant to which the offshore company becomes a
legally existing corporative body.

By the issue of the permit the Central Bank determines certain provisions regarding actual
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ownership, activities, financial transactions and the order of accounts that must always be
observed.[10,198]

At the end of a financial year each company is obliged to forward to the CB the
balance and income and expenditure assessment. For the preparation thereof chartered
accountants and auditors practicing in the Republic of Cyprus and duly authorized by the
Minister of Finance are retained. The auditor is to confirm that the company did not make any
transactions with residents but for professional services payments and for the administrative
purposes.[30]

Pursuant to the Companies Act the first annual general meeting is to be held by the
company during 18 months since the date of incorporation. Afterwards the interval between
two meetings shall not exceed 15 months. Table A of the Companies Act contains regulations
regarding proceedings at meetings including voting, quorum, voting by proxy etc. These
regulations may partially or in full be observed by the company. The usual proceedings at
meetings include declaring dividends, matters regarding the balance of the company,
calculation of income and expenditure as well as Directors’ and auditors’ reports; furthermore
— election of Directors to substitute those retiring, the appointment and fee of the auditor.
Directors manage the company during the periods between general meetings. Each Director is
authorized to conclude contracts (subject to some established internal restrictions). As a result
Director bears the responsibility for the losses caused to the company through the abuse of the
powers of a Director. In accordance with the Companies Act the court may bind directors to
reimburse the debts of the company if they carried on its activities being aware of the
company’s insolvency. A Director shall be prosecuted or liable to civil proceedings if he
transacts business with the purpose of misleading creditors or any other person. The Act also
provides for the responsibility of a Director for dishonest preference i.e. assistance to one
creditor at the expense of another one during or previously to the winding of the company.
In addition to the annual returns it is obligatory to make the “Director” Report that shall be
attached to the balance of the company and served to the shareholders thereof. This report
shall contain the information determined by the regulations of the Articles of Association.
Directors are also responsible for keeping registers and records.
Each company in Cyprus pursuant to the Law is obliged to maintain duly organized records of
its economic activities. All correctly completed books and records should be kept either in the
Registered Office of the company or in any other office as the Directors may determine.
Should the documentation be kept outside the island, it must in equal intervals of time be
forwarded to the Office of the Company in Cyprus. Every company at its annual general

meetings shall appoint auditors for annual auditing. The Law provides that the auditors shall
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be the members of either the Institute of Approved Chartered Accountants of Cyprus or
associates of British Association of Accountants and Auditors or they must be approved by
the Council of Ministers to be persons of efficient qualification, skills and experience.
The audited financial accounts are necessary to present at an annual general meeting of the
company as well as to submit to the Registrar of Companies together with the annual return
that contains data of the company capital structure, pledges and mortgages besides the names
and the addresses of the members, Directors and the secretary of the company. The exempt
private companies are not obliged to submit the audited financial accounts together with the
annualreturn.[7,169]

On the 1st of May, 2004 Cyprus joined the European Union. It was 1987 when Cyprus
and EC concluded the Customs Union agreement proposing a gradual abolition of duties on
most Western-European manufactured goods and produce (which (the agreement) however
did not apply to so-called ““service” economic sectors to which the offshore sector relates as
well). The government of Cyprus has also adopted some substantial changes in the system of
companies and natural person’s taxation. The new Law came into force on the 1st of January,
2003, however there are certain regulations which were introduced as early as 2002. The main
aim of the new enforced Law — the coordination of own legislation with the European Union
legislation and EU Code of conduct as well as the fulfillment of the obligation before the
Organization for Economic Cooperation and Development (OECD) to eliminate the
dangerous tax practices.

The following are some of the principal regulations of the tax reform relating to
offshore companies and that from our point of view are of the main interest to be examined by
those who regard Cyprus as the prospective sphere of the offshore activities:

e The definition of a company-resident of Cyprus is adopted. A company is a resident of
Cyprus if it is controlled and managed from the territory of Cyprus, if most members
of the Board of Directors of the company are residents of Cyprus.

e The differences between general companies in Cyprus and offshore companies are
abolished. The taxable income of all companies in Cyprus is liable to taxation at the
rate of 10%. The companies that were operating and in Goodstanding before the 31st
of December, 2001 reserve the tax rate of 4.25% till the end of 2005.

e Those of companies in Cyprus owned by the citizens of European Union members are
empowered to gain profits both in the territory of Cyprus and outside it. If the owners
of a company in Cyprus are not citizens of European Union members — such company
has to obtain a license to have the right to carry out activities in the territory of Cyprus

(actually it is not difficult but all formalities must be observed).
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Dividends income derived from outside Cyprus is not levied with the corporate tax in

Cyprus.

e No tax is levied on profit received by the companies-residents of Cyprus from
securities transactions. “Securities” are defined as shares, bonds, debentures and other
securities of companies or other legal entities incorporated in accordance with the
legislation of Cyprus or beyond it.

e The interdiction prohibiting during the period of five years to shift “the losses” to
another article while preparing the financial accounts of the company is abolished.
There is no time limitation any more.

e  For the purpose of compliance with the EU legislation the new tax legislation adopted

the corresponding EU directives permitting rearrangement, takeover, purchase and

merger of companies without changes in tax terms.

No withholding and royalty payment tax.
VAT in Cyprus is raised from 10% to 13%.

Real estate tax applies to the real estate in Cyprus and the rates are modified as

follows:

Real estate tax applies to the real estate in Cyprus. Table 1.1. [9,24]

Asset value (CYPs) RATE (%)
Less than 100,000 0

100,001 — 250,000 2.5
250,001 — 500,000 3.5
500,001 and more 4

Thus and so the favorite tax rate of 4.25% flows into past and actually there are no
offshore companies (in terms of both name and nature). However it does not cause panic in
Cyprus as the perspectives of using companies in Cyprus as European holding structures are
brought to the forefront whereof the Cyprian lawyers expect the main rise in the number of
incorporation cases and amount of the corresponding services rendered. The companies in
Cyprus obtained the image of a European company and at will and sometimes under the
necessity VAT number may be obtained for preferential trading with EU countries.
In the history of the European Union — the “Cyprus case” is practically unprecedented for it is
not an English colony like Jersey or Gibraltar that is in question the status whereof, England

being joined to the EU, was regulated by the special protocols but a sovereign state. And what



39
is more important Cyprus entered into EU without abolishing the low Tax regime quite
deliberately. Now when Russia is far from entering into the European Union the offshore
companies incorporated in Cyprus and owned by our fellow countrymen may provide them

with a real “window to Europ [30]

e) Luxembourg

Geography, Population, Languages. The Grand Duchy of Luxembourg is situated in
Western Europe between Belgium, France and Germany. Luxembourg covers an area of
2,400 sq. km. The country's climate is mild. The population is about 405,000, 20% of whom
are foreign nationals. The capital is also called Luxembourg and is the centre of government,
business and finance. French, German and English are widely spoken and used in business
circles, with French being the language of administration. [21]

The legal system is based on the Napoleonic code and is therefore similar to the
Belgium and French legal systems (Civil Law). [10,207]

Economy and Infrastructure. As from 2002 the sole currency of Luxembourg is Euro
(EUR). There are no exchange controls.

Company Incorporation. The principal corporate legislation is the Commercial
Companies Act 1915 (amended). The powers of companies are as dictated by the objects in
the Articles of Incorporation. Legislation is published in both French and German. Corporate
documents can be in any language, provided they are accompanied by a French or German
translation.

The following types of companies are used for international trade and investment:
e 1929 Societe Anonyme Holding Company.
e 1929 Societe Responsabilite Limitee Holding Company.
e 1990 Societe de Participation Financiere (SOPARFI) and Holding Company.
The following rules and restrictions apply to trading and business activities:
A 1929 Holding Company has no right:
e Be an active member of a general partnership or partnerships limited by shares.
e Engage in any commercial or industrial activity.
e Engage in brokerage or banking activities.
e Engage in insurance, assurance or reinsurance.
e Own real estate other than its own premises.
e Grant loans to companies that are not subsidiaries.
e Render any type of advice or management services.

A 1929 Holding Company has the right to:
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e Acquire, hold and dispose of shares and bonds in Luxembourg or foreign companies.
e Hold cash and foreign currencies and negotiate securities.
e Finance subsidiaries or companies where it has a direct share-holding.
e Hold and license patents and receives income from the granting of licences.
e Issue bonds by private or public subscription of up to ten times the amount of its paid
up capital.
e Borrow up to three times its issued capital. [21]

A 1990 normal Luxembourg Trading and Investment Company with SOPARFI
provisions is not subject to any trading restrictions. The only restriction is that without the
appropriate licences it may not engage in the business of banking, insurance, assurance,
reinsurance, fund management, collective investment schemes or any other activity that may
suggest an association with the banking and insurance industries. [21]

Incorporation procedure involves the preparation of the Acte de Constitution and
Articles of Incorporation in the form of a deed. This deed must include:

e The name(s) of the person(s) wishing to form the corporate entity.

e The address of the Registered Office.

e The amount and currency of the authorized capital.

e The type and classes of shares.

e The amount of paid up capital.

e Voting rights of shares.

e Names, addresses and nationalities of the proposed directors. [7,196]

In addition, a certificate issued by the Trade Registry confirming the acceptability of
the name is required, together with a certificate produced by the proposed company's
Luxembourg bankers confirming that the paid up capital is deposited with them. [7,198]

These documents and information must then be presented to a Notary Public by the
appointed representative of the company. After notarisation, the Notary Public lodges the
Articles of Incorporation and By-laws with the Department of Registration and Trade
Registry. The Articles of Incorporation are then published in the Official Gazette. [7,199]

A registered office must be maintained in Luxembourg. Due to the costs associated
with incorporation and paid up capital requirements, off-the-shelf companies are not
available. [21]

There are a number of requirements and restrictions in respect of company names:
e A company name can be in any language that uses the Latin alphabet.
e The Registry may request a French or German translation if a foreign language is

used.
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e A company name cannot be similar or identical to an existing name.

e A company name must not coincide with that of a major international corporation,
unless there is written consent to incorporate.

e Any name that in the opinion of the Trade Registry is undesirable or offensive is not
permitted.

e [t is normal practice for the Trade Registry to refuse names that are associated with the
banking and insurance industries or any name that would suggest government
patronage.

e The French and German names including the words Bank, Buildings Society, Savings,
Insurance, Assurance, Reinsurance, Fund Management, Investment Fund, Council,
Municipal, Cooperative or the foreign language equivalent require consent or licence.

e The suffix Societe Anonyme or SA is required to denote limited liability. [26]

The minimum number of directors is three. These may be natural persons or bodies
corporate. They may be of any nationality and need not be resident in Luxembourg. The
Luxembourg Companies Acts does not provide for the appointment of a company secretary.
The minimum number of shareholders is two. [21]

The minimum authorised share capital of a 1929 Holding Company and a 1990
Company with SOPARFI provisions is 31 000 EUR all of which has to be issued and fully
paid up. The capital can be expressed in any currency. The following classes of shares are
permitted: registered shares, bearer shares (fully paid), preference shares and shares with or
without voting rights.

Annual Taxation and Fees. A 1929 Holding Company is exempt from local taxation,
but pays 0.2% per annum on its share capital, which is payable quarterly. A company with
SOPAREFI (Societes de Participations Financieres) provisions is subject to the normal rate of
taxation at 39%, but subject to certain conditions (as detailed under "Restrictions On
Trading") dividends received and capital gains are exempt from taxation. [21]

The advantages of a 1990 normal Luxembourg Trading and Investment Company with
SOPAREFI provisions can be summarised as follows:

Companies investing in shares can benefit from affiliation privileges; thus these
companies are fully subject to corporation tax, but exemptions are granted by law for
dividends received from share-holdings, capital gains made on the sale of share-holdings and
gains made on liquidation of companies in which shares are held. Corporate tax exemption is

granted on the following conditions:
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e Dividend and liquidation gains exemption on share-holdings of at least 10% or a cost
of at least EUR 1,2 million held at the start of the financial year of receipt, and at least

12 months prior to the end of the financial year of receipt.

e (Capital gains exemption of share-holdings of at least 25% or costs of at least EUR 6
million held at least 12 months before the start of the financial year of sale.

e Under certain conditions financing costs, value adjustments and administration
expenses are tax deductible.

e Zero withholding tax applies to dividends paid to an EU Parent/Subsidiary Directive

(EU Directive 27 of 1990).

e Withholding tax must be paid on dividend payments to non-EU countries, but may be

reduced through tax treaty relief. [8,32]

Luxembourg has entered into many double tax agreements. As 1929 Holding
Companies are exempted from local taxation, they are excluded from the benefits of these
agreements. Luxembourg companies with SOPARFI provisions may access Luxembourg‘s
extensive network of agreements. There are agreements with Austria, Belgium, Brazil,
Bulgaria, Canada, the Czech and Slovak Republics, Denmark, Finland, France, Germany,
Greece, Hungary, Indonezia, Ireland, Italy, Japan, Malta, Mauritius, Mexico, Morocco, the
Netherlands, Norway, Poland, Romania, Russia, Singapore, Slovenia, South Korea, Spain,
Sweden, Switzerland, the CIS (air traffic treaty only), Thailand, Tunisia, the UK, the USA,
Uzbekistan and Vietnam. [26]

Licence fees are not applicable.

Financial statements: the annual accounts must be presented to the authorities.

f) Hong Kong

Geography, Population, Languages. Hong Kong is located in the South China Sea,
160 km south-east of Guanzhou. Hong Kong consists of a large number of islands and a part
of the mainland, with a total area of approximately 1,025 sq. km. The principal areas are
Hong Kong Island, Kowloon and the New Territories. Separating Hong Kong Island and the
Kowloon peninsular is Victoria Harbour, which is recognised internationally as one of the
world's perfect natural harbours. It varies in width from two to ten kilometres. [21]

The official languages are English and Chinese, with English being used in the
commercial and political contexts and Cantonese Chinese used widely in industry and
domestic trade. [21]

History, Political Structure and Law. Hong Kong Island, Kowloon and the New

Territories were ceded to Britain in perpetuity in 1842 under the treaty of Nanking, and in
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1898, they were leased from China by Britain for a period of 99 years. Until 1 July 1997,
Hong Kong was a British Crown Colony. A governor appointed by the Queen presided over
the Hong Kong government, which consisted of the executive and legislative councils. [21]

Hong Kong Common Law is based on English Common Law with Ordinances being
enacted locally. [25]

Economy and Infrastructure. Hong Kong is the leading South East Asian centre for
both finance and commerce and ranks as the world's third largest financial centre after New
York and London. There are more than 160 licensed banks, with 128 foreign banks having
representative offices in Hong Kong and a further 225 licensed deposit-taking Finance
Companies, all of which play an active role in the financing of international trade and
commerce. There is a wide range of professional services available. [10, 184]

Hong Kong remains a free port with a free flow of capital and a freely convertible
Hong Kong dollar which is officially pegged to the US Dollar. There is no exchange control.

Company Incorporation. The principal Corporate Legislation is the Companies
Ordinance (Cap 32). The type of Company used for international trade and investment is the
Private Company limited by Shares. A Hong Kong Company has all the powers of a natural
person. Off-the-shelf Companies are available. The language of legislation and corporate
documentation is English, but Chinese characters may be added if desired. [7, 145]

Trading and business activities are subject to the following requirements: a Company
cannot undertake banking or insurance activities or solicit funds from or sell its shares to the
Public.

It is possible to establish a Hong Kong registered corporate entity in two different ways:
e By incorporating a new Hong Kong Company.
e By registering an existing foreign company in Hong Kong under Part XI of the Hong

Kong Companies Ordinance.

Incorporation procedure includes the submission of the Memorandum and Articles of
Association and a Declaration of Compliance. A Notice of Situation of Registered Office
must also be filed. This can either be done at the same time as the Memorandum and Articles
of Association and Declaration of Compliance are filed, or within 14 days of the date of
incorporation. As a matter of local company law, the company must maintain a registered
office address within Hong Kong and appoint a local resident company secretary.

Company names are subject to the following restrictions:
e It is not possible to reserve a name.
e It is essential to check that there is no similar or identical name on the register, which

would prevent the company being incorporated.
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e A name that implies criminal activity or is otherwise contrary to the public interest is
prohibited.

e A name that implies royal or government patronage is not acceptable.

e Use of the following words in the name or their foreign language equivalents require
consent or a licence: Building Society, Chamber of Commerce, Chartered, Co-
operative, Imperial, Kaifong, Mass Transit, Municipal, Royal, Savings, Tourist
Association, Trust, Trustee, Underground Railway, Bank, Insurance, Assurance,
Reinsurance, Fund Management, Asset Management, Investment Fund.

e The suffix "Limited" is required to denote limited liability. [10,185]

The minimum number of directors is two. These may be natural persons or corporate
bodies, of any nationality, and need not be resident in Hong Kong. Full details of the directors
must be filed with the Public Registry. There is no requirement for board meetings to be held
within Hong Kong and directors may be resident anywhere in the world.

A Hong Kong company must appoint a company secretary, who may be a natural
person or a corporate body, but the company secretary must be resident in Hong Kong.

The minimum number of shareholders is two. Their details must be filed on the public
register. Corporate shareholders are permitted and anonymity can be assured by the use of
nominee shareholders.

The standard authorised share capital is HK$ 1,000. The minimum issued capital is
two shares with par value. Classes of shares permitted are as follows: ordinary shares,
preference shares, redeemable shares and shares with or without voting rights; deferred,
founders' and management shares. Bearer shares are not permitted. [23]

Annual Taxation and Fees. Taxation in Hong Kong has the following features:

Hong Kong does not impose tax on non-Hong Kong source income even when
remitted to Hong Kong. Consequently if a Hong Kong company's trading or business
activities are based outside Hong Kong, no tax is levied. Hong Kong companies with Hong
Kong source income currently pay a rate of taxation on profits of 16%. [21]

Hong Kong has no double tax agreement with any country, with the exception of a
limited treaty with the USA relating to shipping matters only. [10, 192]

The Business Registration Fee (BRF), currently HK$ 2,250, is due and payable within
one month of the date of incorporation and then annually on the anniversary of the first
payment.

Hong Kong companies are required to file audited accounts and must also prepare and
file an annual return giving details of the current directors and of shareholders who have held

shares in the company at any time during the year. A Hong Kong company's accounting
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records may be kept at the registered office address or elsewhere at the discretion of the
directors. Every company must appoint an auditor who must be a member of the Hong Kong
Society of Accountants and hold a practising certificate. There is a requirement to file

accounts with the tax authorities but not with the Registrar.[21]

g) Latvia

Latvia Executive Summary. Latvia is in Eastern Europe, bordering the Baltic Sea,
between Estonia and Lithuania, and is about the same size as Ireland, with a population of
2.3m, including a substantial Russian minority. Lativa has many lakes and rivers. Much is
forested. Natural resources are scarce, but Latvia has 531km of coastline, and the ports of
Liepaja and Ventspils provide important warm-water harbors on the Baltic. The capital is
Riga. [21]

As an independent nation since 1991, Latvia joined the European Union in 2004.
Latvia is a parliamentary democracy. The Council of Ministers is nominated by the prime
minister and appointed by the Parliament. [21]

The 1998 Russian financial crisis was hurtful for Latvia, but the government's budget
stringency and a gradual reorientation of exports toward EU countries has lessened Latvia's
trade dependency on Russia. Most companies, banks, and real estate have been privatized;
Latvia joined the World Trade Organization in February 1999. [20]

GDP in 2003 at purchasing power parity was $23.9 billion, and growth in that year
was 7.4%; growth remained strong in 2004. GDP per head at purchasing power parity was
$10,200 in 2003. Inflation was 2.9% in that year, with unemployment at 8.6%. The Latvian
currency is the Lat, pegged to the Euro at the rate of 0.702804 Lats for 1 Euro. It is expected
that Latvia will be dealing in euros as a domestic currency by 2008. [20]

Latvia is one of the more advanced, fast growing 'transition' economies and has good
services, transportation network and logistics. There is a well-developed banking system,
stable political and monetary conditions, and a favorable taxation regime. The Latvian
economy is rapidly expanding and is buoyed by a young and highly educated work force
eager to get ahead. Latvia boasts one of the best international credit ratings in Central and

Eastern Europe. Standard & Poor's has given Latvia an "A-minus/stable" rating, while
Fitch-IBCA has rated the economy "A-minus/positive".

The government continues to pursue liberal, market-oriented economic policies
emphasizing macroeconomic stability and the creation of business-friendly incentive

structures. The Latvian tax system neither favors nor discriminates against inward foreign
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investment. Companies are taxed at 15% and individuals at 25%. However it is government
policy to ensure all income generated in transacting business is taxed within the country. [20]

Latvia Country and Foreign Investment. Latvia Business Environment. Latvia is one
of the more advanced, fast growing 'transition' economies and has well-developed services,
transportation network and logistics. There is a well-developed banking system, stable
political and monetary conditions, and a favorable taxation regime.

Latvia is the member of the World Trade Organization and has ratified most of the
important international economic treaties. The Latvian economy is rapidly expanding and is
buoyed by a young and highly educated work force eager to get ahead. Latvia boasts one of
the best international credit ratings in Central and Eastern Europe. Standard & Poor's has
given Latvia an "A-minus/stable" rating, while Fitch-IBCA has rated the economy "A-
minus/positive". [20]

The government continues to pursue liberal, market-oriented economic policies
emphasizing macroeconomic stability and the creation of business-friendly incentive
structure.

There is no export duty on most goods exported from Latvia. However, certain goods
such as metals, minerals, art, wood and wood products are subject to export duty and a license
or permit is required. Zero % VAT is imposed on the export of goods and certain services,
including those related to exports, international shipping and airlines.

The Latvian tax system neither favors nor discriminates against inward foreign
investment. Companies are taxed at 15% and individuals at 25%. However it government
policy to ensure all income generated in transacting business is taxed within the country.

For the last two decades real estate market prices have been constantly rising. Since
1998 residential property prices rose by 300% on average, land prices by 150-250%, and
commercial property prices by 70-120% [26]

The legislation of Latvia provides foreign investors an opportunity to purchase or rent
real estate property with virtually no limitations. All real estate is entered in the central land
register - the Land Book, protecting ownership rights for the property and land. Mortgages are
available for foreigners willing to finance their real estate purchases in Latvia.

There are currently 22 banks in the country with over 8 billion LVL (EUR 11.4bn) in
total assets at the end of 2004. The market is relatively saturated in traditional banking
services such as private and business accounts and account transactions, financing of
import/export operations, lending and leasing, etc. Since 2005, all bank account numbers
comply with the IBAN standard. Bank staff speaks at least three languages — English, Latvian
and Russian. [26]
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Latvia Investment Incentives. Incentives to invest in Latvia comprise direct incentives
such as various tax incentives, the ability to acquire real estate, the existence of special
economic zones and free ports and EU aligned customs and other commercial procedures, but
also indirect incentives such as numerous international agreements on the mutual promotion
and protection of investments, World Trade Organization membership, agreements regarding
protection of intellectual property rights, trade marks etc. and the simplification of regulations
regarding visas, work permits and other administrative matters related to inward investment.

NB Many Latvian tax incentives were abrogated under State Aid when the country
entered the EU; some of the schemes described below are closed to new entrants, and come to
an end in any event at the end of 2005.

Infrastructure investment incentive. Investors, both foreign and local, can obtain a
40% tax credit based on their investment in approved capital infrastructure projects in Latvia.
The capital investment must be at least 10 million LVL and the project must be completed
within three years. The tax credit granted must be used within 10 years. To obtain the tax
credit, the government must approve the investment project and the right to use the tax credit
commences in the year the investment project is completed. In the case of an approved 10
million LVL project, a 4 million LVL credit will become available. Broadly speaking,
investors making use of the infrastructure investment incentive are unable to utilize other
incentive programs. [26]

Incentive production of hi-tech products and computer programs. A 30% tax credit is
available on an annual basis to the developers of hi-tech products and computer programs. In
order to obtain the 30% tax credit, the producer must be certified according to the
requirements of ISO 9001 or ISO 14001 standards. High-tech medical equipment must be
certified under the provisions of local law and comply with good manufacturing practice
standards. Hi-tech products or computer programs must account for 75% of annual turnover.
High tech products and programs must also comply with conditions issued by the Latvian
Cabinet of Ministers.

Incentive for small enterprises. Latvian Corporate taxation law provides tax relief to
enterprises who meet at least two of the following three criteria during a taxation year.

e Book value of fixed assets does not exceed 70 000 LVL;

e Net turnover does not exceed 200 000 LVL;

e The average number of employees does not exceed 25.

If an enterprise meets at least two of these criteria, it is considered a small enterprise and

can apply a 20% reduction to the Corporate Income Tax it must pay.
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As of January 1, 2002, a new law "On Application of Taxes in Free Ports and Special
Economic Zones" came into force. This law regulates the application of indirect taxes in free
ports and special economic zones and the application of allowances of direct taxes, and
stipulates how state social insurance contributions shall be applied in free ports and special
economic zones.

Liepaja and Rezekne are Special Economic Zones and the ports of Ventspils and Riga
operate as Free Ports. The Liepaja Special Economic Zone is located in the coastal port city of
Liepaja on the south-west coast of Latvia with the Rezekne zone being located in the City of
Rezekne in the south-east corner of Latvia near the Russian border.

The main concessions for enterprises in the Free Ports and SEZs are as follows:

e (0% VAT for most goods and services provided to enterprises in free zones or exported

out of them;

e oil products delivered to an enterprise in a free zone are exempted from excise tax;

e construction services delivered to free ports before 31 December, 2003, were subject

to 0% VAT;

e construction services delivered to SEZ administration outside the territories of the free

zones before 31 December, 2003, were subject to 0% VAT;

e 0% VAT for most goods and services supplied in the free zones, including

construction services;

e  80-100% rebate on real estate tax;

e 80% rebate on corporate income tax on activities carried out within the zones;

e Companies may apply the double-declining depreciation method for all types of fixed

assets in certain instances;

e 10 year carry forward of losses as compared to the standard 5 year period;

e 80% rebate on the applicable withholding tax for dividends; management fee and

payments for use of intellectual property;

e Expatriates who pay social tax in their home country may pay a reduced social tax

based on 15 minimum monthly salaries. [26]

Latvia: types of companies. Company formation in Latvia is governed by a new
Commercial Code effective 1 January 2002. Influenced by German law, the Code brings
Latvian commercial law in line with European Union directives, and simplifies commercial
law particularly by reducing the number of available business vehicles from 13 to 5.
Protection of creditors' and minority shareholders' interests has been given greater attention
especially where reorganization of the company or the reduction of capital takes place. The

Code is explicit about the liability of company managers and for the first time provides
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detailed rules for dissolution, liquidation and reorganization of commercial partnerships and
companies.

The code has reintroduced the legal term "Firma" which is used by a business
merchant when concluding and signing contracts. It also abolishes limitations in the use of
foreign languages by a Firma.

Currently foreigners are allowed to carry out business activities in Latvia in the form
of: a limited liability company (SIA); stock company (A/s - public or closed); or as a branch
of a company. It is also possible to register a representative office for the sole purpose of
advertising and promoting a business. Representative offices may no longer be used for the
actual conduct of business.

There are no restrictions on the ownership of Latvian companies by foreign investors.
The overwhelming majority of Latvian businesses are launched as limited liability companies.
In order to be a legal entity and to undertake business activities all companies must be
registered with the Latvian Registry of Companies and also as taxpayers with the State
Revenue.

A company is formed by filing certain prescribed documents with the Companies'
registry. The registration procedure would normally be carried out on behalf of the foreign
investor by lawyers or other professional advisers.

Registration fees payable to the Government upon registration are:
e [VL 250 for a stock company;
e LVL 100 for a limited liability company;
e LVL 20 for a branch;
e LVL 20 for a representative office.

Documents have to be filed with the Registry in Latvian. Documents in other
languages have to be translated and notarized. All company documents filed with the
Registrar are open to public inspection at a nominal charge.

Latvian company law calls for the creation of a three-tier governing structure - the
shareholders' meeting, the management board and the supervisory board (optional for limited
liability companies). At least half of the members of the management board must be
domiciled in Latvia.

Both limited liabilities and stock companies have legal personality, distinct from that
of their shareholders. Shares in a company represent a portion of corporate capital and entitle
the holder to a proportional right to corporate assets on dissolution. There is no minimum or

maximum amount of shares that a company is allowed to issue, unless otherwise specified in
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the incorporating documents. "One shareholder" companies are also permissible under
Latvian law.

Latvia Limited Limited Company. The most common form of a business presence in
Latvia is a limited liability company. The minimum share capital required to establish a
limited liability company is Ls 2000 which has to be paid before registration with the
Commercial Register. Share capital may be contributed in kind.

The following documents are required in setting up a limited liability company in Latvia:

e Application form which must be signed by all founders. Signatures and capacity of

signatories must be certified by a notary.

e Any power of attorney (notarized) issued by a founder to another person, authorizing

such a person to sign the application.

e Shareholders agreement signed by all founders. Signatures must be notarized. In case

of a sole founder the Memorandum is replaced by a Resolution on Incorporation.

e (Copies of the founders’ passports.

e Articles of association signed by all founders. Signatures must be notarized.

¢ Confirmation letter from the bank (in case of monetary contributions).

e Statement regarding any investments in kind.

¢ Each Council member’s consent to act as a Council member (If the company has

established a Council).

e Passport of the copies of the members of the Council.

e FEach Board member’s consent to act as a Board member.

e Passport copies of the Board members.

¢ Notarized signature samples of the Board members having representation rights.

e The Board’s confirmation of the company's address. [20]

An LLC is prohibited from offering its shares to the public or from trading on the Stock
Exchange. The shareholders' liability is limited to the amounts of the capital invested. Share
certificates and registration of the shareholders is recorded in the "Shareholders Register". An
LLC may issue only registered shares.

A Public Limited Liability Company (with the suffix AS) has a minimum registered
share capital of LVL 25,000 (approximately Euro 38,000). The company may offer its shares
to the public.

Latvia Joint Stock Company. Joint Stock Companies may issue registered shares as
well as bonds.. A joint stock company is generally entitled to issue different classes of shares

which may confer on their holders different rights, such as voting rights, rights to fixed
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dividends, and a right of priority on winding up, etc. Joint stock companies are entitled to
issue non-voting preference shares subject to the provisions of the statutes.

The minimum requirement for the registered share capital of a joint stock companies is
set at LVL 25,000. Higher capital requirements apply in respect of joint stock companies
operating in banking and insurance.

Shares may be paid up in money or in kind.

Joint stock companies are entitled to issue employees' shares, which should be covered
by the profit of the company. The total value of issued employees' shares may not exceed
10% of a company's subscribed share capital. The employees' shares are not transferable and
cannot be inherited.

Latvia Representative Office. A non-resident's representative office can be
incorporated for an initial period of five years which may be extended for a further five if
requested. There are no legal limits to the number of extensions permitted.

The following documents are required:
¢ A legalized copy of the articles of association of the parent company;
® A legalized copy of the foreign registration certificate of the parent company;
e An authorized and legalized decision of the parent company to establish the RO in

Latvia;

® An authorized and legalized decision appointing the head of the RO;

e A document (passport, lease agreement) confirming the legal address of the RO;
® A notarized signature sample of the head of the RO;

e Copy of the RO head's passport. [20]

The application for registration and the foundation documents must be submitted to
the Enterprise Register within 14 days of the ratification of the RO by-laws.

Latvia Branch. Branches of foreign companies in Latvia have no legal personality. However a
branch of a non-resident company is treated by the law as a separate Latvian taxpayer subject
to the same reporting and audit requirements as are applied in respect of local companies.

Profits of a Latvian branch of a non-resident company are taxed on a normal
assessment basis at the same rate as the profits of a resident company. There is no
withholding tax on the remittance of taxed branch profits to the head office, whilst under the
law in general a 10% withholding tax is imposed on the remittance of dividends out of taxed
profits from a Latvian subsidiary. [26]

The branch structure can be useful for a new business where start-up losses are
expected, provided that these losses can be set off for tax purposes against profits arising in

the country of residence of the head office.
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Latvia General Partnership. A general partnership is a company in which two or more
partners operate under a common business name. A natural person or legal person may be a
partner in a general partnership. All partners are jointly liable for the obligations of the
general partnership with all of their assets. [20]

A general partnership operates on the basis of a partnership agreement concluded by
the partners which may be amended only with the consent of all partners.

Each partner may represent the general partnership in all legal acts unless the
partnership agreement prescribes otherwise. The partnership agreement prescribes the amount
of contribution to be made by the partners. A contribution may be monetary or non-monetary.

To enter a general partnership into the Commercial Register, a formal request for entry
signed by all partners is submitted to the Commercial Register.

Latvia Limited Partnership. A limited partnership is a company in which two or more
legal or natural persons operate under a common business name. At least one of the persons
(general partner) is liable for the obligations of the limited partnership with all of the general
partner’s assets, and at least one of the persons (limited partner) is liable for the obligations of
the limited partnership to the extent of the limited partner’s contribution. [20]

The state or a local government may not be partners in a limited partnership. Partners
of a limited partnership agree on the business name, amount of contribution of the partners
and headquarters of the limited partnership. A contribution may be monetary or non-
monetary.

If a limited partner joins a general partnership, the general partnership shall be deemed
to be transformed into a limited partnership. If all the limited partners leave or are excluded
from a limited partnership and at least two general partners remain, the limited partnership
shall be deemed to be transformed into a general partnership.

Latvia Domestic Corporate Taxes. Latvia Scope of Income Tax. Taxable entities are
resident companies (but not partnerships) and non-resident entities as well as permanent
establishments of non-residents that derive income from a Latvian source. [33]

The criterion for establishing a company's residence for tax purposes is its
incorporation in Latvia, or that it legally should have been incorporated in Latvia. Latvia does
not have an effective place of management test of residence. Corporate income tax is applied
to all Latvian-registered enterprises and permanent representative offices of foreign
companies registered in Latvia.

For companies not registered in Latvia (non-residents), corporate income tax is based
on income earned in Latvia. The corporate income tax is levied on payments that Latvian-

registered companies and permanent representative offices render to non-residents if personal
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income tax has not already been withheld from such payments. See below for the rates of
withholding tax.

Latvia Rates of Income Tax: From 1 January 2002, the Latvian corporate income tax
was reduced from a flat rate of 25% to a flat rate of 22%. The rate was 19% in 2003 and
dropped to 15% from 2004. [33]

Companies eligible for specific tax rate reductions will continue to calculate their
reduction entitlements based on a flat tax rate of 25%.

Latvia Calculation of Taxable Base. The taxable base of resident companies is their
worldwide income and capital gains. A permanent establishment (branch) of a non-resident
company is treated by the law as a separate Latvian taxpayer. The profits of a Latvian branch
of a non-resident company are taxed on a normal assessment basis at the same rate as the
profits of a resident company. However, internal charges between the Branch and its Head
Office such as interest, management fees etc. are not deductible.

Latvia uses a double declining-balance method of depreciation for tax purposes. Effective
annual rates of depreciation are as follows:

¢ Buildings, constructions, long-term plantations (10%);

e Qil research and extraction platforms together with the equipment necessary for their
functioning, located on these platforms; oil research and extraction ships (15%);

e Rolling stock and railroad technological equipment, sea-going and river transportation
vessels, technological equipment of merchant marine, transportation fleet and ports,
energy equipment (20%);

e Computers and their appliances, including printing devices, information systems,
software products and data storage equipment, communication means, copying
machines and their appliances (40%);

e Other fixed assets (40%). [33]

Goodwill may not be amortized for tax purposes. Concessions, patents, licenses and
trademarks are amortized on a straight-line basis.

It is possible to carry tax losses forward for five years. Where a change in the control
of a Company occurs, the right to existing losses is lost unless the Company continues to
undertake for the next 5 years the same fundamental business activity that it undertook during
the previous 2 years. Companies are not allowed to carry losses back.

Interest paid to anyone (except Latvian registered credit institutions) that exceeds an
allowed amount for the tax period is not deductible. The allowed amount is calculated by
multiplying the average short-term credit rate charged by Latvian banks in the last month of

the tax period, by the company's equity at the beginning of the tax period. Undeducted interest
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can be carried forward indefinitely subject to the annual calculation of allowable interest. The
right to carry forward undeducted interest is lost if there is more than a 50% change in the
ownership of the Company. [33]

Parent and subsidiary(s) that have 90% common ownership are treated as a group. The
companies must be Latvian residents or residents of a country with which Latvia has an
operative Double Taxation Treaty. Although there is no fiscal unity for taxation purposes,
consolidated financial statements are required for the group. Losses can be transferred
between group members who are Latvian residents.

Regardless of ownership level, dividends from Latvian companies are received tax
exempt excluding dividends paid by a Latvian company that utilizes some form of corporate
income tax relief. In this case the dividends are subject to tax in accordance with the
percentage of the tax relief obtained by the paying Company.

Dividends from non-resident companies are normally taxable. They are, however, not
taxable if at the moment of payment the Latvian recipient owns at least 25% of the capital and
voting rights in the paying Company and the payer is not a Company resident in a listed low
or nil tax jurisdiction. [33]

Foreign taxes paid are not tax deductible in Latvia. A tax credit may be granted for
these taxes but not exceeding the amount of Latvian tax payable on that income (i.e. ordinary
credit) on a source-by-source basis. Payments to low tax countries ordinary are the subject to
25% withholding tax.

Latvia Filing Requirements and Payment of Tax. Latvia has a self-assessment taxation
system. The taxpayer calculates the amount of tax payable and reports this amount in a
declaration. The taxation authorities may audit the declaration within a period, which is
currently up to three years after the payment of the tax for the year in question. The Latvian
corporate tax declaration is based on the income disclosed in the Company's audited profit
and loss statement for the year, subject to adjustment as above. [20]

The tax year either is the calendar year or may differ from the calendar year if so
stipulated by the charter of the company. The fiscal year should be 12 months, however, a
company being incorporated part way through the year may have an tax period which is
shorter or longer than 12 months, although, on no account should any tax period exceed 18
months. The annual tax returns must be filed within four month of the end of the tax period to
which it relates. Large companies are allowed to extend this deadline up to seven months.
Monthly advance payments of tax are required.

The annual income declaration must be filed within 30 days after the annual

shareholders’ meeting, but not later than four months after the year-end.
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Companies must make tax advance payments by the 15th day of each month. In general, for
the period from the first month of taxation period until and including the month of filing the
annual report, but not later than four months after the taxation year ends, monthly advance
payments are equal to one-twelfth of the tax calculated for the year that is two years before
the current tax year, adjusted for inflation. For the rest of the months, the monthly advance
payments are each equal to one-eighth of the following: the tax calculated for the preceding
year, adjusted for inflation and reduced by the advance tax payments made in accordance with
the above procedure.
Any balance of the tax due must be paid within 15 days after the date due for the annual
income declaration. [33]

Latvia Social Taxes. An employer must withhold social tax on a monthly basis at the
rate of 26.09%. The total tax payable is 35.09%, so 9% must be paid from the employee’s
payroll.

From January 1, 2003, the social insurance rate was reduced to 33%, split between the
employee — 9% and the employer — 24%. [33]

Expatriates employed by non-resident employers are subject to a social tax of 8.52%.
The self-employed  rate of  social insurance  payments is 32.27%.

Latvia Withholding Tax. For non-resident companies without a permanent
establishment in Latvia, final withholding tax is imposed on proceeds received from sale of
Latvian real estate. The rate of withholding tax is 2 per cent for income from the sale of
Latvian real estate. Loss on sale of securities may be offset only against income on sale on
securities within next 5 years.

Withholding taxes imposed on payments to non-residents are as follows:
e dividends - 10%;
¢ remuneration for management and consultation services - 10%;
® interest payments among related enterprises and persons - 10%, but if performed by

Latvian commercial banks - 5%;

e remuneration for intellectual property: payments for the right to use literary works or
pieces of art, including cinema films, video or sound recordings - 15%; payments for

the use of other forms of intellectual property - 5%;

e remuneration for the rent or use of property located in Latvia - 5%;
e income from the sale of real estate in Latvia — 25%;
e remuneration from the sale of securities in Latvia — 10%;

e payment for the sale of real estate located in Latvia is 2% of the total proceeds;



56

® payments made to entities or individuals in any of the low-tax territories listed above -

25%, other than for dividend payments, normal deposit interest paid by Latvian Credit

Institutions and payments for goods that have their origin in the low or nil tax country

or territory. [33]

Latvia Value Added Tax. Taxable entities are individual or legal entities that in the
course of a trade or profession perform taxable transactions within Latvia. Taxable
transactions are the supply of goods or services within Latvia, self-consumption, the import of
goods and export of goods and services.

Individual and legal entities whose taxable transactions exceed 10,000 LVL in a 12
month period must register for VAT.

The standard VAT rate is 18%. A lower rate of 9% applies to some goods. Zero-rated
transactions include:

e supplies of goods where the place of supply is not within Latvia,;

e services connected with the export of goods and transit carriage;

e services where the place of supply is deemed not within Latvia;

e gsupplies of goods and services connected with supply and servicing of international

transport;

e travel agent's services for foreign customers and associated carriage of passengers and

goods performed by international transport;

e supplies of goods and services under diplomatic and consular arrangements;

e gsupplies of goods and services provided under non-repayable foreign technical

assistance. [33]

VAT declarations are filed on a monthly basis. Input VAT cannot be claimed in respect of
exempt transactions and input VAT can only be claimed in respect of transactions that are
directly related to the income production of the individual or entity.

Latvia: Personal taxation. The law “On Individual Income Tax”, adopted in 1993,
sets out the basis of taxation of individuals' personal income. The basic rate of taxable
personal income is 25% which is withheld at source and remitted to the tax authorities.

The tax is payable by permanent residents of Latvia who have generated income in
Latvia or abroad and by non-residents who have generated income in the Republic of Latvia.
The tax is imposed on the taxable income of the taxpayer.

Expatriates are liable for Latvian taxes depending on their tax residency. Latvian
residents are taxable on their worldwide income. Non-Latvian residents are liable on their
income derived in Latvia. An individual will be regarded as a resident of Latvia, if:

¢ the permanent place of residence of that person is Latvia; or
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e the person resides in Latvia for 183 days or longer in any given 12-month period
commencing or finishing during the taxation year; or
e the person is a citizen of the Republic of Latvia employed abroad by the Latvian
government. [33]

As a general rule, persons who do not match the above-mentioned categories are
considered to be non-residents of Latvia for tax purposes.

An individual, who has not been considered to be a resident during the year prior to
that when taxation is due, is considered to be a resident from the date they entered Latvia
during the taxation year. An individual, who is not considered to be a resident during a post-
taxation year, is not considered to have been a resident for that period of the taxation year
after the date that they left Latvia, provided that during that period the person had closer ties
with another country than with Latvia.

Closer ties with another country may be demonstrated by ownership of property in
that country, contributions to that country’s social security system, or the fact that the
expatriate’s family is residing abroad.

A actual presence test is used to ascertain how many days an individual has been in
Latvia. When the test is applied, the following days are included in the calculation as full
days: days of partial presence (less than 24 hours), days of entry and departure, Saturdays and
Sundays, public holidays, days of annual leave, and periods of illness, except when the illness
has prevented the departure of the person.

Certain types of individual income are exempt from income tax in Latvia:

e dividends paid by Latvian or EU member state companies;

¢ income from deposits in banks registered in Latvia;

¢ income from the sale of personal property, excluding the sale of real estate held for a
period less than 12 months;

® insurance monies received — except compensation payments for life, health or accident
insurance if premiums were paid by employers — upon expiration or breach of
agreements;

¢ income derived from Latvian state or municipality treasury bills;

e certain business travel expenses;

® anumber of government benefits.

e There are limited deductions under Latvian law. Deductible items are:

e Mandatory social security contributions;

¢ Allowances for the support of close relatives or dependants;
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e Donations to charitable organizations;
e Expenses related to the production of scientific, literary and artistic works;
¢ Contributions to private pension schemes. [33]

Non-resident taxpayers and individuals who are resident for less than six months in a
tax year are only entitled to the standard deductions like social security contributions. Special
rules apply to the calculation of the income of a self-employed individual. [33]

Annual declarations must be filed by 1 April of the following year. Declarations are
prepared on a self-assessment basis and may be audited up to three years after the tax became
payable. If the tax liability assessed exceeds 100 LVL the tax can be paid over three months
in equal installments. Individual income tax in respect of employment income is usually
withheld from salary payments (payroll tax). All employers in Latvia, including foreign
companies operating through a permanent establishment (branch), must deduct payroll tax
from remuneration paid to all employees, and remit this tax to the tax authorities on monthly
basis on the salary payment date. [20]

Latvia Taxation Of Non-Residents. Non-residents are liable for Latvian tax only in
respect of Latvian source income including:

e employment income for duties performed within Latvia in favor of a Latvian or
foreign employer, or performed outside Latvia for a Latvian employer;

e income from independent professional services rendered to Latvian residents or
registered permanent establishments within and outside Latvia;

¢ income from professional services such as an artist, sportsman or trainer performed in

Latvia;

e income from performing duties as the member of a Board or advisory body of a

Latvian company;

¢ income from a Latvian registered partnership;

¢ income in the form of liquidation proceeds from the liquidation of a Latvian company
that exceed payable dividends;

¢ income from the sale or use of immovable property located in Latvia;

¢ income from the lease of movable property in Latvia;

¢ income from agricultural production from "individual" farms;

o dividends;

® interest income, except interests from Latvian credit institutions;

¢ income from intellectual property (royalties);
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® insurance payments, if the agreement is concluded by an employer and it is terminated
before a specified period;
e pensions paid according to Latvian legislation. [33]

Personal tax paid abroad may be credited against tax payable in Latvia, but not more
than 25% of the income taxed abroad. To credit foreign paid tax, statements from foreign tax
authorities must be submitted to the Latvian tax authorities.

Foreigners working in Latvia for a non Latvian employer must register with the tax
authorities and either the employer or the foreigner must, on a monthly basis, pay personal
income tax based on their monthly salary.

Expatriates who have received remuneration abroad and stayed in Latvia for more
than 183 days within any 12 month period starting or ending within a year, or who have
received Latvian residence permit, must file a Latvian individual income tax declaration,
except where tax treaty exemptions are applicable.

Latvia Double Tax Treaties. Latvia has double tax treaties with 30 countries.

Latvia Table Of Treaty Rates. The following table shows the withholding tax
applicable to dividend, interest and royalty payments to the designated countries. If the non-
treaty country rate of withholding tax for a particular class of payment is lower than the rate

applicable to the designated countries, the non-treaty rate is applicable.

Latvia Table Of Treaty Rates. Table 1.2. [33]

Country Dividends % Interest % Royalties%
Armenia 5/151 10 10
Belarus 10 10
China 5/152 10 10
Czech Republic 5/151 10 10
Croatia 5/151 10 10
Denmark 5/151 10 5/10 4
Estonia 5/152 10 5/10 4
Finland 5/151 10 5/10 4
France 5/10 8 10 5/10 4
Germany 5/10 1 10 5/10 4
Iceland 5/151 10 5/10 4
Ireland 5/152 10 5/10 4
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Lithuania 0/153 0 0
Moldova 10 10 10
Malta 5/101 10 10
Norway 5/151 10 5/10 4
Poland 5/151 10 10
Singapore 5/101 10 7.5
Slovakia 10 10 10
Sweden 5/151 10 5/10 4
Netherlands 5/151 10 5/10 4
UK 5/151 10 10
Ukraine 57/15 10 54/10
USA 10 10 10
Uzbekhistan 10 0/5/10 6 15

Notes:

(1) 5% of the gross amount of the dividends if the beneficial owner is a company (other than a
partnership) which holds directly at least 25% of the capital of the company paying the
dividends;

(2) 5% of the gross amount of the dividends if the beneficial owner is a company which holds
directly at least 25% of  the company paying the dividends;
(3) 0% if the recipient of the dividends is a company (other than a partnership) that holds at
least 25% of the company paying the dividends;

(4) 5% of the gross amount of royalties paid for the use of industrial, commercial or scientific
equipment;

(5) 5% per cent rate applies to royalties for intellectual property, except royalties for
copyrights or neighboring rights on literary or artistic works, including films and audio
recordings to which 15% applies;
(6) 5% rate applies to interest paid by a Latvia registered bank to related parties; 10% is
applicable to interest paid to a related party;

(7) 5% of the gross amount of the dividends if the beneficial owner is a company which holds
directly at least 10% of the company paying the dividends;

(8) 5% of the gross amount of the dividends if the beneficial owner is a company which holds

directly are least 10% of the company paying the dividends.
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Use of Latvian Companies. The company-principal charges to the Latvian company,
representing itself as the agent to lead the transaction on purchase and sale of the goods and
finances the transaction. The Latvian company operates on its own behalf, but on behalf of
and for money of the company-principal. Calculations are made through the account of the
Latvian company, but its income is only the sum of agency (commission) compensation. [21]
Example:
1) Incoming sums from buyers per year - 1.000.000
(2) Payments to suppliers, for delivery and other - 900.000
(3) Profit (1) - (2) = 100.000
(4) Commissions according to the contract, 5 % from profit of the principal = 0.05 x 100.000
=5.000
(5) Other own expenses of the Latvian company (office, phones) - 2.500
(6) Tax (15 %) 0.15 x 2500 = 375.

Additional useful features:

- As a result, final effective payments of the profit tax from commercial transaction can be
0,375 %.

- The company the Shareholder - offshore or European jurisdiction

- Account for company-shareholder in Latvian bank

- Trust management of the account of the company -shareholder in the Latvian bank

- Virtual office (the address, a fax, phone) for the company-shareholder in Latvia

Having the European shareholders (for example, the English, Danish or Cyprian
company) on more than 25 %, the Latvian company has an opportunity to pay to the parent
company dividends without paying the withholding tax at a source in two years.

The Latvian companies can operate and pay in any currency. Also Latvian companies
can open accounts in foreign bank without any restrictions. Presence of the account of the
Latvian company in the Latvian bank looks logical.

Use of the Latvian companies in trading activities, under certain conditions, allows
receiving return of the VAT.

This circumstance makes the Latvian companies a convenient tool for optimization of
taxes.

Being based on the essence of law tax jurisdictions, business sectors, corporate
functions and working schemes of law tax jurisdictions were investigated in the second part of

the master thesis.
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2. Uses of low tax jurisdictions for modern tax planning purposes

2.1 Business sectors and corporate functions
There are many similarities between the various offshore centres, some are more
suitable than others for certain purposes. This part describes how offshore centres service a
number of different business sectors and corporate functions, and guides you to the most

appropriate centres according to your particular needs.

¢ Trade marketing and distribution

A high proportion of companies engage in 'trade’, that is the process of making or
procuring goods or services and selling them on to business or individual customers. If this
process takes place internationally, then it is often possible to interpose an offshore company
in which part of the profits of the operation can be realized in a low-tax jurisdiction. Even if
the process takes place wholly in one high-tax jurisdiction, it may be possible to separate the
'selling on' part of the process from the 'making and procuring' part, and send it offshore,
particularly now that e-commerce infrastructure is available in many IOFCs. [26]

The eventual value of having an offshore trading company will depend on the overall
corporate structure, and on the particular country or countries in which the owner resides. To
get the best result, it will normally be good for the offshore company not to be a controlled
subsidiary of the main company; and it will normally be even better if the main shareholders
are not resident in the same country as the main company; but even if these conditions are not
fulfilled, there is much that can be achieved.

Here are some examples of business situations in which an offshore trading company
can help to reduce or avoid tax:

An EU automotive component company sets up an independent offshore company to
purchase cheap Chinese parts and sell them on at a profit to the EU company, which builds
them into assemblies, adding further value (which will be taxed in the EU).

A newsletter and magazine publisher in the UK retains his editorial staff there, but sets
up a separate offshore sales and distribution company to handle the rest of the process, and
make most of the profit offshore. [23]

An international engineering personnel agency gives up its Paris office and moves
completely to an offshore jurisdiction which is only slightly less convenient for interviewing
people. Its own profits and those of its free-lance staff become untaxed (staff may choose to

remain in a high-tax area, but at least now they have a choice!).



63

Note that the tax saved in most such cases is income (corporation) tax; but in the case
of products or services which can be delivered over the Internet, the possibility of avoiding
VAT also opens up.

It is worth noting that some IOFCs actively encourage trading operations by offering
duty-free zones, or warehousing facilities. This can be particularly important when attempting
to avoid the creation of a 'permanent establishment' in the destination country (eg for the
storage of goods before delivery) which could compromise a company's offshore status.

Apart from ensuring fiscal suitability and confidentiality, the choice of an offshore
jurisdiction for trading purposes will depend on a variety of factors, of which some
particularly important ones may be:

e good transport links

e availability of skilled local labour

e case of obtaining entry and work permits

e proximity to markets

e local cost levels

o effectiveness of local banking and commercial services

e modern telecommunications and e-commerce infrastructure
e availability of duty-free zones

o case of establishment of offshore entities [26]

Due to the variety of possible trading purposes, it is difficult to recommend suitable
IOFCs, but here is a list of some IOFCs with good, broad infrastructure and which meet many
of the criteria above:

Examples: Bahamas, Barbados, Bermuda, British Virgin Islands, Cayman Islands, Costa Rica,
Cyprus, Gibraltar, Guernsey, Ireland, Isle of Man, Jersey, Luxembourg, Malta, Mauritius,

Panama.

¢ Financial holding and investment activities

Broadly speaking, it is larger companies, especially multinationals, that use IOFCs for
holding and investment. At one time, the tax advantages that could be got from routing
investment or ownership through an IOFC had got to be balanced against the extra cost,
difficulty and risk of using a possibly somewhat backward offshore island without
sophisticated business infrastructure or switched-on professionals.

No longer. Some of the International Offshore Financial Centres are difficult to
distinguish from centres in high-tax countries in Europe or North America in terms of

financial infrastructure, while the spread of modern telecommunications, computer
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technology and now the Internet has pretty well done away with the difficulties of working
with offshore. [23]

Still, it is the tax advantages that drive offshore, as always, and the 500 banks in the
Cayman Islands are there to reduce their own tax bills and to service the needs of corporations
that want to lower their tax burdens, not because of the climate. There is a very wide variety
of corporate financing and investment purposes offshore, some of which are indicated in the
following list:

e to hold foreign subsidiaries and receive dividends or interest on loans from them in a
tax-efficient manner; either because there is a good tax treaty between the IOFC and
the foreign country concerned; or because the IOFC itself has low taxes; or a
combination of the two.

e to concentrate the profits and losses from subsidiaries in one low-tax area, which
may be more tax-efficient than remitting them to the high-tax base country separately.

e to obtain financing from institutions that are themselves free of high taxation
(especially withholding tax) and can therefore provide it more cheaply than they can
from high-tax centres. Especially project finance is often assembled offshore, where
the burden of regulation is lighter, alongside the tax advantages.

e to base in-house treasury and finance departments in a flexible, low-tax environment
from which they can provide the best and cheapest service to group companies
wherever they may be. [15,846]

In choosing an IOFC for financial purposes, it is the finance sector infrastructure that
is most important, and here is a list of IOFCs that qualify in a general way — underlined
jurisdictions are already covered in our Jurisdictions section; others will be shortly:

(NB: it may often be the case that a corporation resident in a particular high-tax country will
choose a specific IOFC because of the tax situation between them.)
Examples: British Virgin Islands, Cayman Islands, Cyprus, Hong Kong, Isle of Man, Jersey,

Luxembourg, Malta, Panama

¢ Corporate financial and marketing management services
The corporate headquarters of large groups tend to accumulate a variety of support
services, which are often priced into the base costs of the group's products and services, and
then attract margin in the final price to a customer. The profit realized by the group in this
way is of course taxed at whatever local rate is applicable.
Nowadays, in a world of telecommunications, computing and easy travel, most or all

headquarters' functions can be carried out almost anywhere, and there is extreme competition
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to attract them between IOFCs and between high-tax jurisdictions as well, all wanting the
prestige and the economic benefits stemming from the presence of a group of highly-paid
executives and the business transactions they generate. In different ways, it is thus often
possible for a group to make the profits inherent in its support activities in a more or less tax-
free environment. Whether this translates through to the bottom line depends on many
complex factors, but competent financial management will usually be able to get a good
result.

The high-tax jurisdictions have tried to attract headquarters' offices and functions
using the 'coordination centre' concept. Originally pioneered in Belgium, it is now in common
use in many countries. Essentially, the host country will allow a resident corporate
coordination centre to carry out its functions outside the normal tax laws, so that for instance a
re-invoicing function for cross-border intra-group trading would be allowed to escape
withholding tax or transfer-pricing rules. Taxation of coordination centres is 'by agreement'
between the corporation and the host country, and is usually minimal. This is one of the ways
in which high-tax jurisdictions, which are nominally against low-tax areas, play the game
themselves. [23]

Often, however, a group will decide to locate some of its support functions in a
traditional IOFC. There may be cost and operational advantages to doing so, apart from any
tax savings; but the underlying reasons are always tax ones, and eventually amount to the fact
that the profits implicit in the functions can be made in a low-tax centre. The list of corporate
functions which can be carried out from an IOFC is very long, but includes procurement,
marketing and distribution, treasury management, debt factoring, travel and transport
management, telecommunications, computing, recruitment and training, pensions
management, payroll.

The rapid evolution of e-commerce and e-business techniques has only increased the
attractions of an offshore location for many of these functions.

Foreign exchange management is a good example of how centralized IOFC
management can benefit a group:

Any large group with many subsidiaries in different countries has substantial costs
connected with foreign exchange. Multi-currency treasury management on the basis of a set
of independent national treasury operations is nearly the worst possible method, and
concentration of all transactions into a flexible central treasury in a jurisdiction without
exchange controls or predatory and highly-protected local banks is an obvious solution.
Providing that the centralized currency management function is based in an IOFC with good

local financial infrastructure, treasury management can proceed to optimize cash flows
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without concerns about withholding taxes, capital gains, or any of the other unpleasant taxes
or regulations often imposed by high-tax governments. Finally, the profits from such an
operation, which can be quite substantial in a large group, are made in a low-tax jurisdiction.

The choice of an appropriate IOFC for the conduct of centralized group management
or support functions is obviously dependent on the location of the existing head office or
support functions, the type of business concerned, the existing group fiscal structure, and a
host of other factors. It is not possible therefore to select a list of particular IOFCs that should

be considered. [23]

e  Offshore Banking

Almost all offshore jurisdictions control banking activity, not least in order to prevent
money laundering. Domestic and offshore banking are usually separately licensed; domestic
banking is sometimes reserved for local banks. Offshore banks are normally free of taxation -
but there is usually a hefty annual license fee.

Banking secrecy is usually very good in offshore jurisdictions, often enforced by
statute; but jurisdictions increasingly have international agreements that permit breaches of
confidentiality in some circumstances. [10,106]

List of banking jurisdictions: Belize, Bermuda, British Virgin Islands, Cayman
Islands,Cyprus, Hong Kong, Ireland, Liechtenstein, Luxembourg, The Netherland Antilles,

Panama, Seychelles, Switzerland.

e Offshore financial services (Investment funds)

International Offshore Financial Centres (IOFCs) often provide a welcoming
environment for investment companies. Offshore investment vehicles may take a variety of
forms: unit trust, mutual fund or investment company, and may be open-ended or closed.
They will be referred to generically in this section as 'offshore funds'. In all cases the key
reasons for being offshore are that the gains from investment are untaxed or very lightly taxed
in the IOFC concerned, and that the regulatory regime in the IOFC is lighter than in the high-
tax countries where the investors and often the promoters (owners) of the fund are to be
found.

OFCs vary greatly in the legal and fiscal regimes they provide for offshore funds. The
most widely-used jurisdictions are Bermuda, the Cayman Islands, Guernsey, Hong Kong, the
Isle of Man, Jersey and Luxembourg.

Just because offshore funds offer greater returns and often greater risks than onshore

funds, many countries restrict investment in such funds by their citizens, and restrict
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marketing by offshore funds on their territory or to their citizens. The USA is particularly
fierce in this regard, and offshore funds take great care not to offend against US law, refusing
to accept investment from US residents. The UK's regime is more permissive while still not
very flexible. The laws and regulations of high-tax countries in respect of offshore funds are
directed not just to limiting the behaviour of their citizens but also to preventing 'money-
laundering' and other illicit uses of IOFCs. [14,425]

Of course, individuals or companies who are tax-resident in a high-tax country may
not be able to benefit much from the tax advantages of an offshore fund if they are taxed on
their world-wide income, as is usually the case. Some funds 'roll up' income and capital gains
for this reason, at least allowing the tax-payer to defer taxation until the fund eventually
distributes gains, or units/shares are sold. [21]

List of financial jurisdictions: Liechtenstein, Luxembourg, The Netherland Antilles,

Switzerland

¢ Ship management and maritime operations

It has now become the norm for ships to be registered in International Offshore
Financial Centres (IOFCs) and there has been intense competition between some of the
IOFCs to offer the most advantageous operating and fiscal regime. Owners are concerned
with labour regulations and manning scales, as well as with the more obvious tax advantages.

Ownership, registration, administration and operation of ships are four different
activities, and are often situated in two, three or four different jurisdictions in order to achieve
an optimum result. Thus, an owner in a high-tax, non-maritime country might register his
ships in a low-tax jurisdiction, operate them from there, but administer them from a European
port city. [23]

It is normal to create a company in the low-tax jurisdiction for each ship, in order to
provide insulation in the event of problems. In addition to ship ownership, other maritime
activities sometimes conducted from IOFCs include container leasing and ship chartering.
Private groups with their own aircraft sometimes use an IOFC to create a 'captive' aircraft
operating company which can charge market rates and make a profit in the IOFC.

Liberia and Panama were for a long time the best-known 'flags of convenience', but a
number of other countries offer or are about to offer shipping registries, including Cyprus,
Bahamas, Cayman Islands, Malta, Madeira, and The Netherland Antilles.

A study by the Center for Freedom and Prosperity Foundation released in August,
2004, analyzed the impact of open registries on the global shipping market. These registries,

maintained by about 30 countries, are open to shipowners from all nations and the study finds
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that they have boosted international trade and the world economy by reducing shipping costs
and increasing efficiency in the industry. [23]

The study was written by Heritage Foundation Senior Fellow Daniel Mitchell.
Commenting on his study, Mitchell stated, "Unlike monopolistic national registries, open
registries use a market-based model. And since they compete with each other to attract ships,
this has led to better service for shipowners and more rational tax and regulatory systems."

The OECD has targeted open registries as part of its anti-tax competition campaign
and the International Transport Workers' Federation (ITF) has been fighting against so-called
flags-of-convenience since 1948. The International Maritime Organization, with the support
of the United States government, has rejected these efforts to hinder international trade.
Veronique de Rugy of the American Enterprise Institute warned that the anti-competition
agendas of the Organization for Economic Cooperation and Development (OECD) and the
(ITF) are contrary to the interests of all trading nations. "Restricting open registries and
returning to the days of high-cost, over-taxed national registries would throw sand in the gears

of the global economy," she explained. [20]

¢ Licensing and franchising: royalty collection

One of the most common uses of IOFCs is for the collection of revenue from
technology licenses, franchise fees, and royalties on other transfers of intellectual property.
These types of payment often result from transfers of intellectual property from more
advanced nations to less advanced ones.

Such payments are often subject to withholding taxes in the country from which they
originate, and will get taxed, perhaps doubly, on arrival in the country of the licensor.
Therefore an IOFC having good double-tax treaties with emerging markets countries, and not
levying withholding tax on onward payments, will be a suitable location for an intermediary
company. If the offshore collection company can be independent of the originating company
(the licensor or franchisor) then so much the better, and the profits from licensing may be
available free of tax altogether.

The US and many other countries have legislation designed to ensure that companies
do not manage to escape tax due on the sale of intellectual property from offshore
jurisdictions. However, this legislation was not designed to cope with digital downloads of
intellectual property or property rights from servers in offshore jurisdictions. Many tax-
efficient opportunities of this type are arising as the range of digitally downloadable products
expands, but great care is necessary in setting up such schemes given the uncertainty of the

legal and fiscal environment. [20]



69

While tax treaties are not absolutely vital to the success of offshore licensing schemes,

they are quite important, and the list of jurisdictions below is restricted to those IOFCs having
good networks of double-tax treaties. Click on any underlined jurisdiction for a full
description, including details of that jurisdiction's double tax treaty network: Cyprus,
Gibraltar, Ireland, Luxembourg, Madeira, Malta, Mauritius, The Netherland Antilles, Panama
Perhaps because licensing was one of the earliest significant uses of what used to be
called 'tax havens', many of the high-tax jurisdictions terminated tax treaties that they used to
have with some of the more blatant IOFCs. There is by now a division between those IOFCs
that try to maintain at least the appearance of a normal fiscal regime, and those that don't

bother.

¢ Professional services

IOFCs naturally generate significant amounts of professional work in support of the
offshore companies and trusts that are set up. While some of this is performed by nationals of
the IOFCs (creation of employment is evidently one of the reasons for a country to become an
IOFC), much necessarily falls into the lap of expert foreign professionals, and IOFCs usually
make it reasonably easy for such people to work.[23]

Apart from 'offshore' professional activity as such, IOFCs are also an attractive
location for professional firms offering their services internationally. Engineering and
management consultancies are examples.

Whether connected with tax or not, professionals in I[OFCs have many advantages. Of
course they can usually take advantage of low local tax rates, which are often further reduced
for employees of offshore entities or offshore partnerships; and there are often further
concessions which add up to a highly favourable tax regime. Their services provided in high-
tax jurisdictions will of course be deductible expenses locally, while there are usually no
withholding taxes on such payments.

The choice of an IOFC for a professional services company or partnership is highly
dependent on the location of their customers, and their own existing residence. Therefore no
short-list of possible IOFCs is offered. [23]

Some of the most interesting IOFCs: Liechtenstein, Luxembourg, The Netherland Antilles,

Switzerland

¢ Insurance
An offshore insurance company, usually referred to as a 'captive' insurance company,

is usually a subsidiary of a large company or group of companies, and its purpose is to offer
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insurance within the parent company or group, thus saving external costs and generating
profits in a low tax jurisdiction. The fiscal benefits are not necessarily the driving factor, but
they can be significant. Direct access to reinsurance is another important advantage of a
captive.

Some high-tax countries have legislated to prevent excessive shifting of income to
captives, but usually without seriously reducing fiscal benefits. Apart from offering tax
savings, it is usually also true that an International Offshore Financial Centre (IOFC) offers a
less regulated and bureaucratic supervisory insurance regime than the home country of the
parent company. The captive may for instance be able to employ its capital more effectively
than a domestic insurance company. [26]

The considerable advantages of captives have led to the development of a major
world-wide captives industry, and IOFCs have vied with each other to establish attractive
regimes for captives.

The jurisdictions which have been most successful at attracting captives are as follows:
Bermuda, Bahamas, British Virgin Islands, Cayman Islands, Guernsey, Isle of Man, Jersey,
Luxembourg, Panama, Vanuatu

Some other jurisdictions also have captive insurance regimes: Cyprus, Gibraltar, Hong Kong,

Netherlands Antilles
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2.2. Working schemes

Author convinced that the clients come to tax advisers already with specific plans for
their future company in mind. After all, no one knows better than the client the intricacies of
his business. Each client needs and deserves a custom made approach to his business, so that
the optimum decision may be made as to the right set-up for him. However, certain general
suggestions may be useful at the initial stage of choosing a working scheme, and as such
author set out below the main business schemes where offshore companies are useful.

¢ Trading

Where ordinarily a trading transaction takes place between two companies, goods flow
directly one way, and documents and payment the other way. The country where the profit on
this particular transaction is shown imposes income taxes on this profit, based on the
difference between the purchase price of the goods, and their eventual sales price. An offshore
company can be inserted in the middle, with the profit accumulating on the offshore company
books, instead of on the books of the original company. In this way, taxable profits are in
effect transferred from a high tax jurisdiction to one with low or no taxes. The offshore
company would take orders from the customer, and the goods would continue to go direct
from the manufacturer to the final buyer. This addition of an offshore company in the
commercial chain of entities is suitable for the seller of the goods in this transaction, as well
as for the buyer, (or exporter and importer, in effect). The exporter can use the above scheme
to transfer out the profit, which arises as the difference between his cost of goods sold, and the
sales price. The importer can use it to avoid paying tax on the difference between the purchase
price of the goods and the eventual sales price in his home country. [8,125]

® Services

Individuals who receive substantial income in respect of their professional services,
such as architects, performing artists, consultants or authors may assign an offshore company
the right to receive their fees. In other words, the offshore company would contract with the
ordering party for the performance of the relevant work, and would invoice and receive
payment accordingly. As such, again profits would be transferred to a no tax jurisdiction. The
offshore company can also invoice for various services the mother company in a high tax
jurisdiction, thus transferring profits out, and lowering the tax liability of the mother
company. [8,126]

¢ Investment
Most countries if not all have withholding taxes. These taxes are imposed on income

earned on or from the territory of that country by foreign persons, and this income is taxed at
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source prior to repatriation. The size of these taxes varies, but is most often between 15 and
20 percent. This, admittedly, is a sizeable amount. Double tax treaties exist which allow for a
reduction, and in some cases, elimination of this withholding tax. For foreign investors
investing in Eastern Europe for example, it would make sense to channel their investment
through a country with such a treaty with the investment-recipient country. If this
intermediate country has low taxation, then the net result is the avoidance of withholding
taxes, as well as avoidance of the dividends being taxed upon their receipt in the investors'
country. A very good example of such an intermediate country is Cyprus, with its network of
double tax treaties with over 25 countries,with zero withholding rates in most cases. It is no
wonder, that in accordance with official statistics of the Russian government Registration
Chamber, Cyprus holds the 3th place in terms of monetary value of foreign investments into
Russia. [8,127]
¢ Finance
An offshore company is able to give a loan to a related company located in a high tax
area, with tax deductions for interest payments. In this way, both inward investments from a
foreign entity is achieved, which may be advantageous due to foreign investor protection
laws, as well as tax savings on the deducted interest. [8,129]
¢ Intellectual property
Intellectual property, such as copyrights, trademarks, software or titles may be sold
offshore, for later resale or lease or franchise to the home country at a substantially higher
value. As such, the bulk of the profits arising from the utilization of the intellectual property
are realized offshore, with minimum tax implications. [8,130]
¢ Negotiable instruments
This area of offshore utilization relates to Cyprus specifically. Certain clauses in its
double tax agreements allow for brokerage and agency services to be conducted in other
countries, without being viewed as permanent establishments and as such not being liable to
taxation. This scheme is particularly advantageous in conjunction with goods and services,
which are not vaitable, and liable only to income tax. One such example is trading in
negotiable instruments, where substantial profit may arise, especially in developing, volatile
markets. Use of a Cypriot offshore company and its eligibility for the double tax treaty allows
for the avoidance of income tax in such cases. [8,131]
¢ Real estate
Being a premises owner allow most times to avoid different taxations. In most

countries there is no difference between legal or physical person ownership.
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¢ Insurance

Some jurisdictions allow the registration of insurance companies and create the
necessary conditions for them to exist with low or zero income taxation. Registration of
insurance companies is much more complicated but the results worth it. [8,132]

* Banks

Banks can be registered in different jurisdictions with limited internal licenses and can
operate in zero taxation regions. Bank registration is complicated and expensive.[8,133]

¢ Shipping

Certain countries, such as Cyprus for example, allow for the registration of shipping
companies who can operate without any income tax liability. Furthermore, such countries try
to offer competitive terms as regards ship registration, overseas maritime services, and gen-
eral ship management matters. [8,134]

As said before, the uses of offshore companies are multifaceted, and they probably
should not be viewed as one tool for a particular job. Rather it is like a financial "Swiss army
knife", which has many uses and applications.

Technology and schemes of protection of assets and information have been analyzed

in the third part of the master thesis.
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3. Modern instrument of protection of assets and information

3.1. Technology of protection

In author’s opinion area of protection of assets and information include following
elements:

- corporate and tax planning

- security products

- wealth management

- company formation and administration

Author will describe some major security products, which might help to avoid
negative influence of internal and external factors as well as to increase overall performance

of the enterprise.

a) HR1 Automated Integrity Assessment

Based on Layered Voice Analysis (LVA). LVA Technology is the core of the HR1
unique software which utilizes a wide range spectrum analysis to detect minute involuntary
changes in the speech waveform itself. LVA technology can detect anomalies in brain activity
and classify them in terms of stress, excitement, deception, and varying emotional states,
accordingly.

HRI1 leverages advanced LVA technology to automatically estimate a Tested
PersonXs liability potential by analyzing the emotional content of his/her voice when
responding to specifically designed questions.

HR1 is the state-of-the-art in automated Integrity/Risk Assessment systems. Featuring
a fully automated and user-friendly interface, HR1 requires no technical or assessment
expertise for operation. All the products based on HR1 platform generate graphical report
with test results, manages database of results and candidates, have simple and user friendly

interface. [22]

""K-Factor''. Recruitment and attestation. Provides an unprecedented level of insight into the
integrity and risk potential of employment candidates. [22]

Features:

Provides level of risk with regard to the following topics and themes:

Loyalty

Honesty



75
Theft from place of employment
Credibility, Honesty and Integrity
Bribery and Kickbacks
Fraud and Deceit
Confidentiality and Secrecy
Drug Use
Alcohol Use
Gambling

"Credit"'. Control of loaning risks. System may automatically recognize individuals with the
high risk of irretrievable borrowings. [22]

Features:

Provides level of risk with regard to the following topics:

Solvency

Credit history

General tension

"AML Counselor'. Anti-Money Laundering tool which may automatically recognize clients
with potential high risk of money laundry operations. Provides risk value of clientXs past and
future intentions.
Features:
Simplifies Due Diligence procedure
Provides levels of risk with regards to:
- Identity verification
- Source of Funds
- Public Exposed Persons
- Verifying Identity

Automatically checking with appropriate database of Public involved persons, or
being involved in terrorism or money-laundering schemes.

Dealing with documentation. Fully integrated scanner/archive module, text-
recognition, indexing, time-proof. [22]

Suspicious reports. Automatically produce the Suspicious report form merging all

relevant clientXs information.

b)LieDetector
Based on Layered Voice Analysis (LVA). The eX-Sense-Pro is a vocal emotion
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analyzer that employs unique and revolutionary emotion detection algorithm based on LVA
technology. It is capable of providing crucial information about the conversation subject. This
additional data may be paramount in decision making process.
Developer and patent holder of LVA technology: NEMESYSCO LTD, Israel [22]

The eX-Sense refers to "extra sense", a quality we would like to have when making
important decisions. It also designed to meet the needs of every man or woman who needs a
quick, simple and reliable truth verification tool for many of his/her daily activities or for a
few moments of fun and excitement. [22]

Features: Ex-Sense-Pro allows to identify emotional level of converser with regard to
the following topics:
excitement (positive and negative)
level of cognitive or psychological conflicts
stress levels
hesitations
concentration & anticipation
During conversation it shows textual alerts such as TTruthY, TSubject Not SureV, TStressV...
Generates graphical reports
Provides possibility to record and re-analyze conversations. [22]

Usage. After a quick and simple installation, your computer will be connected to your
telephone and/or microphone, and eX-Sense-Pro is ready for work.

Lie Detection. eX-Sense-Pro can detect lies but it does much more than that. With its
unique ability to identify emotions, it allows to know how converser feels about the subjects
of discussion. This gives a definite competitive edge in dealing with suppliers, negotiating a
better deal, hiring better personnel or simply knowing whether or not the person you are
talking to likes you or not.. [22]

Accuracy. Ex-Sense-Pro will always recognize emotional state and provide the correct
result. It should be mentioned, however, that it is a decision support tool and in combination

with the common sense it can be a great advantage. [22]

T

[ N P A

3.1. representation. Working scheme of lie detector [22]
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¢) Remote Desktop Platform

Office away from Office. Remote Desktop Platform allows working with office applications
on the remote server, which is located deep in the Swiss Alps in a secret and safe
fortifications.

Provider: Co-Handelszentrum GmbH, Switzerland [22]

Functionality:

Regular work with Microsoft Office applications (Word, Excel, Power Point, Outlook)
Management of sensitive and confidential information

Accessing E-mail account

Documents archiving

Clients' database access

Advantages. Information is protected from destruction and unauthorized access.
There is no territorial limitation for wusing Remote Desktop Platform.

Company's activities are originated in Switzerland and it may be proved by IP address.

Server in
ernat

Switzerland Firewal Irit '::-)
7
N

3.2. representation. Working scheme of remote desctop platform. [22]

How does it work? User connects to RD Platform through the Internet. As a result display
will show a screen, which is very similar to the regular MS Windows. From now work is not
different than using local PC.

Printer. The printer which is attached to the local PC is automatically mapped into RD
Platform session.

E-mail Access. User may access email account by using MS Outlook

Unexpected disconnection from the Internet or local PC power down. Access to RD
Platform session is automatically disconnected and may be repaired by authorized user only.
At the same time all opened applications' data will be saved on the server side.

Local PC after disconnection. After disconnection from RD Platform, no information is

remained on a local PC, except for the link to the server, but it may be cleaned easily. [22]
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d) Virtual Office

Virtual Office — or as sometimes it is accepted to name Administrative servise —
design for enterprises or private persons. Despite many people think, that this kind of service
is for those who has something to hide, Virtual Office is often used by big corporations for
reducing expenses on personnel or to maintain Costumer Service, so called ,hot line” for
answers to client’s questions on in advance certain themes, and also for sale the products
through catalogues. Virtual Office also might be used or local small companies which cannot
afford the secretary and do not wish to use an answering machine. [21]

Basically Virtual Office include:

- mail forwarding

- forwarding of fax masages

- answering the phone calls

- providing registered office for external companies
- providing e-mail address

- design and hosting the Web-site

Mail forwarding. Many companies in Latvia provide mail drop services in England,
Swiss, Cyprus, Belize, Latvia and ect. Mail can be forwarded to the address specified by the
client. This service is irreplaceable for reception of mails from banks. Addresses can be used
also as the legal address of the companies at registration.

Fax forwarding. Many companies in Latvia provide fax numbers in England, Swiss,
Cyprus, Belize, Latvia and ect. Faxes or the voice masages will be forwarded to the client’s e-
mail within one day.

Answering the phone calls. Basically there are 3 types of answering the phone calls.
1) The operator answers a call with the general phrase. On requests of abonent, operator
answers in conformity with the instructions received in advance.

Example:

Abonent: - I would like to speak with director of the comopany ,,X”

Operator: - Direcor is not inthe Office. You can call him on the cellphone

2) The operator answers a call with the phrase, which contain the name of the clint’s
company: “Company “X”, how can I help you”. Then operator answers in conformity with
the instructions received in advance.

3) Incoming phone call is automatically forwarded to the client’s phone number. [21]
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3.2. Schemes of protection

Representations of different approaches of protection of assets and information are

presented bellow.

PROTECTION OF ASSETS AND INFORMATION

Firewall Firewall

TRADE INVEST SAVE

MmnopTHO- WHeectnymmn YnpaBneHue
SKCMOpPTHbIE BnapeHue KannTanom
onepauym Kommepueckan HacneposaHue

lNpownzBogcreo HEABWKUMOCTb JomoenageHne

Import/Export Investments Wealth
Operations Private Equity Management
Manufacturing Shareholding Succession
Commercial Planning
Real Estate Estate Planning

3.3. representation.Scheme of separation of business activities for asset protection purposes[2]

Describing scheme of separation of business activities for asset protection purposes,
we can see, that trading, investment and savings should be separated from each other the
firewall. In other words, for each of this business activity should be used different company
(see reprezentation 3.3.). But all of these companies can be incorporated in the law tax

jurisdictions.



80

TRADE
INSTRUMENTS

MiHK-xonguHr 1
International Holding Company
Belize, BV, etc

Komnanna-OpoHT KomnaHnA-OpoHT
Front company Front company

Heng-Kong Cyprus

KomnanwA-OpoHT
Front company
Latvia

MiHu-xonguHr 2
International Holding Company
Cyprus

KomnaHna-OpoHT KomnaHuA-DpoHT
Front Company Front company
Switzerland Singapore

KomnaHwA-DpoHT
Front company

Denmark I

3.4. representation. Trade instruments of scheme of asset protection. [2]

Describing trade instruments for asset protection purposes, we can see, that it is better
to use different companies from different low tax jurisdictions. Every company play the
special role in this scheme. And advantages of every jurisdiction make this scheme very

attractive for asset protection purposes. (see representation 3.4.).
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INVEST
Instruments -Private Equity Fund

Private Equity Fund
Luxembourg, LLP

ct company Praject company Project company

Russia Ukraine

Belarus

| i

3.5. representation. Scheme of working of private equiti fund. [2]

Describing 3.5. representation, we can see, that Private Equity Fund is design to
different investment projects. These projects can be situated in different countries. Private

Investment fund is a very expansive instrument of asset protection.
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SAVE
INSTRUMENTS

ToproBbie KoM naHWH MHBECTMUMOHHDIE WHCTRYMEHTHI
Operational companies Invest Holdings

XOMOWHIN
International Holding Companies

Trust, Foundation

bnaroteopure

OByueHne, nogapky baukpoTCTBO, paseog
Education, gifts Bankrupcy, Divorce

3.6. representation. Save instruments of asset protection. [3]

Describing 3.6. representation, we can see that a lot of different instruments are
involved. Investment holdings, operational companies and international holding companies as
well as Trust or Foundation Company are components of this saving scheme. Purposes of
combining all this instruments might be: succession, asset management, philanthropy,

avoidance of political risk and so on.

PRIVATE BANKING SWITZERLAND MARKET
31 % OF OFFSHORE PRIVATE BANKING
WORLD MARKET (USD 1°780 BILLION)

Africa
\ ( Eastern Europe

Offshore +— North America
23%
(USD 5'700 billions) — Latin America
Asia
Onshore \
77 % (USD 25000 billions) S MiddlslEast

Data source: Pof. Dr. Teodoro D.Cocca, Johanes Kepler University Linz, taken from BCG, Gap Gemini, Merrill Lynch, Vontobel

3.7. representation. Share of offshore market in private banking sector as well as share of

offshore private banking in Switzerland market. [1]
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In the first part of 3.7. representation we can see, that share of offshore sector in
private banking sector is equal to 5700 billions USD. In the second part of 3.7. representation
we can see, that share of offshore private banking in Switzerland market equals to 1’780

billions USD and the major part of it comes from Western Europe.

PRIVATE BANKS IN SWITZERLAND

150

120

USB FB — aprox. CHF 1000 billions
CSPB - aprox. CHF 700 billions
HSBC PB - aprox. CHF 145 biliions

Based on: Hans Nutzi, Bank Leu
Ltd, Zurich, taken from Boston
Consulting Group

w,,ﬁg‘ffgygs’%ﬁ%ﬁ *J’g{? 774790

I ' u“g ‘f ?‘91 |

3.8. representation.Private Swiss banks in and their share in the private banking market. [1]

SEEE S,
45‘

In the 3.8. representation we can see private banks in Switzerland and their share in
the private banking market of Switzerland. It is also shows that 3 leading Private banks in
Switzerland are USB PB, CSPB and HSBC PB. From 1990 till 2005 the amount of Private
banks in Switzerland decreased from 627 to 337 banks. That fact shows that the level of

competition between the Private banks in Switzerland is very high.
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TRADE STRUCTURE BASED ON LATVIAN COMPANY

Liechtenstein Foundation

Offshore
Finar ompany

Cyprus Holding Company

Latvian Agent Company

Benopycokue pybnm
Belarus currency

TpMBHBI

Russian Ukrainian currency

Currency
— =

BrnapgeHune
Share Holding

,[IBunceHueneuer l 1
| i Funds

3.9. representation. Trade structure of Latvian company. [3]

In 3.9. representation we can see, that Latvian company can also be involved it asset
protection scheme. Latvian company has a role of agent between the Trading companies
which can be situated in Belarus, Russia or Ukraine and Holding company. Liechtenstein
Fondation possess the assets of Holding company through the offshore company. The best
place for incorporation of the holding company in this example is in Cyprus. Offshore

company can be incorporated in low tax jurisdictions such as Belize or BVL
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DIVIDENDS FLOW FOR SWIS5 HOLDING STRUCTURE

Offshore

: - Liechtenstein Foundation
Finance Company

19

Russian companies

Cyprus Holding Company

Swiss Trading
Company

Belarus companies

Swiss Holding
Company

CornacHo gorosopam
Due to DTT

AkTnenl & Fo
Assets in Russia

E——

Bnapenwne 1 gBrMeHWe WHBESCTULMA
Invetsments and Share holding

E—

HBpreHWe OWBWAEHLOE W BO3BPATa KPeOUTOB
Dividends and interast flow

3.10. representation. Dividents flow for Swiss Holding structure. [3]

In 3.10. representation we can see Swiss Holding structure of dividents flow. Many
companies from different jurisdictions are involved in this scheme. Divedents flows from
Russian company to the Swiss Holding company due to the double taxation treaty between
Russia and Switzerland. Divedents flows from different countries without paying any taxes

due to different treaties and regulations between those countries.



86
STRUCTURE OF TRUST AND FOUNDATION

Trust Agreement

Settlor Trustee

Mandatory Agreement Board of
Directors

Assets Trustee

Beneficiaries

3.11. representation. Structure of Trust and Fondation. [3]

Setlor signs an agrement with Trustee. Trustee manage the assets on behalf of
Beneficiaries. Fondation structure is more complicated, because it’s also involve Board of
Directors (3.11. representation, 2 case). But the main goal is the same in both cases and it is to

protect the assets.

In the fourth part of the master thesis have been produced the new structure of
international holding companies and have been found the advantages of holding companies

for tax plannin purposes.
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4. Design and incuclacion of modern technologies of tax planning of passive

income using holding companies.

4.1. Criteria of modern holding companies

For the country to be an atractive place for establishing the holdimg company it should

correspond to 4 criteria:

Incoming dividends: incoming dividends transfered by affiliated companies to
holding, should be either exempt from the taxation, or they should have low tax rates
according to legislation that extend on affiliated.

The incomes received in the form of dividends: the income received by holding from
affiliated company in the form of dividends, should be either exempt from the
taxation, or they should have low tax rates on income tax for corporation according to
legislation that extend on the holding companies.

The tax on increasing the market value of the capital when sale the shares: the profit
received by the holding company from sale of shares of affiliated company should be
either exempt from the taxation, or they should have low tax rates on incomes on the
capital according to legislation that extend on the holding companies.

Paid dividends: the dividends paid by holding of parent company, should be either
exempt from the taxation, or they should have low tax rates according to legislation

that extend on the holding companies. [5,49]

4.2. Design and inculcation of structure of international holding companies for modern

tax planning purposes

4.2.1. International holding definition for tax purposes

Holding structure consists of at least 3 parts:

investor co., holding co., and target co. (see table 4.2.1)

Holding structure. Table 4.2.1 [1]

Investor Co. Holding Co. Target Co.
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Main goal of holding company:

- to reduce or eliminate any taxation on income derived from target co. to investor co.

4.2.2. Tax factors of importance when choosing the jurisdiction for holding company
Bellow we can see several factors of importance which can help when choosing the

jurisdiction for holding company. As we can see, there are many factors, that should be taken

into consideration when choosing the jurisdictions for holding company. These factors show

that there are many way to optimize taxex using holding companies.

* low withholding taxes on dividends paid from subsidiary to parent co. [1]

WHT

Holding Co. Target Co.

Investor Co.

(parent) (subsidiary)

* tax exemption for dividends received by holding company (parent) [1]

Holding Co. Target Co.

Investor Co. (parent) (subsidiary)

* tax exemption on capital gains [1]

Holding Co. Target Co.
(parent) (subsidiary)

Investor Co.
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* zero or low WHT on paying dividends or interest out of holding company [1]

0% WHT

Holding Co. Target Co.

Investor Co. (parent) (subsidiary)

* holding co. not subject to other taxes (capital tax, worth tax etc.) [1]

no worth or capital tax

Holding Co. Target Co.

Investor Co.

(parent) (subsidiary)

* how long the shares are held and % of ownership [1]

period + % period + %

Holding Co. Target Co.

¢ CFC rule and substance test [1]

cfc, substance cfc, substance

Holding Co. Target Co.

CFC rule — company must not be low taxed financial company

* low taxed — tax in sub. co. country compared to the tax in holding co. country

* financial co. — requirements for income of sub. not be merely (depends on
country) financial (dividends, royalties, insurance premiums, profit from financial

assets)

Substance test (usually):

* income — from active business
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* must employ staff

e must have its own business facilities

* number of treaties and EU country

The number of treaties between countries which are involved in holding structure is a
very important factor when choosing jurisdiction for holding company. Before building
holding structure it is necessary to find out whether countries than are involved in holding

structure have treaties between each other.
4.2.3. EU Parent — Subsidiary directive

Bellow we can see several EU Parent — Subsidiary directives which can help when
choosing the jurisdiction for holding company. As we can see, the main factor, that should be
taken into consideration is whether countries than are involved in holding structure are
members of EU or not.

Goal — to eliminate double taxation within the EU

EU Parent — Subsidiary directive. Table 4.2.3. [1]

Investor Co.

EU Co.

Investor Co.

Investor Co.

EU Co.

Holding Co.

EU Co.

Holding Co.

EU Co.

Holding Co.
EU Co.

Target Co.
EU Co.

Target Co.
EU Co.

Target Co.
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* no WHT on dividends paid by subsidiary EU co. to parent EU co. [1]
0%WHT 0%WHT

Investor Co. Holding Co. Target Co.

EU parent EU (parent/subs.) EU (Subsidiary)

* no tax on dividends received by EU parent co. from EU sub. Co [1]

0% 0%

Investor Co. Holding Co. Target Co.

EU parent EU (parent/subs.) EU (Subsidiary)

* participation lowered to 10% [1]

=10% =10%

Investor Co. Holding Co. Target Co.

EU parent EU parent/subs EU subs.

* exemptions

“Countries can apply domestic or agreement based provisions required for the
prevention of fraud or abuse”

Austria - substance test

France — owner of EU company — foreign entity

Italy - owner of EU company — foreign entity

Spain - owner of EU company — foreign entity

Netherlands — substance test

4.2.4. Treaties on avoidance of double taxation (DTT)

Bellow we can see several structures of holding companies which involve treaties on
avoidance of double taxation. As we can see, the main factor, that should be taken into
consideration is whether countries than are involved in holding structure have treaties on
avoidance of double taxation between each other.

Goal — to reduce/ abolish double taxation.
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Treaties on avoidance of double taxation. Table 4.2.4. [1]

double tax treaty double tax treaty

Investor Co. Holding Co. Target Co.

* tax exemption or low tax rate for dividends received by holding company [1]

double tax treaty
0 or low %

Holding Co. Target Co.

Investor Co. (parent) (Subsidiary)

* tax exemption or low tax on capital gains [1]

double tax treaty
0 or low %

Holding Co. Target Co.

Investor Co. (parent) (Subsidiary)

* tax exemption or low WHT on interest paid [1]

double tax treaty double tax treaty
0 or low % 0 or low %

Holding Co. Target Co.

Investor Co. (parent) (Subsidiary)

* double tax treaty + EU directive [1]

EU directive double tax treaty

Investor Co. Holding Co. Target Co.

EU Co. EU Co. Non EU CO.
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4.2.5. Some of the jurisdictions for holding companies

Bellow we can see some of the jurisdictions and thier advantages for holding
companies. As we can see, there are many jurisdictoins that might be used for building
holding structure. Every country has thies specific anvantages, but they all can be used as

holding companies.
4.2.5.1. Cyprus
¢ Extensive network of treaties (former USSR, India)

e EU Member state (directive)

* No or low taxes

* tax exemption for dividends received by Cyprus company (parent) [1]

not LTFC

Cyprus Target Co.

Investor Co.

(parent) (Subsidiary)

Low taxed Financial Company according to Cyprus Law:
* >50% of activities — financial activities

and

e company is taxed at the rate of >5%

* tax on capital gains — 0%

*no WHT on dividends

* no capital tax
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Structure of Cyprus holding company. Table 4.2.5.2. [1]

Investor Co.
(Offshore)

Denmark Luxembourg

Georgia/countries
with DTT

4.2.5.2. Denmark

¢ Extensive network of treaties (former USSR, India)
e EU Member state (directive)

* No or low taxes on dividends received

* tax exemption for dividends received by Denmark company (parent) [1]

not CFC

Denmark Target Co.
(parent) (Subsidiary)

Investor Co.

=20%, 1 year

Low taxed Financial Company according to Denmark Law (CFC rule):
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* >33% of activities — financial activities
and
e company is taxed at the rate of <21%

* tax exemption for capital gains received by Denmark company (parent) [1]

not CFC

Denmark Target Co.

Investor Co. (parent) (Subsidiary)

3 years

* no WHT on dividends paid to parent EU co./ double treaty [1]

EU directive

DTT
0%WHT

Investor Co.
EU parent or DTT
country

Denmark Target Co.

(parent/subs.) (Subsidiary)

=20%, 1 year

otherwise — 28%
* WHT on interest — 30%

* no capital tax

4.2.5.3. England

* no WHT on dividends
e tax rate 30% (small co. 19%
¢ tax credit instead of tax exemtion

* 115 DTT (good treaty with U.S.)

* no tax exemption for dividends received by England company, but double tax

relief available [1]

30% - tax credit

England Target Co.

Investor Co. (parent) (Subsidiary)

=10%



96
Double tax relief — Finance Act 2001 (10% shareholding)
Tax relief for:
* any WHT imposed by subsidiary co.

* underlying tax paid on profits in subsidiary co.

EU Directive not applicable!

* tax exemption for capital gains received by England company [1]

active trading co. active trading co.

Investor Co. England Target Co.

(parent) (Subsidiary)

ax exemption applies:

* when both companies are active trading companies

* and Parent co. has 10% shareholding for at least 1 year

Active Trading company according to HMRC (measures not absolute):
* trading activities - 80% of turnover

* trading activities — 80% of assets

*no WHT on dividends

* 20% WHT on interest (can be avoided through DTT)

e CFCrule

Subisduary will be considered as CFC:

* UK co. 40% shareholding + tax rate in subsiduary. co. lower 14% or 22%
(depending on how the income would have been taxed in UK)

UK co. must make self assesment to tax and include CFC profits

* Companies exepmt for CFC rule:

* acceptable distribution policy

* exempt activities

* no tax avoidance motives

* Subsiduary in ,,White list”
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4.2.5.4. Luxembourg — SPF

e EU member (directive)

¢ no CFC rules

* tax exemption for dividends received by Luxembourg company [1]

0% taxed

Luxembourg Target Co.

Investor Co. (parent) (Subsidiary)

=10%, 1 year

Tax exemption applies:
* subsidiary taxed >11% (0% in DTT)
or

* EU directive (10% shareholding)

* tax exemption for capital gains received by Luxembourg company [1]

0% taxed

Luxembourg Target Co.

Investor Co. (parent) (Subsidiary)

=10%, 1 year

Tax exemption applies:
* Subsidiary taxed >11%
or

* EU company (directive)
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* WHT on dividends paid to parent co. [1]

20% WHT
Investor Co Luxembourg Target Co.
' (parent/subs.) (Subsidiary)
EU directive
0% WHT

Investor Co. Luxembourg Target Co.

(EU Company) (parent) (Subsidiary)

=10%, 1 year

e capital tax — 1%
e interest WHT — 0%

* net worth tax — 0,5% (subsiduary exemption)

4.2.5.5. Netherlands — an attempt to create more attracitve tax regime

Recenlty declining popularity due to the:

* restrictions on participation exemption

* high WHT - difficulties getting out dividends

* better tax conditions in other jurisdictions - Luxembourg
Advantages:

* extensive network of treaties (100, including US)

e EU member (directive)

* tax exemption for dividends and capital gains received by Dutch company [1]

co. active co. active
0% taxed

Investor Co. Netherlands Target Co.

(parent) (Subsidiary)

Tax exemption applies:
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* Dutch company and target. co. — both active companies
¢ linked activities between Dutch co. and target Co. (not portfolio investment)
or
* EU directive (20% shareholding) [1]

after January 1st, 2007
0% not LTFC

Investor Co. Netherlands Target Co.

(parent) (Subsidiary)

Tax exemption applies if target co. is not LTFC company:
e tax at least 10%

or

* financial activities <50%

or

* EU company (EU directive) - 20% shareholding

* WHT on dividends paid to parent co. [1]

25% WHT

Netherlands Target Co.

(parent) (Subsidiary)

anti fraud provision

not LTFC EU directive
0% WHT

Investor Co. Netherlands Target Co.
(EU Company) (parent) (Subsidiary)

>20%

after January 1st, 2007
15% WHT

Netherlands Target Co.
(parent) (Subsidiary)

Investor Co.

* no WHT on interest

* no capital tax (abolished 2006)
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4.2.5.6. Some of the Holding jurisdictions - comparison

Bellow is the table that describes different aspects of different holding jurisdictions.
This information might be taken into consideration before the formation of the holding

company and designing the tax optimization scheme.

Holding jurisdictions — comparison. Table 4.2.5.6. [1]

.. must for. co.
m be active DWHT

[ Gprus  [10% |34 |exempt |eem|no  Jow  |no |
m_-
|Lwembourg | 296% |44 |exempt |eem.|no  |20%  |no [o% |

| Malaysia | 28% |50 |exempt |eemno  |o% o [15%
| Netherlands | 255% |85 |exempt |eem.[yes  [25%05% |no [0% |
Singapore | 20% |50 | exempt |eem.no 0% |no [15%
| Switzerland | flom85% |75 | exempt _|eem.[no 3% |yes [o%
UK 1930% | 115 | exempt _Jeem. [yes 0% lyes [20%

The market of tax planning services has a very important role in development of
every country’s economy. Until the recent years the tax planning was not a significant
segment of the market economy in Latvia. Only during the past new years, after Latvia
joined European Union, tax planning took its place in market economy in Latvia.

The market of tax planning services in Latvia is developing and as a result is hardly
predictable. But despite this fact, tax planning take an important part in country’s financial
market. The modern tax planning services development is based and depends on country’s
economical situation, the legislation and the level of insurance from influence of

undesirable factors as well as local and foreign capital attraction.
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Conclusions and proposals

1. The complex of methods on optimization of commodity, intellectual and financial streams
within the limits of the international group of the companies with the purpose of reduction of
taxes, can be named the international tax planning.

2. Development of communications, internalization of an economic life and occurrence after
the second world war of a plenty of the new sovereign countries has led to occurrence of the
international tax planning.

3. The goal of tax planning is to minimize tax liability. You can achieve this in different ways.
Typically, though, you’d look at ways to reduce your taxable income by using low tax
jurisdictions.

4. Offshore business - is the enterprise activity which is carried out within the limits of the
international group of the companies which part of divisions is located in the countries giving
tax, currency, investment and other privileges under certain conditions. These countries have
received the informal name - "tax havens ".

Tax havens - any country having a low or zero level of the taxation on all or some categories
of profit, and offering the certain level of bank or commercial privacy.

5. Business within the limits of the international group of the companies gives a legal
opportunity to reduce tax obligations, to increase a degree of security of investments, to
operate in a favorable currency mode.

6. Use of the foreign (offshore) companies is especially actual for the businessmen working in
the countries of former “east block” (Eastern Europe). The high degree of investment risk
caused by economic, political, social and legal instability in these countries, limits inflow of
the foreign investments necessary for modernization of the industry, trade and financial
sphere.

7. Tax heaven can be divided into three groups:

Group 1. There are countries which have no profit taxes, on the capital and a gain of the
capital. The governments of these countries earn money, giving ’’tax heaven” status to the
companies for the certain fixed annual payment, raising registration fees and duties and the
small tax to the capital of the company. Example: Bahamas, Bermudas, Cayman islands
Group 2. The countries release from taxes the income taken by physical persons or the
companies, abroad. The incomes taken in territory of the country are assessed under standard
rates. These countries can be divided into two groups:

Group 2 A. Authorities allow the companies to do business inside and outside the country.

The taxation occurs in conformity to the rules stated above. Example: Panama, Hong Kong
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Group 2 B. Authorities demand from the company before incorporation to decide, whether it
plans to do local business (and to pay taxes) or the international business (and to pay only the
fixed annual fee). Example: Malta, Jersey, Gibraltar
Group 3. The countries raise low taxes to all incomes of the company without dependence
from a place of their extraction. These countries have concluded numerous agreements on
avoidance of the double taxation with the countries having a high level of the taxation.
Example: Cyprus, Netherlands, Liechtenstein, Switzerland
8. Offshore today is big business. It is estimated that over 60% of world deposits are held
offshore, and ca. 1/3 of all int’l trade passes through tax-free companies. The obvious
advantages of utilizing offshore corporate vehicles include, to name but a few, low or non-
existent taxation, no currency import/export controls, greater flexibility and confidentiality in
decision-making and conducting corporate business, etc.
9. At present there are over 50 countries and territories all over the world, ranging from such
old and well-established financial centers as the Bahamas, Channel Islands, Gibraltar, to the
newer players on the scene, including obscure places like Vanuatu and the so-called “quasi-
offshore” jurisdictions, like the US, UK, Switzerland, with legislative provisions for
advantageous tax treatment of non-resident business.
10. The offshore financial sector is already larger and more pervasive than any individual
national economy, and it is used by business in many different ways to optimize tax
structures.
11. The market of tax planning services in Latvia is developing and as a result is hardly
predictable. But despite this fact, tax planning take an important part in country’s financial
market. The modern tax planning services development is based and depends on country’s
economical situation, the legislation and the level of insurance from influence of undesirable
factors as well as local and foreign capital attraction.
12. Prompt development of tax planning in Latvia started approximately 16 years ago, mainly
because local banks started to open accounts for non-resident companies, especially those
who were incorporated in low tax jurisdictions.
13. There are some basic conditions to qualify for the tax incentives:
- The offshore company must belong to non-residents of the country in which it will be
registered.
- The company must not earn any income nor carry out any commercial activity within the
offshore jurisdiction where it has been registered.
14. In international trade and investment the selection of an offshore jurisdiction requires very

careful consideration. It is important to select a jurisdiction that is well suited to specific
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corporate and personal needs. Most offshore jurisdictions are free from foreign exchange
controls and have introduced company legislation to cater for a diverse range of international
business requirements.
15. The major factors, that makes low tax jurisdictions attractive for tax optimization purposes

are:

e Limited liability;

e Minimal or optional statutory filing obligations;

e Low capital requirements;

e Nominee shareholders allowance;

e Availability of bearer shares;

e Disclosure of beneficial ownership either not required or limited to special bodies
(offshore authorities, central banks);

e Minimal directors' liability;

e Broad range of permitted company names and suffixes to denote limited liability;

e Directors and/or shareholders meetings can be held anywhere in the world;

e No requirement or optional requirement for accounting records to be audited.

16. Analyzing statistics of the offshore sector, the following information were received:
- Switzerland banking market holds 31 % (1°780 billion USD) of offshore private banking
- 23 % (5’700 billion USD) of worldwide private banking market hold in offshore

During the development of master thesis were produces following proposals:

1. An importing or exporting company should establish itself in an offshore area. The offshore
company would take orders directly from the customer, but have the goods delivered directly
to that customer from the manufacturer or place of purchase. The profits arising out of the
difference between purchase price and sales price would then be accumulated in either a tax
free or low tax area. With such trading companies, it is important to choose an offshore area,
or at least an operational base, which has good communications as shipping and other
documentation, may be critical to the scheme.

2. For European Union transactions, the Isle of Man and Madeira have become very popular
locations for cross border activities. Both the Isle of Man and Madeira are able to obtain VAT
registration, which is imperative for transactions within the European Union. As an example,
if an Isle of Man company wished to source products from France for sale to Germany, the
Isle of Man company would inform the French company of its vat number so that it could

zero rate its sales invoice. The French company would not have charge Vat to the Isle of Man
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company. The Isle of Man company would then obtain the German company’s VAT number
so that it could zero rate its sales invoice.
3. Funds accumulated through investment companies should be set up in offshore and then
can be invested or deposited throughout the world and whilst generally returns or interest
payable in respect of these funds will be subject to local taxation, there are a number of
offshore areas in which funds may be placed either in tax free bonds or as bank deposits
where interest is paid gross. Similarly, in many offshore areas no capital gains taxes are
applicable. Use of an offshore company incorporated in suitable country allows the possibility
of investing tax efficiently in a high tax country where there is a concessionary tax treaty in
respect of investments made by companies incorporated in the low tax jurisdictions.
4. For tax optimization purposes offshore holding company should be used. If the holding
company is situated in an offshore area where there are no income or corporation taxes and no
requirement that dividends must be paid, then the profits which are accumulated in the tax
free climate can be used to fund the requirement of subsidiaries or reinvested as business
convenience suggests.
5. A high net worth individual with properties or other assets in a number of countries should
hold these through the medium of a personal holding company or trust so that upon his
demise probate would be applied for the country in which his company or trust were
incorporated rather than in each of the countries in which he might hold assets. This saves
legal fees and avoids publicity. Again, not everybody wishes to advertise wealth and an
individual may wish to hold property through an offshore entity simply because of the privacy
which the offshore arrangement gives.
6. To use an advantage of holding an overseas property, offshore property holding company
should be involved. Advantages of offshore property ownership include avoidance of
inheritance tax, avoidance of capital giants’ tax, ease of sale which is achieved by transferring
the shares in the company rather than transferring the property owned by the company and
reduction of property purchase costs to the onward purchasers. Taking the examples of
investment in property in the United Kingdom by an offshore, use of an appropriate offshore
vehicle can offer relief from income tax, capital giants’ tax and inheritance tax.
7. Many individuals engaged in the provision of professional services in the professions and
in the construction, engineering, aviation, finance, computer, entertainment industries can
achieve considerable tax saving benefits through the establishment of a personal service
company, based offshore. The offshore company may not have to pay tax on its profits which
can be reinvested in a tax free climate to generate further income from the offshore. The

offshore company can contract to supply the services of the individual outside the country in
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which he/she is normally resident and the fees earned can accumulate offshore, free from
taxation in the offshore centre. Payments to the individual can then be structured in such a
way to minimize income tax. One example in this regard in respect of an overseas
employment is to increase subsistence expenses as against fees as such which would be paid
to the individual.
8. To eliminate direct or indirect taxation on shipping better use offshore shipping company.
Shipping companies may own or charter ships, the profits from which activities can be
accumulated tax free. Tax and legal requirements generally dictate that the offshore company
owning a shipping vessel should be incorporated in the jurisdiction whose flag the ship files.
The historic “tax heaven” for these purposes have been Panama.
9. An offshore company should purchase or be assigned the right to use a copyright, patent,
trademark or know-how by its original holders with a power to sublicense. Upon acquisition
of the intellectual property right the offshore company can then enter onto agreement with
licensees around the world who would be able to exploit the intellectual property right in
various countries. It is thought preferable to acquire, for example, patent pending stage before
it becomes very valuable so that the capital payment for the acquisition of the patent can be
set at a lower amount.
10. Banking institutions should be established in low tax jurisdictions for several reasons.
Such institution pay interest free of withholding tax and engage in international financing
from offshore bases which are free from exchange controls. At the same time these banking
institutions are able to provide a wide range of financial services to their international

clientele.
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Magistra darba kopsavilkums

IEVADS

"Neviens cilveks valsti neuznemas nekadas saistibas — moralas vai citas — par to, ka
organizé savas lietas un ipasumu ta, ka nodoklu dienesti var ielist vina skivi ar lielako karoti.
Nodoklu dienesti izmantos jebkadu izdevibu, ko tiem dod nodoklu likumdosana, lai iztiritu
nodok{u maksataja kabatas. Un nodokju maksatdjam ir tadas pasSas tiesibas likumu ietvaros
izradit apkeribu, lai pasargatu savas kabatas no td, ka nodoklu dienesti tas iztira."
— Lielbritanijas tiesnesis lords Klaids -

"Nav neka slikta apstakli, ka savas lietas kads organizé ta, lai maksatu péc iespéjas
mazak nodoklu. Ta dara visi — gan nabagie, gan bagatie, un viniem ir taisniba. Nevienam nav
piendakums maksat vairak neka to pieprasa likums; nodokli ir piespiedu maksajums, tas nav
brivpratigs ieguldijums”

— ASYV tiesnesis Hends -

Vel pirms divedesmit gadiem ofSora centrus varg&ja saskaitit uz pirkstiem, un daudziem
to izmantoSana saistijas ar “noslépumu”. Turklat tikai nedaudzi profesionali specializ€jas
ofSora darbibas, bet arT tie, kas ar to nodarbojas, parasti saskaras ar vienu-divam sféram.

Pedéjo divdesmit gadu laika parsteidzoSie sasniegumi un pat revoliicija
telekomunikacijas butiski vienkarSoja pieeju ofSora centru iesp&jam — tik loti, ka Sodienas
ofSora industrija attistijusies par globalu biznesu, kas iespiedies visos pasaules nostlros un
tada vai citada veida aptver péc apjoma aptuveni pusi visu pasaules finansu darjjumu.

Saja darba autors izvélgjies izpétit problémas nodoklu planosanas sektord, kurd
uzsvars tiek likts, pirmkart, uz uznémumu operaciju biitibu, izpratni un piemé&rosanu.

Magistra darba mérkis ir specialaja literatira izpétit arzonu (offshore) jurisdikcijas
bitibu un tiesisko bazi Latvija salidzinajuma ar arvalstim, analiz€t dinamika nodoklu
planosanas darTjumus, ka ari informacijas un aktivu aizsardzibas tehnologijas un uz analizes
pamata izstradat priekslikumus modernu nodoklu planoSanas pakalpojumu ievieSana
uznémejdarbiba un tiesiskas bazes pilnveidoSanu.

Izvirzita mérka sasniegSanai nepiecieSams veikt $adus uzdevumus:
1. Specialaja literatiira izpétit arzonu (offshore) jurisdikcijas butibu, attistibas
tendences pasaules tirgii, tiesisko bazi Latvija salidzinajuma ar arvalstim un

identific@t atSkiribas un nepiecieSamibu pilnveidoties;
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2. Uz analizes pamata izpétit faktisko situaciju nodoklu planosanas sektora ka ari
likumdoSanas bazes pielietojumu, ievérosanu un kontroli, lai paraditu nodoklu
planoSanas pakalpojumu lomu un vietu uznéméjdarbiba;

3. Analizét dinamika informacijas un aktivu aizsardzibas tehnologijas un identificét
atSkiribas un nepiecieSamibu pilnveidoties;

4. Izpétit modernu trasta kompaniju darba organizaciju un izstradat jaunu pieeju
trasta operaciju ienesiguma paaugstinasanai;

5. Uz analizes pamata izstradat priekSlikumus modernu nodoklu planosanas
pakalpojumu ievieSana uznémejdarbiba un tiesiskas bazes pilnveidosSanu;

Tai pasa laika tika att€lotas nodoklu planoSanas eksist€josas tendences no
geografiska viedokla. Izpéte tika veikta par Latvija un Eiropa eksist€joSo situaciju un
perspektivam. ST izpéte, galvenokart, bija izdarita, lai varétu aptvert reali eksistgjoso situdciju
Saja nozar€, redzetu kas jau ir izdarits un kur v€l ir brivie darbibas lauki. Liela darba dala ir
veltita tieSi nodok]u planoSanas eksist&josai situacijai, risinajumiem un attistibai.

Darbs sastav no ievada, 4 iztirzajuma nodalam, secinajumiem un priekSlikumiem.
Darba pirmaja dala tika veikta vispariga zemu nodoklu jurisdikciju analize, ka arT aplukotas
So jurisdikciju attistibas tendences. Darba otraja dala tika pétits biznesa sektors, korporativas
funkcijas un zemu nodok]u jurisdikciju darbibas shémas. TreSaja dala tika veikta informacijas
un aktivu aizsardzibas tehnologiju un shému analize. Ceturtaja dala tika izstradata jauna
straptautiskas holdinga kompanijas strukttra, ka ar tika identific€tas starptautisko holdinga
kompaniju izmantoSanas priekSrocibas ar mérki optimizét nodok]u maksajumus.

Magistra darba pétiSanas periods aptver p&dgjas 16 gadus, kad sakas nodok]u
planoSanas strauja attistiba, Iidz miisdienam.

Dotas t€mas izp€te izmantota kvalitativa metode. Tapec ka nodoklu planoSanas sféra
nav pagaidam dzili attistita izmantot kvantitativu metodi nav lietderigi.

Darba izmantoti parsvara jaunas literatliras avoti: modernie Zurnali un avizes , tadi ka
"Lavijas Véstnesis" un "Dienas Bizness", jo tie vienmer savlaicigi att€lo patieso ekomonisku
situaciju valstl. Tadu pasu iemeslu dél autors izmanotja interneta resursus. Parsvara tika
juridisko kompaniju interneta majaslapas, kuras plasi aprakstiti daZzadi nodoklu planosanas

operacijas.
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STARPTAUTISKIE FINANSU PAKALPOJUMU CENTRI

Meés runasim par jédzienu “starptautiskais finansu pakalpojumu centrs” ka par biznesa
centru, kuram ir Cetri sekojoSie raksturigie elementi:
e Pakalpojumi galvenokart tiek sniegti nerezidentiem
¢ Finansu noteikumi un korporativa likumdoSana veidota ta, lai piesaistitu
arvalstu uzpémumus
¢ Vislielaka konfidencialitate finansu lietas
e Pardomati nodoklu reZima atvieglojumi
Galvena ofSora pakalpojumu pieprasijuma motivacija gan no fizisko personu, gan
korporaciju puses ir $ada:
¢ Nodok]u minimizacija
e Risku vadiba
¢ [zdevumu samazinaSana
Globalas nestabilitates, politiskas nenoteiktibas un valtitas kursu mainas situacija
misu klientu mérki biis ne tikai samazinat nodoklu apjomu, bet arT saglabat un aizsargat savus
kapitalus un ieguldijjumus drosas vietas.
Tada veida risku vadiba kluvusi par nozimigu motivaciju starptautisko finansu

pakalpojumu centru izmantoSanai, lai veiktu starptautiska méroga nodoklu planosanu.

KLIENTU VEIDI

OfSora centru lietotaji galvenokart dalami divas grupas — fiziskas personas un

korporativie lietotaji. Fiziskas personas ietver:
® Personas ar lielu privato kapitalu.
¢ Ekspatriantus un emigrantus.
e Uzpémumu ipasniekus.

Personas ar lielu privato kapitalu — tie parasti ir cilveki, kam ir brivi lidzekli apjoma
virs diviem miljoniem dolaru.

Ekspatrianti — galvenokart personas, kas nedzivo dzimtajas valstis un vai nu strada
arvalstis péc kontrakta, vai ir pensionari, bet emigranti ir personas, kas uz visiem laikiem
aizbraukusi no savas valsts uz citu, meklgjot augstaku dzives Iimeni vai art darijjumu intereses.

Kategorija ‘“uznémumu T1paSnieki” galvenokart attiecas uz privatfirmam, kuras
ipaSuma dalas pieder gimenes locekliem.

Korporativos lietotajos ietilpst:
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¢ Daudznacionalas kompanijas.
¢ Konglomerati.
e Kugniecibas kompanijas.
¢ Finansu iestades.

Vairumam misdienu korporaciju, vai nu tas biitu vid€ja izmé&ra kompanijas ar noietu
visa pasaul€, daudznacionalas kompanijas, konglomerati, kugniecibas kompanijas vai finansu
iestades, darbibu dikt€ to tirgus, un daudzi no Siem uzn€émumiem sp&jusi ienemt savu vietu un
to paturét konkurences cina, veicot savas operacijas caur attiecigiem ofSora centriem.

Holdingkompanijas, kompanijas, kas nodarbojas ar tieSajam arvalstu investicijam,
autortiestbam un kapitala vadibu — tie ir tikai dazi piemé&ri kompanijam, kas kluvusSas par
ofSora centru korporativajiem lietotajiem.

Kapitala vadibas operacijas parasti sevi ietver skaidras naudas kontroli, kapitala
palielinasanu, meitasfirmu finanséSanu un risku vadibu. Korporaciju finansisti biezi sadala

skaidras naudas resursus starp meitasfirmam. Sis process tiek biezi veikts no ofSora centriem.

JURISDIKCIJAS IZVELE

Pedgjo divdesmit gadu laika auguSais pieprasijums pec ofSora pakalpojumiem novedis
ne tikai pie starptautisko finansu pakalpojumu centru skaita pieauguma, bet ar1 pie lielakas
konkurences starp esoSajiem centriem.

Politiskie un ekonomiskie katalizatori, kas ietekmé&jusi ofSora industrijas izaugsmi
astondesmitajos un devindesmitajos gados, turpinas So procesu veicinat arm nakamajas divas
dekades.

Sie katalizatori ir:

¢ Politiska un ekonomiska nestabilitate

e Tirgus regulésanas vajinasanas un globalizacija

¢ Biznesa internacionalizacija

e Tirdzniecibas barjeru izzuSana

e Tendence uz pastavigu globalas ekonomikas pieaugumu
e Valutas mainas kontroles vajinasanas visa pasaulé

Blakus politiskajiem un ekonomiskajiem katalizatoriem pastav ari globalie nodoklu
katalizatori, kas ietekm@s ofSora industrijas izaugsmi.

Tie sevi ietver:

® Augstu nodoklu reZimus

e Efektivaku nodoklu iekaséSanu
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e Jesp&ju izmantot ligumus par dubulto nodoklu aplikSanu

Lai izveletos visnoderigako jurisdikciju starptautiskajai tirdzniecibai vai investicijam,
biezi vien griti izskirties un vajadziga loti nopietna analize. Vairums ofSora jurisdikciju
atbrivotas no valttas kontroles un ieviesuSas likumus par kompanijam, kas apmierina
visdazadakas starptautiska biznesa prasibas. Svarigi ir izvéléties tadu jurisdikciju, kas
apmierina konkrétas korporacijas vai personas vajadzibas, un Sai jurisdikcijai jaatbilst
sekojoSiem kriterijiem.

LIKUMDOSANA. Sodien pasaulé ir vairak neka 50 jurisdikciju, kuram ir
likumdoSana par ofSora kompanijam. Dazas jurisdikcijas piep€musas jaunus un miisdienigus
korporativos likumus, kas speciali paredzeti starptautiskajam biznesam, savukart citas
jurisdikcijas vietgjo likumdoSanu mainijusas ta, lai apmierinatu ofSora prasibas. Pats
svarigakais kritérijs ir tas, ka likumdoSanai jabuit musdienigai, elastigai un japaredz ne parak
augstas prasibas pret kapitalu, minimalas vai neobligatas prasibas registracijai, iesp&jas rikot
direktoru vai akcionaru sapulces jebkura pasaules vieta, iesp€ja par direktoriem iecelt
profesionalus, iecelt amatpersonas un nominalos akciju turétajus, uzraditaja akciju izlaiSanas
iesp€ja, un lai neblitu obligatu prasibu pret uzskaites reviziju. Turklat likumdoSanai
janodroSina  konfidencialitate ~un  pilniga  slepeniba  attieciba  pret  klienta
darfjumiem.

LIGUMI PAR IZVAIRISANOS NO DIVKARSAS NODOKLU APLIKSANAS.
Jurisdikcijas visa pasaulé dalamas divas kategorijas: ligumu noslégusas un ligumu
nenoslégusas.

Klienti, kas v€las izmantot prieksrocibas, ko dod atbrivojums no divkarSas nodoklu
aplikSanas, parasti censas nodibinat kompaniju jurisdikcija, kas ligumu noslégusi. Tas ir
svarigi nodoklu minimizacijai attieciba uz dividenZu maksajumiem un licen¢u pardoSanu
attiecibas ar valstim, kas $adu ligumu noslégusas. Jurisdikcijam, kas noslégusas $adu ligumu,
piemit “neofSora” t€ls, tas pieSkir ar&ju pievilcibu. Jurisdikcijas, kas nav noslégusas Sadu
ligumu, parasti tiek izmantotas, pateicoties tam, ka nav korporativo nodoklu uz uznémuma
ienakumiem un parasti prasa no kompanijas tikai samaksat ikgadgju fiksetu licences maksu.
Tapec svarigi novertét paredzama biznesa nodoklu nosacijumus un izveleties atbilstoSu
jurisdikciju. Parastos apstaklos $ada Iiguma noslégSana nav vajadziga starptautiskai precu
parvietoSanai un pakalpojumu pardoSanai. IeksS€jo investiciju veikSanai dazas valstis tomeér
var biit nepiecieSams, lai §ads Iigums butu, 1idz ar to varétu samazinat nodoklus.

POLITISKA UN EKONOMISKA STABILITATE. Visam personam, kas vélas
parcelt savu biznesu vai privatas intereses uz ofSora centru, nepiecieSams izvéeleties

jurisdikciju, kas nodroSina politisku un ekonomisku stabilitati, lai ar biznesu varétu
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nodarboties parliecinati, konfidenciali un
drosi.

PROFESIONALA INFRASTRUKTURA. Visu ofSora uznémumu administracijai
nepiecieSams izmantot juridiskos un gramatvedibas pakalpojumus. Tapéc ir svarigi, lai
jurisdikcija nodroSinatu lielu izvéli juridisko un gramatvedibas firmu zina, turklat tam jaatbilst
starptautiskajiem standartiem un japiedava konkurétspejigas
cenas.

SATIKSME UN KOMUNIKACIJAS. Jurisdikcija jabiit moderniem sazinas un
satiksmes Iidzekliem, ieskaitot gaisa parvadajumus, pasta pakalpojumus un telekomunikaciju
sistémas, lai darfjumos nebiitu aizkavéjumu.

VALODA. Lai gan vairuma ofSora jurisdikciju viet§jas firmas sp€j sniegt
pakalpojumus vairakas valodas, svarigi, lai to darbinieki labi zinatu anglu valodu, jo ta ir
starptautiska biznesa valoda. Tas nodroSina to, ka klienta prasibas tiek pilniba saprastas un
izpilditas un Jauj izvairities no kladam.

BANKAS. Lai gan vairums ofSora kompaniju var izmantot banku pakalpojumus
jebkura pasaules vietd, un vairums to ari dara, daudzi cilvéki dod priekSroku korporaciju
kontu atvérSanai jurisdikcija, kura nodibinata kompanija. Tapéc ir svarigi, lai jurisdikcija biitu

nodrosinati visdazadakie banku pakalpojumi un piekluve starptautiskam bankam.

OfSora kompaniju izmantosana (nodoklu minimizacija, risku vadiba, izdevumu

samazinasana )

STARPTAUTISKAS INVESTICIAS. Gan korporacijas, gan fiziskas personas
regulari izmanto ofSora kompanijas investiciju portfelu veidoSanai. Tadi portfeli var sastavet
no akcijam, obligacijam, skaidras naudas un veselas virknes citu investiciju instrumentu.
Skaidras naudas kapitals, kas izvietots ofSora kompanija, lauj sanemt procentus par depozitu,
un tos neapliek ar nodokli.

Cilveki ar lielu personisko kapitalu biezi izmanto ofSora kompanijas ka personiskas
holdinga kompanijas, kas rikojas ar investicijam, kuras izdaritas dazados tirgos un dazadas
valstis. Personiskie holdingi nodroSina konfidencialitati un lauj ietaupit izdevumus
profesionalu pakalpojumiem un citus izdevumus, kas saistiti ar dazadu uznémumu izveidi un
darbibas uzturéSanu vesela virkné dazadu struktiru. Saja sakara ofSora kompanijas regulari
tiek izmantotas mantojuma planosana un izdevumu samazinasanu laika, kamér notiek

testamenta apstiprinasanas procediira. Politiski un ekonomiski stabila regiona izvéle
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korporacijai var samazinat riskus, kas draud korporacijam un fiziskam personam to dzimtaja
zemg vai treSo personu valstis.

Daudzas lielas korporacijas un kompanijas, kas vélas izdarit investicijas valstis, ar
kuram investora valstij nav noslégti ligumi par divkarSo nodoklu aplikSanu, veido
starptautiskas kompanijas jurisdikcijas, kas attiecigus ligumus ir noslégusas. Kipra noslégusi
ligumus par dubulto nodoklu aplikSanu ar daudzam Austrumeiropas valstim un NVS, un
Kipras kompaniju izmanto$ana investiciju izdariSanai S$ajas valstis nodroSina nodoklu
samazinajumu.

OfSora korporacijas un trasti tiek biezZi izmantoti investiciju vadibai meitasfirmas vai
asociétas kompanijas, atvertas un slégtas kompanijas un kopuznémumos. Daudzos gadijumos,
kapitalam pieaugot vienu vai otru investiciju pardoSanas rezultata, var izvairities no
aplikSanas ar nodokli. Izmaksajot dividendes, var samazinat nodoklus par dividendém,
izmantojot kompaniju jurisdikcija ar zemu nodokla likmi vai nulles likmi nodibinatu, kurai ir
ligums ar attiecigo valsti par dubulto nodok]u aplikSanu. Par pieméru var minét Mauricijas
salas ofSora kompanija, kas var izdarit investicijas Indijas kompanijas un izmantot
prieksrocibas, ko dod ligumi par dubulto nodoklu aplikSanu, ko noslégusas §is divas valstis,
turklat nodoklis par dividendém samazinas no 25% lidz 15%. Turklat nav nodokla kapitala
pieaugumam, pardodot investicijas Indija.

PRIVATAS APKALPOSANAS KOMPANIJAS. Daudzas fiziskas personas, kas
nodarbojas ar profesionalo pakalpojumu sniegSanu, pakalpojumiem celtnieciba, inZenierija,
priekSrocibas, nodibinot privatas ofSora apkalpoSanas kompanijas. OfSora kompanija var slegt
kontraktus par pakalpojumu sniegSanu no fiziskds personas puses arpus tas parastas
uzturéSanas valsts, turklat ofSora centra var uzkrat nopelnitos Iidzeklus, izvairoties no nodok]u
maksasanas. Maksajumus fiziskam personam var iekartot ta, lai ienakuma nodokli samazinatu
Iidz minimumam. Autors rekomend€ slavenam aktris€m, zvaigzn€m, popgrupam, sportistiem,
naftas inZenieriem un finansu konsultantiem slégt Iigumus ar neatkarigam kompanijam, kas
nodarbojas ar darbinieku atlasi un atrodas noteiktas jurisdikcijas, bet vinu pakalpojumus
pardod arpus vinu pastavigas uzturésanas valsts.

IPASUMS UN ZEMES TPASUMS. Ipasuma un zemes ipa$uma tiesibas caur ofSora
kompaniju bieZi var nodrosSinat daudzas priekSrocibas attieciba uz nodokliem, ieskaitot
likumigu iesp&ju izvairities no kapitala pieauguma nodokla, mantojuma nodokla un TpaSuma
nodosanas nodokl]a.

Ja, pieméram, ofSora kompanijai ir IpaSums Lielbritanija ar investiciju nolikiem, un

pec tam TpaSums pardots treSai pusei, tad kapitala pieaugums, kas radies darjjuma rezultata,
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Lielbritanija netiks aplikts ar nodokli uz kapitala pieaugumu. Turklat, pareizi izveidojot ofSora
kompaniju un finans€jot to ar savstarp€ju aiznémumu, ofSora kompanija var efektivi
samazinat jebkurus nodok]us par nomas ienakumiem.

Tadas ofSora kompanijas izmantoSana, ka ir TpaSums, biezi dod lielas priekSrocibas,
iegadajoties TpaSumu arvalstis. Izdevumi $ada gadijuma nav lieli salidzinajuma ar iegistamo
labumu. Izmantojot trastu, kura TpaSuma biis ofSora kompanijas akcijas, var iegiit papildu
priekSrocibas attieciba uz nodokliem klienta valstt un vienkarSot procediiras, kas saistitas ar
klienta navi.

Britu Virdzinijas salas, Menas sala, Bahamu salas, Mauricija un Madeira ir drosas un
stabilas jurisdikcijas kompanijam, kam pieder ipasums, .

DARBINIEKU ATLASES KOMPANIJAS. Daudzas kompanijas izmanto ofSora
kompanijas, lai atrastu personalu, kas strada arzemés. Tas lauj samazinat izdevumus, kas
saistiti ar algas izmaksas vadibu un komand&uma naudu, tas var nodro$inat ienakuma
nodokla un sociala nodokla ekonomiju, kas darbiniekiem ir izdevigi.

INTELEKTUALAIS TPASUMS, LICENCESANA UN FRANCIZE. Intelektualais
ipasums, ieskaitot kompjiiteru programmnodroSinajumu, tehniskie ‘“know-how”, patenti,
tirdzniecibas zimes un autortiesibas var atrasties Tpasuma vai biit nodots ofSora kompanijai.
Pec tadu tiesibu sanemSanas ofSora kompanija var slégt licences vai francizes ligumus ar
kompanijam, kas ieinteres€tas $adas tiesibas izmantot visa pasaulé. Ienakums no tadam
operacijam var tikt ieskaitits ofSora centra un, rupigi izv€loties jurisdikciju, nodoklus par
licences ienakumiem var samazinat uz divkar$as aplikSanas ligumu rékina. Lielbritanija,
Niderlande, Madeira, Kipra un Mauricija ir piemeérs jurisdikcijam, ko izmanto intelektuala
IpaSuma gadijuma.

JAUKTI UZNEMUMI. Dazas lielas starptautiskas kompanijas izveidojusas savas
ofSora kompanijas, kas nodarbojas ar tadu dividenzu apvienoSanu, kas iegiitas no filialem, lai
iegiitu maksimalus nodoklu atvieglojumus.

Pieméram, Lielbritanija verte ienakumu no dividendeém, kas iegiitas arzemes, atkariba
no avota. Tas var novest pie situacijas, kad dividendém no viena avota ir nodoklu
atvieglojums, kas parsniedz viet&jo nodokli, turklat vietgja likuma nav dota iesp&ja parskaitit
vietgja nodokla atvieglojuma parpalikumu veinai dividendei uz viet§jo nodokli citai
dividendei. Risinajums viet€jai kompanijai ir filiales izveidoSana, kas parasti tiek izvietota
teritorija ar labveéligiem divkarsas aplikSanas ligumiem, un tas izmantoSana arvalstu nodoklu
atvieglojumu apvienosSanai, kas lautu “pieskaitit” nodoklu atvieglojumu parpalikumu pie
dividend€m no avota ar zemiem nodokliem. P& tam apvienota “dividende” tiek izmaksata

matesfirmai, turklat tai piemérojama vid&ja nodoklu likme.
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FONDU BIRZU SARAKSTI UN IZDEVUMI NAUDAS SANEMSANAL.

Dazas valstis ar politisku un ekonomisku nestabilitati daudzas lielas korporacijas
cenSas samazinat risku, parcelot IpaSumu aktivos un uz birojiem ofSora centros.
Luksemburga, Bahamas un Bermudu salas kluvuSas par majam daudzam kompanijam, kas
izlémusSas nomainit savas darbibas centru.

OfSora kompanijas biezi tiek izmantotas lidzeklu sanemS$anai aizp€muma vai
obligaciju izlaiSanas veida. Tada struktiira lauj samazinat nodokli procentu maksajumam, ta
ka vairakas valstis, pieméram, Lielbritanija, paaugstina nodokli par procentiem, ko izmaksa
par nekot&jamam obligacijam nerezidentiem. Tados gadijumos svarigi izvairities no divkarsas
nodoklu aplikSanas.

FINANSES. Lai veiktu starpgrupu kapitala vadibas funkcijas, var izveidot ofSora
finansu kompaniju. Grupas kompaniju procentu maksajumi var tikt aplikti ar nodokli, bet Sie
nodokli biezi péc likmes atSkiras no parastajam korporaciju nodoklu likmém. Procentu
izmaksa netiks ieklauta apliekamaja summa, tap€c procentu maksajums ofSora finansu
kompanija var nodro§inat nodoklu ekonomiju. Daudzas valstis zaud&umi arvalstu valtta
netiek izskaititi no apliekamas summas. Ja tikusi izveidota ofSora finansu filiale, p&c tam
bijusi zaud&jumi arvalstu valiita,, bet péc tam filiale likvidéta, tad investicijas tiks atskaititas
no matesfirmas apliekamas summas.

OfSora kompanijas bieZzi tiek izmantotas ka dala mehanisma un struktiras, lai
iegadatos arvalstu uznémumus, veiktu starptautisku korporaciju reorganizaciju, izdaritu
ieguldijumus bekustamajos IpaSumos un citas investicijas, ka ar1 citiem finansu projektiem.

Tomér pastav virkne apstaklu, kuros ir daZas priekSrocibas izmantot centrus ar
zemiem nodokliem ka bazi aktivu nomai. Galvenokart tas attiecas uz situacijam, kad vajag
parskaitit starptautiskas grupas fondus uz regionu ar augstiem nodokliem. Tads parvietojums
parasta cela var beigties ar to, ka tas tiks uzskatits par ienakumu, kas apliekams ar nodokli vai
art ka tieSa vai netieSa dividenZu sanemsana.

Tados apstaklos ir divkart izdevigi izmantot kompaniju ar zemiem nodokliem, lai
parskaititu Iidzeklus, vispirms apmierinot prasibas, kas atteicas uz kapitala izmantoSanu
jurisdikcija ar augstiem nodokliem, lai kapitals netiktu aplikts ar nodokli, Sk€rsojot robezu, un
lai péc tam varStu ieglit pelnu regiona ar augstiem nodokliem nomas maksajumu forma péc
neatkarigas likmes. Tapat var bt priekSrocibas saistiba ar valtitas kontroli.

KUGNIECIBAS KOMPANIJAS. No 20.gadsimta sakuma ofSora kompaniju
izmanto$ana komerckugu un jahtu TpaSumam ir svariga funkcija dazas ofSora jurisdikcijas,

pieméram, Panama un Liberija.
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Daudzam citam pazistamam ofSora jurisdikcijam ir masdienigas organizacijas kugu un
jahtu registracijai, kas nodro§ina saméra 1&tu registraciju un atbrivojumu no kugnieciba un
artera operacijas iegiistamo ienakumu nodokliem. Sadas jurisdikcijas ir: Menas sala,

Madeira, DzZersija, Gibraltars, Kipra, Bahamas, Beliza un Mauricija.

Holdinga kompaniju izmantoSanas prieksSrocibas

Pedeja magistra darbas dala tika izstradata jauna straptautiskas holdinga kompanijas
struktiira, ka arT tika identificétas starptautisko holdinga kompaniju izmantoSanas
prieksrocibas ar mérki optimizet nodok]u maksajumus.

Tadel, lai valsts butu pievilciga holdingu kompanijas radiSanai, vinai ir jaatbilst 3 krit€rijiem:

1. Ienakosas dividendes: ienakosas dividendem, ko meitas uznémumi izmaksa
holdingam, jabiit vai nu atbrivotam no nodoklu nomaksas, vai arT uz tam sakana ar
tiestbu normam, kas tiek piemé&rotas meitas uzpémumiem, jabiit attiecinatam zemam
nodoklu likmém.

2. Nodoklis par kapitala tirgu vertibas pieaugumu pardodot akcijas: pelnai, ko sanem
holdingu kompanija no meitas uznemumu akciju pardoSanas, jabit vai nu atbrivotai no
nodokla aplikoSanas, vai uz to sakana ar tiesibu normam, kas tiek piemerotas meitas
uznémumiem, jabit attiecinatam zemam nodoklu likm&m.

3. Izmaksajamas dividendes: dividendém, ko izmaksa holdinga kompanija mates
uznémumam, jabiit vai nu atbrivotam no nodokla aplikSanas , vai arT uz tam saskana ar
tiestbu normam, kas tiek piemerotas meitas uzpémumiem, jabiit attiecinatam zemam
nodoklu likmé&m.

Ka piemiers tika aplukota holdinga kompanija Danija. 1998.gada Danija tika pienemts
likums, kas nosaka holdingkompanijas statusu. Jaunais likums stajas spéka 1999.gada
1.janvari, un tas lauj izmantot danu kompaniju ka holdingkompaniju starptautiska kompaniju
grupa. Tada veida kompanija var sanemt dividendes no savam meitasfirmam — pat tad, ja tas
atrodas ofSora jurisdikcijas, un parskaitit §is dividendes uz arvalstu matesfirmu, Danija
neuzpemoties nekadu atbildibu par nodokliem. Matesfirma ari drikst atrasties ofSora
jurisdikcija.

Lai izvairitos no nodoklu maksasanas, danu kompanijas Ipasuma jabiit vismaz 25%
meitasfirmas akciju un TpaSuma periodam jabiit vismaz 1 gadam Iidz dividenzZu sanemsanai.
Turklat meitasfirma nevar biit maznodoklu Kontrolg§jama Finansu Kompanija (KFK).

KFK ir kompanija, kuras finansu aktivi parsniedz treSdalu visu aktivu vai kuras

finansu ienakums parsniedz treSdalu bruto ienakuma. Finansu ienakums ir dividendes,
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procenti, royalty maksajumi, ka art ienakums no banku, apdroSinasanas un lizinga darbibas.
Par finansu aktiviem uzskatami jebkuri aktivi, kas dod finansu rakstura ienakumu — akcijas,
naudas depoziti un royalty tiesibas. KFK tiks uzskatita par maznodoklu firmu, ja nodoklu
likme biis mazaka par 24%. Turklat Sie noteikumi par KFK tiek izmantoti tikai tad, ja KFK
kontrolé danu kompanija ar vismaz 50% kapitala vai balsstiestbam.

Matesfirmai japieder vismaz 25% no danu kompanijas izlaista kapitala vismaz 1 gada
ilguma, lai matesfirmai izmaksajamas dividendes tiktu atbrivotas no nodokla “pie avota”.

Ja danu kompanijai meitasfirmu akcijas pieder&jusas vismaz 3 gadus, ta tiek atbrivota
no nodokla par kapitala pieaugumu.

Danija noslégusi daudz ligumu par izvairiSanos no dubultas nodoklu aplikSanas — uz
Sodienu vairak par 70 ligumiem, saskana ar kuriem ienakums, ko parskaita danu kompanijai
no meitasfirmas valsti, kas nosl€gusi sadu Iigumu, tiek aplikts ar nelielu nodokli “pie avota”
vai netiek aplikts ar nodokli vispar. Tapat arT atbilstosi ES Direktivai par meitasfirmam un
matesfirmam, tas netiek apliktas ar nodokli “pie avota” — ar nosacijumu, ka danu kompanijas
1pasuma 25% meitasfirmas akciju bijusi vismaz 1 gadu.

Danu holdingkompanija var bt registréta divos veidos. Atklatai akciju sabiedribai
(aktieselskab vai A/S) jabut ar vismaz 500 000 danu kronu pamatkapitalu, bet direktoru
padomé jabut vismaz 3 personam, no kuram vairumam jabiit Danijas vai citas ES valsts
rezidentiem. Kompanijas menedZeriem jaapmierina tadas paSas prasibas attieciba uz
rezidenci.

Slegtai akciju sabiedribai (anpartsselskab vai APS) jabut ar vismaz 125 000 dangu
kronu pamatkapitalu, un tai var vispar nebut direktoru padomes. Ja direktoru padome tomer ir
iecelta, attieciba pret to nav nekadu prasibu vai ierobeZzojumu rezidences zina.

Lai iegiitu vai saglabatu beznodoklu statusu, danu kompanijai jaievéro zinami
noteikumi attieciba pret vadibu un kontroli. Prakse tas nozimée, ka kompanijas vadibu javeic —
kaut vai nominali — no Danijas teritorijas, lai kompanija netiktu paklauta nodoklu iestadém
cita valsti.

Danu kompanijas nav paklautas valiitas kontrolei, tomér pastav prasiba statistiskos
noliikos pazinot Danijas CB par visam transakcijam ar nerezidentiem virs 60 000 danu kronu.

Kompanijas pienakums ir iesniegt auditora apstiprinatu gada atskaiti. Kompanijai
jaiesniedz konsolidéta atskaite gadijuma, ja tai ir virs 50% balsstiesibu citas kompanijas.
Finansu atskaites ir pieejamas sabiedribai.

Tadgjadi danu holdingkompanija ir loti pievilciga korporativa struktiira, jo ta lauj

parcelt investicijas uz ES valstim un valstim, ar kuram Danija noslégusi ligumus par
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izvairiSanos no divkarSsas nodoklu aplikSanas, ka arTl uz ofSora jurisdikcijam vislielakaja

nodoklu labvélibas statusa.

Nodoklu planosanas tirgum valsts ekonomikas attistiba ir neparvért§jama nozime.
Nodoklu planosanas tirgus Iidz Sim Latvija ir bijis neizmantots tirgus segments, un tikai
pedejo gadu laika, veidojoties banku sist€mai, tas sak paplaSinaties un ienem savu vietu tirgus
sistéma.

Nodoklu planoSanas tirgus Latvija atrodas attistibas stavoklt un Iidz ar to ir griti
prognozeéjams. Taja notiekoSie darfjumi ienem ieveérojamu vietu valsts kop&ja finansu tirgi.
Nodoklu planoSanas tirgus attistibas pamatad ir ekonomiska stabilitate valsti, sakartota
likumdoS$ana, nodroSinasanas pret nelabvéligu faktoru ietekmi, ka arT paSmaju un arzemju

kapitala piesaiste.
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Secinajumi un priekslikumi

1. PrecCu, intelektuala un finanSu plismas metoZu optimizacijas komplekss starptautiskas
grupas kompanijas ietvaros, ar mérki samazinat nodok]u uzkrauSanas nastu (kas ir diezgan
svarigs investiciju riska faktors), var tikt nosaukts par starptautisko nodoklu planosanu.

2. Komunikacijas attistiba, saimnieciskas dzives internacionalizacija un liels skaits jaunu
suveréno valstu un administrativo teritoriju veidoSanas péc otra pasaules kara — starptautisko
subjektu tiesibas noveda pie starptautiskas nodok]u planosanas izveides.

3. Nodoklu planosanas meérkis ir samazinat nodoklu slodzi. To var sasniegt, izmantojot
dazadus variantus. Vairakos gadijumos nodoklu slodzi var samazinat, izmantojot zemu
nodoklu jurisdikcijas.

4. OfSoru uznéméjdarbiba — ta ir uznéméjdarbiba, kas tiek istenota starptautiskas grupas
kompanijas ietvaros, kuras apak$nodalijums izvietots valstis, kuras attiecigos apstak]os
pieskir nodok]u, valiitas, investiciju un citas priek§rocibas Sis valstis ir ieguvusas neoficialu
nosaukumu “nodoklu paradize” (tax havens).

“Nodok]u paradize” — jebkura valsts, kurai ir zems vai nulles nodoklu aplikSanas Itmenis uz
visam vai dazam pelpas kategorijam un kura piedava noteikta Iimena banku vai
komercdarbibas slepenibu.

5. Uzpéméjdarbiba starptautiskas grupas kompanijas ietvaros piedava legalu iesp€ju
samazinat nodoklu saistibas, palielinat investiciju aizsardzibas pakapi, darboties labvéliga
valutas reZima.

6. Starptautisku kompaniju izmantoSana ipasi aktuala ir uzpeéméjiem, kuri strada bijusa
Austrumu bloka valstis. Augsta investiciju riska pakape, kas saistita ar S$ajas valstis
eksist§joSo ekonomisko, politisko, socialu un tiesisko nestabilitati, ierobeZo arzemju
investiciju plismu, kas nepiecieSama. Riupniecibas modernizacijai, tirdzniecibai un finansu
sferai.

7. Nodoklu paradize” valstis var iedalit trijas grupas:

1. grupa. Eksisté valstis, kurds nav ienakumu, kapitala un kapitala pieauguma nodoklis. So
valstu valdiba pelna naudu, piedavajot beznodoklu kompanijas statusu par noteiktu fiksétu
ikgad&ju maksu, iekasgjot registracijas un muitas nodevas un nelieli nodokli par kompanijas
kapitalu. Pieméri: Bahamu, Bermunda un Kaimanu salas.

2. grupa. Citas valstis atbrivo no ienakumu nodokla, izvilinot fiziskas personas un kompanijas
uz arzemém. Ienakumi, kuri iegiiti valsts teritorija, tiek aplikti ar standarta likm&m. STs valstis

var sadalit divas apakSgrupas:
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2.A. Valdibas atlauj kompanijam nodarboties ar uzpémeé&jdarbibu valsti un arpus valsts.
Nodoklu aplik$ana notiek saistiba ar noteikumiem, kas izklastiti ieprieks.

2.B. Pirms kompaniju registracijas valdiba pieprasa izlemt, vai ta vélas nodarboties ar vietgjo
(un maksat visus nodoklus) vai starptautisko (un maksat tikai fiks€tu ikgad&jo maksa)
uznémejdarbibu. Piemeéri, Malta, Gibralitars, DZersija, Menas, Gernsi salas.

3. grupa. Tresas valstis iekasé zemus nodok]us no visiem kompanijas ienakumus, neatkarigi
no to atra¥anas vietas. Sis valstis ir noslégusas daudzus ligumus, lai izvairitos no dubultas
nodoklu aplikSanas attieciba pret valstim, kuram ir augsts nodoklu aplikSanas Iimenis, kas
dazos gadijumos atlauj optimizét kapitala parvedumus no vienas valsts uz citu. Piemérs,

Kipra, Sveice.

Darba gaita tika izstradati sekojosi prieksSlikumi:

1. Import&josu vai eksport§joSu uznémumu biitu jadibina ofSora zona. OfSora uzpémums
pienemtu pasiitijumus tieSi no klienta, bet preces piegadatu tieSi Sim klientam no raZotaja vai
iegades vietas. Pelna, kas rastos no starpibas starp pirkSanas cenu un pardoSanas cenu, tad
uzkratos vai nu no nodokliem atbrivotd vai zemu nodoklu zona. Sadiem tirdzniecibas
uznémumiem ir svarigi izvéleties ofSora zonu, vai vismaz darbibas bazi ar labiem sakariem, jo
nosiitiSanas un cita dokumentacija var biit sh€mai izskirosa.

2. Ar ieguldijumu sabiedribu palidzibu uzkratos Iidzeklus bitu jaizvieto ofSora zona, tad tos
var ieguldit vai noguldit jebkur pasaulé un, ja parasti pelpa vai procenti, kas maksajami par
Siem Iidzekliem, tiek aplikti ar viet€jiem nodokliem, ir daudz ofSora zonu, kuras Iidzeklus var
izvietot vai nu no nodokliem atbrivotas obligacijas vai ka bankas noguldijumus, kur maksa
lielus procentus. Tapat daudzas ofSora zonas nepiem&ro kapitala pieauguma nodoklus.
Piem@rota valsti registréta ofSora uznémuma izmantosana Jauj efektivi ieguldit nodoklus valsti
ar augstiem nodokliem, kur ir vienoSanas par nodoklu atvieglojumiem attieciba uz
ieguldijumiem, ko veic uznémumi, kas registréti jurisdikcijas ar zemiem nodokliem.

3. Lai noverstu kravas parvadasanas tieSu vai netieSu aplikSanu ar nodokliem, labak izmantot
ofSora kugniecibu. Kugniecibam var piederét pasam savi kugi, no kuru darbibas pelnu var
uzkrat bez nodokliem. Nodoklu un juridiskas prasibas parasti nosaka to, ka uzn€émumam,
kuram pieder kravas parvadasanas kugis, jabiit registrétam taja jurisdikcija, kuras karogu
kugis registré. Vesturiska ,,nodoklu paradize” §im mérkim ir bijusi Panama.

4. Lai izmantotu arzemju TpaSumu turéSanu, jaiesaista ofSoru Ipasuma holdinga sabiedriba.
OfSora 1paSuma turéSanas priekSrocibu skaitd ir izvairiSanas no mantojuma nodokla,
izvairiSanas no ,kapitala gigantu” nodokla, pardoSanas vieglums, ko panak, nododot

uznémuma kapitala dalas, nevis nododot ipaSumu, kas pieder uzp€émumam, un ipaSuma
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iegades izmaksu samazinaSana nakamajiem pirc€jiem. Ka piemérus nemot ofSora uzn€émumu
ieguldjjumus TpaSuma Apvienotaja Karalisté, atbilstoSa ofSora kuga izmantoSana var dot

atbrivosanu no ienakumu nodokla, ,.kapitala gigantu” nodokla un mantojuma nodokla.



