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For the purposes of harmonization with the acts of the European Union under the title -

“Council Directive 90/435/EEC of the Council of 23 July 1990 on the common system of taxation applicable in the case of parent companies and subsidiaries of different Member States”, (EE L 225 of 20/8/1990, p.6-9),

PART I - INTRODUCTORY PROVISIONS

Short title.

1. 
This Law may be cited as the Special Contribution for the Defence of the Republic Law of 2002.

Interpretation.

2.(1) 
In this Law, unless the context otherwise requires -

“Director” means the Director of the Department of Inland Revenue and any Officer of the Department of Inland Revenue duly authorized by him;

“special contribution” means the special contribution which is payable under the provisions of this Law.

(2) 
Terms used in this Law not otherwise defined shall have the meaning assigned thereto by the Income Tax Law.

PART II - LEVYING OF SPECIAL CONTRIBUTION

Obligation to pay special contribution.

3.(1) 
Notwithstanding the provisions of any other Law, any person specified in sub-section (2) shall be liable to pay a special contribution for strengthening the defence of the Republic. 

(2) 
The persons liable for the payment of the contribution under sub-section (1) are -

(a) 
every person resident in the Republic receiving or deemed to be receiving any dividends from a company, at a rate of fifteen per cent (15%) on the amount of the dividend:

Provided that a company which is resident in the Republic shall be exempt from the payment of special contribution in respect of any dividends received from a company resident in the Republic:

Provided further that a company which is resident in the Republic, or a company which is not resident in the Republic but has a permanent establishment in the Republic, which receives dividends from a company which is not resident in the Republic, in which the company which is resident in the Republic, or the company which is not resident in the Republic but has a permanent establishment in the Republic, holds directly at least one per cent (1%) of the share capital shall be exempt from the payment of special contribution on such dividends. This exemption does not apply -

(i) if the company paying the dividend engages directly or indirectly more than fifty per cent (50%) in activities which lead to investment income; and

(ii) the foreign tax burden on the income of the company paying the dividend is substantially lower than the tax burden of the company which is resident in the Republic or the company which is not resident in the Republic but has a permanent establishment in the Republic: 

Provided further that dividends issued from income emanating from dividends which suffered income tax at source at the rate of 20% and the issue of which is made within a period of six years from the date of their acquisition, are exempt from the payment of special contribution.

(b) 
every person who is resident in the Republic, who receives or is credited with an amount of interest, except interest falling within the provisions of paragraph (c), at a rate of ten per cent (10%) on the interest received or credited:

Provided that -

(i) Interest accruing to any person from the ordinary carrying on of his business, including interest closely connected with the ordinary carrying on of the business, is not treated as interest for the purposes of this paragraph;

(ii) interest deemed to be paid to a company pursuant to section 39 of the Income Tax Law falls within the provisions of this paragraph;

(iii) an individual whose total annual income, including interest, does not exceed the amount of seven thousand pounds (£7.000) annually, has a right of refund of the special contribution withheld on interest in excess of the amount corresponding to three per cent (3%);

(c) every individual who is resident in the Republic for interest received or credited from savings certificates of the Cyprus Government, development stocks of the Cyprus Government, as well as interest accruing to a provident fund at the rate of three per cent (3%);

(d) every person who is resident in the Republic having income from rents, at the rate of three per cent (3%) on the amount of the gross rents reduced by twenty five per cent (25%);

(e) every public corporate body, at the rate of three per cent (3%) on its chargeable income, except income falling within the provisions of paragraphs (a), (b) and (d), before the deduction of the allowances envisaged in section 13 of the Income Tax Law.

(3) 
Subject to the provisions of sub-section (4) of this section, a company which is resident in the Republic, is deemed to have distributed seventy per cent (70%) of its profits arising or accruing in the year of assessment, after their reduction by the corporation tax paid or payable on such profits, in the form of dividends to its interested shareholders as at the end of the period of two years from the end of the year of assessment to which the profits relate, and the interested shareholders concerned shall be assessed accordingly to special contribution on such dividends. Any special contribution payable by the shareholder concerned in consequence of a deemed dividend distribution shall in the first instance be paid by the company which will debit such contribution to the shareholders:

Provided that in the case of a person not being resident in the Republic receiving dividend from a company which is resident in the Republic emanating from profits which at any stage suffered deemed distribution under this section, the special contribution paid because of the deemed distribution which is attributable to such person shall be repayable:

Provided that in case of liquidation of the company, the total of the profits of the last five years before the liquidation which have not been distributed or they have not been deemed to have been distributed shall be deemed on liquidation to be distributed and the shareholders shall be deemed to receive such dividends. This provision does not apply in case of liquidation of a company for the purposes of a reorganization subject to such conditions and procedures prescribed in Regulations issued under this Law:
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