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General Comments 
The paper consisted of two sections. Section A was comprised of two compulsory questions, both of which were 
worth 35 marks. Section B was comprised of three questions, each worth 15 marks and candidates were 
requested to chose two from three.  
 
Overall I believe the performance was satisfactory from candidates, although there seems to have been better 
preparation for some topics than for others. For example candidates produced very good answers for comparing 
branch and subsidiary as a means through which to do business but poor answers regarding the use of badges of 
trade to determine whether a transaction was of a capital or trading nature. Significant weaknesses were also 
present in answers concerning VAT matters. The importance of VAT grows further as governments turn to indirect 
taxes to increase their revenues.  
 
Exam technique was generally satisfactory. The exam required good time management and I was happy to note 
that the vast majority of candidates managed to fully attempt four questions. 
 
I would like to make particular reference to question 4. Question 4 asked candidates to utilise the badges of trade 
in deciding whether a transactions was of a trading nature or of a capital nature. For each scenario, there were 
marks awarded for using the badges of trade and for concluding. There were also marks awarded for explaining 
how the gain or profit would be taxed. An unexpectedly large number of candidates produced both answers for 
each scenario. They would, for example, state what the tax treatment would be if the transaction was considered 
to be of a trading nature. They would then start a new paragraph with “However, if the income tax office decide 
it is of a capital nature, then …” and they would explain the tax treatment under capital gains tax. This method 
of answer resulted in no marks being awarded. If I am looking to test candidates knowledge of the badges of 
trade, then I will not accept an answer that covers both sides of the coin in the hope of obtaining full marks. 
Such answers show a lack of knowledge and will not gain any merit. I urge candidates in the future to avoid such 
strategies.   
 
Finally I would like to advise candidates to ensure that they have addressed all the requirements in question 
parts. I often found answers omitting to discuss one part of the requirements without evidence that this was due 
to them running out of time. This was particularly evident in question 1(a)(ii) and to a lesser extent question 5(c). 
The technique of answering an exam paper involves maximising the opportunities to gain the marks required. 
Thus a few seconds after each question part ensuring that all requirements have been addressed is time well 
spent. 
 
Specific Comments 
 
Question One 
Question 1(a)(i) was badly answered as the majority of candidates were unfamiliar with the objection filing date. 
There appeared to be confusion between this date (by the end of the month following the month during which 
the objection was raised) and the date for filing a hierarchical recourse to the Tax Tribunal (within 45 days of the 
date that the assessment was raised).  
 
Question 1(a)(ii) was concerned with deductible expenses and tested candidates knowledge of what was tax 
allowable and what was not. Candidates showed a clear understanding of this area and attained high marks. A 
common error was not to address every issue of the question part resulting in a loss of marks.  I was pleased to 
see that almost everyone made a good effort towards the two professional marks.  
 
Part 1(b)(i) produced a variety of answers although most of these were along the right lines. The question 
required a straight forward comparison of the tax benefits of operating either as a branch or as a subsidiary. The 
majority of answers correctly stated how both of these options were taxable, but only a small percentage of 
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answers went a step further to explain the two year delay in SDC from using a subsidiary as a result of deemed 
dividend rules. Candidates must conclude when asked to do so. The reason is simply because there are marks 
available for recommending a structure, such as branch or subsidiary for the present question. It is a waste of 
marks not to make a recommendation given that it is a specific requirement. 
 
 
Part 1(b)(ii) was badly answered. I have noted a general weakness from candidates regarding VAT knowledge. 
This question part addressed triangulation and compared the VAT treatment of transactions that were not 
triangulation, the latter being with Egypt. Most answers did not spot this difference. 
 
Terminology is another important issue. In order to feel confident that a candidate has correct knowledge the 
terms that are used need to be used in their correct context. There appears to be a ‘free’ use of terms which as a 
marker and as an examiner does not inspire confidence that candidates understand the VAT treatment in 
scenarios.  
 
‘Export’ and ‘import’ are terms used for sale or purchase of goods to and from countries situated outside of the 
E.U. If describing such transactions that occur within the E.U. the correct terms are ‘supplies’ and ‘acquisitions’ 
respectively. 
 
Candidates in part (1)(b)(ii) correctly stated that the sale of goods from Cyprus to outside of the EU are 
considered an export. The place of supply of such a sale is the country from where the goods depart (i.e. Cyprus) 
but the transaction is zero rated. As such stating that the transactions is ‘outside the scope’ is incorrect.  
 
VAT will have to be an area on which candidates should ‘sharpen’ their knowledge. It is an important area of 
taxation and is becoming a more and more key area for the tax professional advisor.  
 
 
Question Two 
Question 2 was a 35 mark question asking candidates to compare the tax systems of three countries in advising 
a client where to become tax resident. The question explained the various forms of income that the client had.  
 
Part (i) required the comparison of the three countries as potential residences for Greg. Answers were on the 
whole good. The best approach was to firstly list the various forms of income that Greg had and then undertake a 
comparison country by country in order to arrive at the most favorable option.  
 
A significant number of answers undertook an income-by-income comparison. Each form of income was 
discussed and the way it would be taxed in each of the three countries was compared separately. In my opinion, 
this approach made life much more difficult for candidates. These answers did not appear coherent and gave way 
to confusion as candidates were unable to cross reference the tax for each country between the various forms of 
income. In many cases it was difficult to understand which was the most favorable option in light of the figures 
shown. This also made the marker’s job more challenging.  
 
Weaker answers compared the wrong countries by including Nordia, the country where Greg is currently resident. 
This was unfortunate as this resulted in loss of time and of course for no available marks.  
 
I recommend that when candidates start answering the first two scenario based questions, to read the question 
and the requirements carefully which may mean slowly as well. Candidates should not interpret the time spent 
reading and understanding requirements as wasted time. On the contrary, understanding and planning the 
answer may help avoid the sort of problems described above and help the candidates in their quest to maximise 
their marks.  
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The comparisons themselves were generally correct. A common error was to forget to discuss some aspects of 
the scenario such as the capital gains tax consequences of selling the UK properties. On the whole candidates 
scored well on this question part. 
 
 
 
 
 
 
The vast majority of candidates correctly picked up on the fact that by using a Cyprus company the withholding 
tax imposed on the Russian minority shareholders could be eliminated in question 2(ii).  I was especially pleased 
at the good answers as this is actually a popular use of the Cyprus company for tax advisors. Making use of the 
double tax treaties in place between Cyprus and other countries, as well as the EU Parent-Subsidiary directive 
can help eliminate withholding taxes in a number of structures.  
 
Finally answers for part 2(iii) were on the whole disappointing. Numerous answers entered into lengthy 
discussions concerning VAT registration tests for which no marks were available. Few answers recommended the 
use of an EU VAT registered company to use its VAT number to overcome the multiple registrations. 
 
Question Three 
Question 3 was a 15 mark question that examined a range of tax matters without going into depth. The question 
presented five instances of bad advice given by Achileas, and candidates were asked to comment on the tax 
implications. Overall answers were satisfactory. Attention was also paid in most cases to the mark allocation in 
deciding how much to write. 
 
Scenario (a) was generally well answered with candidates picking up on the two main issues which were arm’s 
length transaction and documentation.  
 
For scenario (b), most candidates, albeit a handful, failed to spot that the question scenario discussed that the 
VAT output on sales would exceed the registration threshold in 3 months and not the value of taxable supplies. 
This would mean that the company would have to register from the first month. Candidates correctly discussed 
the implications of late registration being interest and penalties. A detailed explanation of the general rule for the 
historic and future tests was unnecessary.  
 
 
Answers to part (c) were on the whole rather good and covered the main issues presented. For part (d), 
candidates displayed solid awareness of periods of accounts and how temporary tax declarations should be made 
for each tax year regardless of the period of the financial statements. 
 
Part (d) answers were also good, although only stronger candidates discussed the 20% deduction available in 
years 2-4 for Thelma and Kyri. 
 
Question Four 
 
Question 4 was a 15 mark question on the subject of badges of trade. The question contained 6 scenarios for 
which the badges of trade should be applied in deciding if the sale resulted in a capital gain and taxed under 
capital gains tax, or a trading profit and taxed under income tax. There were sufficient clues in the question that 
would allow candidates to firmly conclude on 5 of the 6 scenarios. One scenario, scenario (d), was left more 
‘open’ and could be argued perhaps either way. 
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The overall performance on this question was not good. Candidates in most instances showed knowledge of the 
badges of trade but failed to analyse the important criteria in each scenario, as answers were often too vague or 
too general. Not every criterion will be applicable in each case. However there will be a criterion that is given 
more weight than others and this is what was being tested. 
 
In short, scenario (a) was a gift from the father which means that trading is not an issue. The long length of time 
that passed from the date of purchase would be the deciding criterion for scenario (b) for the gain to be a capital 
one. The opposite was true for scenario (c) in that the very short period of time would be definitive for the 
transaction to be considered a trading one. As stated above, scenario (d) could be argued to be a capital or a 
trading transaction. Scenario (e) would be considered capital due to the one year period combined with the use 
of own funds and the prospects for future change in zones. The main point here is that the property is situated 
outside of Cyprus and thus outside the scope of Cyprus capital gains tax. The gain of scenario (f) was not taxable. 
 
Once the above had been established, the only other requirement was to explain briefly how each gain or profit 
would be taxed, including rates and deductible expenses.  
 
A common occurrence was for candidates to list all the badges of trade before starting their answers. Although 
this was not necessarily bad, it was time wasteful as there were no marks available for listing these. Marks were 
only available for applying these correctly to the question scenarios. This is a classic exam technique mistake. As 
examiner I am more interested at this stage in the application of the knowledge rather than the knowledge itself. 
If I had wanted the candidates to list the badges of trade I would have asked for that in the question.  I didn’t. I 
asked for the badges of trade to be applied in the case of each scenario. And it is for this application that marks 
were available.  
 
Many of the answers simply stated that the transactions would be subject to income or capital gains tax without 
using the badges of trade to explain why. Admittedly this may have been due to time constraints in certain 
instances. However such an answer will not score many marks as I am interested to see if candidates understand 
why a transaction is income or capital. In the absence of explanations, very few marks can be awarded. 
 
Very often I came across a practise by candidates that is neither advisable nor helpful for them in passing the 
exam. Covering both potential outcomes will result in no marks being awarded.   
 
 
Question Five 
Question 5, a 15 mark choice question, concentrated on three separate topics.  
 
Part (a) was concerned with interest that was closely associated with the main business activities.  
 
Most answers correctly recommended the use of a separate company to act as a treasurer and thus avoid the 
issue of whether interest was or was not closely connected with the ordinary business activities of Louklos Cyprus 
Ltd. However most answers lacked an in-depth explanation of the arguments. Simply stating that ‘I do not agree 
with the auditor’s opinion’ was not sufficient. The use of the word ‘explain’ in the requirement should have tipped 
the candidates off to enter into a discussion of why they disagreed. It is for this reason that many answers were 
only able to score half the allocated marks even though the candidates had shown adequate understanding of the 
subject matter. 
 
It is worth mentioning that in the very few cases where candidates discussed the tax treatment that was under 
the new legislation i.e. that interest was 100% exempt from corporation tax and only taxable under SDC, the 
answers received full marks. This point is also made in the model answers. 
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Parts (b) and (c) were on the whole well answered. Candidates displayed in part (b) a good understanding of why 
interest free loans would not be acceptable given the arm’s length principle. However only stronger candidates 
discussed that the interest free loan from Louklos plc to Louklos Cyprus Ltd would instigate an arm’s length issue 
with the UK tax authorities rather than with the Cyprus Authorities. 
 
Part (c) required candidates to list dates for filing returns and submitting payment for specific taxes. Part (c) was 
on the whole very well answered although I often found answers omitting to discuss one of the dates requested. 
As stated in the general comments above, I strongly urge candidates to spend a few seconds after each question 
part and ensure that all parts have been answered.  
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