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General Comments 
The paper consisted of two sections. Section A comprised two compulsory questions, both of which were worth 
30 marks. Section B comprised three questions, each worth 20 marks and candidates were requested to choose 
two from three.  
 
Practically all candidates attempted 4 questions and there appeared on the whole to be good time management. 
It was pleasing to note that candidates performed well overall. In particular, candidates who attempted question 
4, which was the most popular choice question, produced excellent answers.  
 
Most candidates attempted to give concise answers which aimed at scoring the available marks. Weaker 
candidates produced more long winded answers where they were uncertain, in the hope that some marks may be 
available for their efforts.  Making general statements where specific ones are required (such as in the case of 
question 1(ii)) will not earn marks, and will also throw away valuable time. A better strategy would be for 
candidates to put more thought, and less text, into what was actually being asked of them, thereby improving 
their mark.  
 
There was evidence that candidates were not prepared to tackle questions on all areas of the syllabus, most 
notably VAT (questions 1(ii) and 5). There are five main taxes in the syllabus: corporation tax, income tax, SDC, 
capital gains tax and VAT. Candidates must have a very good grasp of the underlying tax rules, so as to be well 
prepared to address questions that examine these five taxes to various depths.  
 
Indirect taxes in general, and VAT in particular, are becoming increasingly important as Governments turn to 
them as tools for increasing their revenue. One purpose of the advanced taxation examination is to test 
candidates’ understanding of how VAT works. VAT is no more difficult a tax to get to grips with than are 
corporation tax or capital gains tax. Candidates should firstly establish the framework within which to study the 
tax, then learn about the time of supply to understand how to establish when VAT arises, and next learn the 
place of supply rules, to understand where VAT should be charged (note that, if the place of supply is outside of 
Cyprus, no VAT is charged in Cyprus).  Thereafter, candidates need to decide whether the transaction belongs to 
a positive rate of VAT (5%, 8% or 15%), or is zero rated, or exempt, and to know the rules with regards to how 
much input VAT can be reclaimed by a business.  
 
Specific Comments 
 
Question One 
Question 1 was a 30 mark question. It focused primarily on the VAT treatment of the sale of goods as well as on 
the tax use of branches. It was apparent that candidates were not prepared for a 10 mark VAT compulsory 
question and answers in this respect were disappointing. However, answers were rather good in other areas of 
the question allowing candidates to achieve good marks overall. 
 
Part (i) was worth 3 marks and asked candidates to explain the tax treatment of overseas branch profits. Despite 
the word 'PROFITS' appearing in capitals in the question, most answers from candidates discussed the tax 
treatment of losses as well, for which no marks were available.  
 
A common error was to conclude that the Bahrain branch profits were taxable in Cyprus as a result of Bahrain 
corporation tax rate of 0%, however no Cyprus taxation arises because more than 50% of the activities of the 
Bahrain branch do not result in investment income. Both provisions must be examined by candidates in deciding 
whether the branch exemption can be given or not. 
 
As a point to note: the majority of answers did not analyse the two provisions of Cyprus tax law. In many cases 
candidates concluded correctly that there would be no tax in Cyprus with regards to the overseas branches, so 
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earning one mark, but without the required analysis of "the provisions of the Cyprus tax law with regards to the 
taxation of branch PROFITS...", did not gain the remaining 2 marks.  
 
Part (ii) was worth 10 marks and examined the VAT treatment of goods. The goods were purchased from China 
and sold in Cyprus, Greece and Bahrain. The sale would either occur from Cyprus or from the branches directly. 
 
Answers to this section were on the whole not good. Although many candidates could discuss the general 
principles correctly (sales between Cyprus and Greece are zero rated if both parties are VAT registered in their 
countries; sales from Cyprus to Bahrain are zero rated (export)), they were unable to apply more knowledge to 
the question scenario. The errors noted most often were as follows: 
 
- Candidates produced a discussion of the VAT treatment of the advice for the implementation of policies, 

which was not required. 
 
- The question stated that KECY would be responsible for importing the goods to Greece and Bahrain and 

then selling to the client branches. This meant that KECY would import in Greece and thus would require a 
VAT registration number. The subsequent sale in Greece would be a sale within Greece and thus Greek VAT 
of 19% would be charged, regardless if the client was VAT registered or not. Many answers ignored the 
point that KECY would be responsible for importing the goods and discussed the VAT treatment had KECY 
sold the goods directly from Cyprus to Greece. This also resulted in answers stating that KECY would be 
undertaking distance selling, something which does not follow from the question. The client in Greece was a 
subsidiary of Tatas Holdings Limited and as such would have been registered for VAT.  

 
- Only a few answers produced calculations of the input and output VAT which were specifically requested 

 
- A significant number of candidates referred to the sale of hardware from Cyprus to Greece as ‘triangular’ 

transactions that would qualify for the simplified procedure. The fact that the hardware was being shipped 
from China, a country outside of the EU, means that triangulation does not exist in this case. Triangulation 
requires three VAT registered persons in three different EU member states, two sales (invoices) and one 
movement of goods from the initial supplier to the final customer.    

 
Candidates did use the terms ‘exports’, ‘imports’ and ‘acquisitions’ correctly and displayed a good understanding 
of the VAT terminology. 
 
Parts (iii) and (iv) were generally well answered with most candidates correctly concluding that a branch should 
be used in Bahrain and that KECY should undertake the Greek sales (part (iii), 6 marks), as well as discussing 
Elena and George’s tax residency position, including George’s right to the 90-day rule exemption (part (iv), 4 
marks).  
 
An alarming number of responses to part (iii) continued to discuss only VAT, without any reference to corporation 
tax, something which would not allow for a comparison and which would result in the loss of marks.  
 
Finally part (v), worth 5 marks, was reasonably straightforward and produced good responses. A very small 
number of candidates noted that by selling the shares there would be capital gains tax on the value of the 
immovable property but that, given there was no increase in the value of the land, the capital gains tax would be 
nil. Most answers correctly discussed the tax on the sale of the assets and noted the resulting SDC issue.  
 
Most answers achieved the full 2 marks for the format, presentation and communication. A small number of 
candidates produced a memo instead of a letter resulting in a loss of at least 0,5 mark, which was unnecessary.   
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Question Two (Compulsory) 
Question 2 was worth 30 marks. The main focus of this question centered on group loss relief for tax purposes as 
well as tax losses. The answers were broadly on the right lines. 
 
Part (a)(i) required candidates to spot the tax groups that existed and part (a)(ii), to determine which was the 
best way to use the tax losses in the group. The two parts were worth 19 marks. Most answers correctly noted 
the definition of a loss group and the main tax groups. In addition, the answers were well structured and easy to 
follow as candidates either presented each company separately or produced a table showing the losses available 
and to which companies they were given, with accompanying notes.  
 
Answers from weaker candidates included: 
- No discussion of companies that were not part of the tax group. This was a specific requirement and by not 

addressing it candidates could not pick up these marks.  
- Incorrectly concluding that non-resident companies could offer their losses to other group companies that 

were residents. 
- Not spotting that Basil could claim double tax relief. 

 
 
The majority of answers failed to spot that anti-avoidance rules would prevent Basil from being able to 
utilise its losses brought forward. This point carried 2 marks.  
 

Some candidates in answering part (a)(i) discussed the loss group for 2008 instead of for 2009. Where this was 
noted the candidates were not penalised and if the answers were correct full marks were awarded.     
 
Part (iii), worth 3 marks, was generally well answered with most candidates correctly stating that Cumin could 
change its shareholder so that it became a group with other Cyprus companies. An alternative answer that was 
also awarded full marks was for Cumin to change its management and control, so that it became a Nordia tax 
resident and thus part of an all Nordia tax group. (This answer was accepted even though the question does not 
specify whether the Nordia residency test looks at management and control). 
 
Part (b) was worth 7 marks and was also answered satisfactorily. The main points were well made i.e. that the 
current level of salary was insufficient to be able to use the tax losses whereas by incorporating the business, the 
losses could be used as Group relief and the effective tax rate on any profits would be reduced. A common 
mistake in candidates’ answers was the statement that trading losses of a sole trader could not be carried 
forward - they can be, and can be offset against future income from any other sources. 
 
Question Three 
Question 3 was the first of the 20 mark choice question of Section B of the exam paper. The question focuses 
primarily on company reorganisation schemes (worth 13 marks from a possible 20) and specifically on the 
company division scheme and the transfer of assets scheme. There was also a part comparing the tax 
consequences between a company selling a building or the shareholders selling their shares in that company. 
 
Generally a good attempt was made by candidates. Answers to part (a), worth 3 marks, were on the whole very 
good. Many answers incorrectly included no immovable property tax as a tax benefit. For part (b), the majority of 
answers were able to discuss at least one of the two schemes that were suitable, and where the correct scheme 
was chosen the characteristics of the scheme analysed by candidates were accurate, scoring reasonably well in 
this 10 mark part. Some candidates discussed other schemes such as the merger scheme which would not have 
been appropriate for this scenario.  
 
A significant number of candidates stated in error that as GKA was a family company, it could transfer the 
property directly in the names of the brothers without any tax consequences. Such an exemption exists for capital 
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gains tax purposes had the brothers gifted the property to the company in the first place, but this was not stated 
in the question so could not be assumed. In practice, such a transfer would result in capital gains tax for GKA.   
 
For part (c), only a handful of answers achieved full marks although most answers managed to discuss either the 
tax benefit or the tax cost.  
 
Finally part (d), which was worth 4 marks, produced fair answers with many correctly raising the point of life-
time exemptions by the four brothers, and to a lesser extent the point with regards to the deemed distribution 
rules.    
 
Question Four 
Question 4 was a 20 mark question that examined the taxation of the income and gains from various investment 
products notably bonds, preference shares, and unit trusts, as well as rental income from abroad. The question 
finally examined the taxation of the Cyprus trust and compared it to the Cyprus International trust. 
 
Question 4 proved to be the most popular of the choice questions and the answers were on the whole excellent. 
Candidates produced very good answers scoring high marks, by correctly discussing the tax treatment of the 
various proposed investments (part (a), 10 marks) as well as the UK rental income (part (b), 4 marks).  
 
Candidates also showed a high standard of knowledge in part (c) regarding trusts and specifically the difference 
between a Cyprus International and a Cyprus Trust, correctly identifying that the former was not possible for Ms 
Diamanto (worth 6 marks). The discussion that ensued for the Cyprus trust was also good, covering the role of 
the trustees and the taxation of the beneficiaries, noting the differences between the niece from Cyprus and the 
niece from Romania. 
 
Question Five 
Question 5 was a 20 mark question using scenarios to examine the VAT consequences of various transactions 
relating to immovable property. 
  
This question was attempted by the least number of candidates, and those who did attempt it on the whole 
produced very poor answers. It was evident that most answers relied on guesswork rather than the underlying 
arguments that should have been used in answering the question to examine the scenarios presented.  
 
Part (a), worth 6 marks, was answered quite well, with responses correctly separating the flats that had been 
rented out as no longer being subject to VAT. However very few answers went the extra step to explain how 
Adamos Ltd’s right to input VAT was affected by Emily’s decision to rent out the flats. 
 
For part (b), only a handful of answers correctly analysed the criteria by which the VAT Service would decide 
whether the two contracts would be considered as one or two transactions. Most answers in fact prematurely 
agreed that by having a separate contract for the land, VAT could be saved given that the sale of land was an 
exempt VAT transaction.  
 
Part (c), worth 4 marks, examined the value and the time of the supply. Once again most answers generalised 
but did not really address the core issue of timing and value.  
 
Part (d) produced a mixed array of answers with most incorrectly stating that the apartments would be subject to 
VAT and thus gaining no marks from a possible 2. Some answers surprisingly did not address the sale of the 
apartments but stated that the renovation costs would be subject to VAT. 
 
Finally for the 5 marks of part (e), the procedure by which a buyer of a property can reclaim the immovable 
property tax charged to him by the developer who sold him the property was examined.  The buyer would not 
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have been liable to such tax had the property been in his name, given the nil rate tax band. Either one knew the 
procedure or not. It was evident that most of the candidates who attempted this question did not.   
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