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The British magazine ACQ choose Afik&co as a winner under the category of the M&A Law Firm of the year 2012
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Attached is an update of the law office of Demetriou & Mavronicola LLC, the Cyprian member
of the EALG ( www.ealg.com) , as to recent tax incentives introduced by the Cypriot
Parliament.
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Attached is a short summary of the new Israeli Law for the Increase of Reinforcement of Labor Laws, to
enter effect June 19, 2012.

On December 12, 2011, the Israeli parliament ("Knesset") passed the Law for the Increase of Reinforcement
of Labor Laws, to enter effect at June 19, 2012. The Law constitutes a major reform to highly impact the
day-to-day activity of employers, service purchasers and contractors, mainly because the law applies
personal liability (criminal and administrative) on officers and managers.

Attached is a short summary of the law.
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M E M O R A N D U M
To: Clients of Afik Turgeman's office
From: Doron Afik, Esq.

Shira Porat, Adv.
Date: June 17, 2012
Re: The Law for the Increase of Reinforcement of Labor Laws, to enter effect June 19, 2012

On December 12, 2011, the Israeli parliament ("Knesset") passed the Law for the Increase of
Reinforcement of Labor Laws, to enter effect at June 19, 2012 ("Law"). The Law constitutes a major
reform to highly impact the day-to-day activity of employers, service purchasers and contractors. The
target of the Law is to increase and make more efficient the enforcement of the labor laws by
enabling administrative and criminal procedures including administrative fines, cancellation of the
right to participate in tenders and even incarceration.

The Law empowers an official appointed by the Minister of Industry, Trade and Labor to provide an
administrative alert in the event of suspected breach of the labor laws or even to impose
administrative fines without legal procedure. Fines may range between thousands to dozens of
thousands of ILS, depending on the seriousness of the offence. A continuing or repeated offence will
result in increased fines.

It is emphasized that the Law enables imposition of personal fines on corporate manager for
violations of the corporation, unless the manager proves that he did as much as possible to monitor
the enforcement of the Law and took reasonable steps to prevent the breach by the corporation.

The Law amended the Law of Public Entities Transactions so that a condition for public entity
transaction for the providing of cleaning services, guarding and catering, is lack of convictions under
all labor laws listed in the Law.

The Law applies to the purchaser of services from a contractor the responsibility of the contractor to
its employees for the period of time of the supply of the services, provided the service was granted by
at least four employees; during a consecutive period of at least six months. Purchaser of services may
be subject to administrative fines if did not remedied the breach of the rights of the employees or
terminated the agreement with the contractor after receipt of warning. Purchaser of services may be
subject to criminal fines if did not include in the agreement with the contractor the terms stipulated in
the Law. Here to, the Law applies personal liability to corporate managers.

We will be happy to enhance on any of the issues briefly described above.
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Tax update

On 24 May 2012 the House of Representatives voted new
amendments to the Income Tax Law, in an effort to attract
new investors in Cyprus and promote economic growth.

Intellectual Property Rights ,
effective as from 1 January 2012

¢ 80% of profit from Royalties generated from Intellectual
Property Rights is exempt from corporation tax.
The remaining 20% is subject to the 10% corporation
tax. Net Profit is calculated after deduction of all
associated direct expenses.
The changes effectively mean that the tax rate for a
Cyprus Royalty Company will not be higher than 2%
on its Royalty Profits. This may be further reduced by
the deduction of the below capital allowances.

This special regime is applicable for all expenses incurred
for the acquisition or for the development of intangible
assets, including those defined in the Patents Law 16
(1)/98 as amended, in the Right of Intellectual Property Law
59/76 as amended and in the Trademarks Law Cap.268

as amended.

Capital Allowances, effective as from 1 January 2012

e Capital allowances for machinery & equipment
purchased in the tax years from 2012 — 2014, will be
eligible to claim tax depreciation at the rate of 20% per
annum (increased from 10%).

Capital allowances for industrial and hotel buildings
purchased in the tax years from 2012 — 2014 , will

be eligible to claim tax depreciation at the rate of 7%
(increased from 4%).

Such costs of acquisition of machinery, equipment
and buildings, will be treated as deductible from the
accounting profits for deemed distribution purposes.

Interest Income / Interest Expense

® The restrictions on the deductibility of the interest
expense on loans for the purchase of shares in a
directly or indirectly wholly owned subsidiary have now
been abolished.

It is a provision that the subsidiary does not own assets
that are not used in the business. If so, the deductibility
of interest expense is restricted to the assets used in
the business.

Such provisions for tax deductibility of interest payable,
allows Companies to further reduce their liability and at
the same time provides incentives to holding companies
for investments in trading and other Companies.

Group Relief, effective as from 1 January 2012

® There is no longer a need for all companies to be part
of the same tax group (75% participation) for the whole
financial year for Group Relief purposes (set- off of tax
losses between group companies).

With the new law a company incorporated by its parent
company during a specific tax year, shall be deemed to
be a member of this group and will be able to claim
group relief for that tax year.

Application of the arms length principle (Article 33) /
Related Party Transactions, effective as from
1 January 2012

® Article 33 of Income Tax Law provisions will not apply
for transactions between parent and wholly owned
subsidiary companies, in the case where the provisions
of Article 13 for the set- off of group tax losses are
applicable.

Such an amendment provides that interest free loans
may now be granted by a Cyprus holding Company
to its 100% Cyprus direct subsidiary, with no deemed
interest at the prevailing market rate being imposed.
This provision grants more tax benefits for Cyprus
resident Companies.
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Amendments to the VAT Law:

Extension of the reduced VAT rate of 5% for the
acquisition of residence in Cyprus:

The Legislation for the reduced VAT rate of 5% is now
extended for the acquisition of buildings by foreign
nationals, provided that they will be used as their primary
and permanent place of residence in the Repubilic.

Special provisions for private aircrafts:

VAT is no longer payable upon the importation of private
aircrafts in the Republic of Cyprus by taxable persons,
but instead it shall be payable upon the submission of the
VAT return.

This newsletter has been written in general terms and is
intended to be seen as a brief summary of Tax Updates
in Cyprus. We recommend that readers seek appropriate
professional advice regarding any query they may have.
This publication should not be relied on as a substitute
for such advice.

Please contact us for any questions or clarifications,
or to discuss the above developments further.

Demetriou Mavronicola LLC
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