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Chapter 2

IP Rights in Software
Development and the Benefits
of the IP Box Regime in Cyprus

Andreas Varianos

AsusPlus Auditors and Tax Consultants Ltd

Sofoklis Michail

Protection of Copyright
The law on copyright is well harmonised around the world due
to the attestation to the Berne Convention of 1886. The Berne
Convention of 1886 was the foundation stone for the protection
of copyright since it deals with the protection of works and the
rights of their authors. It was also the foundation stone for the
legislation in the Republic of Cyprus.
Copyright in the Republic of Cyprus is governed by the
Intellectual Property Rights Law No. 59/76, as amended from
time to time, the Berne Convention for the protection of Literary
and Artistic Works, the Geneva Convention for the protection
of producers of phonograms against unauthorised duplication
of their phonograms, the Paris Convention for the protection of
industrial property, TRIPS and WIPO.
To protect a copyright in the Republic of Cyprus, the owner
must be a citizen of the Republic of Cyprus or have his/her
habitual residence in Cyprus, have a legal entity registered in
Cyprus, or be a citizen of an EU Member State.
In accordance with Cypriot law, the protection of copyright
is given to authors of original works, producers of films and
sound recordings, and broadcasting organisations, while the
protection of related rights is afforded to artists, interpreters
and performers.
The main aim of copyright is to protect the right to reproduce, sell, rent the work, create derivative work, share copies of
the work and perform the work to the public, as well as the right
to receive any economic benefits associated with the work, while
simultaneously protecting creative works against theft. Anyone
purporting to exercise any of these rights without the consent of
the owner will be infringing the copyright of such owner.

What Can be Protected by Copyright?
Copyright may protect any of the following works: scientific
works; literary works; computer programs; artistic works; cinematograph work; audio visual work; animations; databases;
sound recordings; transmissions; and publications of unpublished works.
Software is automatically protected under copyright law,
provided that the following two characteristics are met: a) “originality”; and b) “expression”.
All forms of expression of a piece of software are protected, as
long as they are original.

Requirements of Copyright Protection
In order to be protected by copyright, a work – and specifically
software – must be original, creative and fixed.

According to the law of Cyprus, a work can be considered as
original when it is produced in tangible or fixed form from the
exclusive spiritual outcome of the creator himself.
Moreover, it is noted that ideas, procedures, concepts,
methods of operation, principles and elements that have not
been created in tangible form cannot be copyrighted.
The prerequisites for the protection of the above works/software in the Republic of Cyprus are the following:
■
The work is original.
■
The work was first published in the Republic of Cyprus or
was erected within the territory of the Republic of Cyprus
or has been incorporated in a building that is located in the
territory of the Republic of Cyprus.
■
The beneficiary or any of the beneficiaries is a natural
person and citizen of the European Union or a legal
person incorporated in the European Union.

How Long is it Protected?
Copyright of software in Cyprus is acquired automatically by
operation of law as soon as the work is created. There is no need
to file the work or submit an application.
Copyright is protected for the duration of the author’s life,
plus 70 years from the end of the year in which the author dies.

Registration of a Copyright in Cyprus
Registration of a copyright is not required, although it is highly
recommended.
By having the copyright registered, the owner is able to bring
an action for copyright infringement.
If the copyright is not registered and it is infringed, the owner
must first register the copyright in order to be able to bring a
Court action. It is the registration that satisfies the requested
level of proof that the work is validly protected.
Registration also provides notice to the public that the work
is protected by copyright, and if anyone wishes to use the work,
they must first obtain permission from the owner in the form of
a “licence to use”.

Infringement of Rights
Infringement occurs when a person commits, causes, or allows
another person to perform an act, without the permission of
the creator/author who owns the right. However, there is no
infringement if the act falls under the specific exceptions stipulated in the legislation.
Infringement of copyright can be the basis for both criminal
and civil proceedings against not only the person who infringes
the exclusive rights of the owner, but also against secondary
infringers. This ensures the protection of intellectual property
(IP) rights against piracy and infringement.
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A person seeking to protect their rights may seek several
court orders, including an injunction and an order to destroy
infringing goods. Moreover, criminal sanctions for infringement can include a fine and/or imprisonment.

Cyprus IP Box Regime: The Tax Framework
In recent years, a significant number of high-tech enterprises
have relocated and set up their business and headquarters in
Cyprus. This is mainly attributed to the very welcoming business ecosystem the island offers, along with the strong regulatory framework, legal system and the Cyprus IP Box Regime.
Cyprus offers maximum protection and certainty for IP
owners due to the ratification of all major IP treaties and protocols. In addition to asset protection, Cyprus’ wide network of
double tax treaties considerably reduces foreign withholding
taxes on royalty income.
The Cyprus IP Box Regime is in line with the provisions of
the OECD and affords Cyprus its status as one of the most
favourable regimes for intangible assets. Together with all the
benefits offered by the Cyprus Tax System, Cyprus remains the
ideal place for businesses investing in IP Assets.
In 2016, the Income Tax Law was amended in respect of the
tax treatment of IP in order to comply with the new requirements put in place by the OECD’s Base Erosion and Profit
Shifting (BEPS) Action 5 and the applicable framework at
European Union Level.
The approach of Action 5 (the nexus approach) requires a
clear connection between the rights that create the income and
the activity that contributes to that income.
The provisions of the law were effective as of 1st July 2016,
from which point 80% of the Qualifying Profits derived from a
Qualifying Intangible Asset have been considered as a deductible expense, effectively resulting in a maximum tax rate of 2.5%.
A Qualifying Intangible Asset is the asset which was
acquired, developed or exploited by a person in the course of
a business, and which constitutes IP (with the exception of IP
related to marketing) and which is the result of research and
development and also includes intangible assets for which only
economic ownership exists.
Qualifying Intangible Assets include:
a)
Patents as defined in the Patents Law.
b) Computer software.
c)
Other intangible assets protected by law falling under any
of the categories below:
■ Utility models, IP assets which provide protection to
plants and generic material, orphan drug designations
and patent extensions.
■ Assets that are non-obvious, useful and novel, where
the person who utilises them in the course of his
business does not earn a gross income in excess of
€7,500,000 per year out of all the intangible assets. In
the case of a group of such persons, the group should
not have a turnover of more than €50,000,000 per
year. For the above calculation, an average of five
years should be used. These Qualifying Intangible
Assets should be certified by a Competent Authority
in Cyprus or abroad.
Qualifying Intangible Assets do not include brands, trademarks, image rights and any other IP rights used to market products and services.
As per the IP Box Regime, computer software is a Qualifying
Intangible Asset.
Qualifying Persons are persons or establishments as follows:
■
Cyprus tax residents;
■
tax resident permanent establishments (PEs) of non-tax
resident persons; and
■
foreign PEs that have chosen to be subject to tax in Cyprus.
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Following an amendment of the legislation for the tax treatment of foreign PEs of Cyprus tax residents, a taxpayer can
“elect” to tax the profits of a foreign PE in Cyprus. Before the
amendment of the legislation, any profits from a foreign PE
were fully exempt from tax in Cyprus.
Companies can also benefit from tax credit for any foreign
taxes incurred on the foreign PE profits, irrespective of the
existence of a Double Tax Treaty.
Qualifying Profits means the amount resulting from the
application of the following formula:
Qualifying Profit = QE+UE x OI
OE
Where:
QE is the Qualifying Expenditure on the Qualifying
Intangible Asset.
■
UE is the Up-lift Expenditure.
■
OE is the Overall Expenditure on the Qualifying
Intangible Asset.
■
OI is the Overall Income which derives from the
Qualifying Intangible Asset.
Overall Income arising from a Qualifying Intangible Asset
means the gross income accrued within a tax year, reduced by
the direct costs for the generation of such income. Overall
Income includes, but is not limited to the following:
■
royalties or other amounts relating to the use of a
Qualifying Intangible Asset;
■
the cost of a licence for the exploitation of a Qualifying
Intangible Asset;
■
insurance or compensation money in relation to a
Qualifying Intangible Asset;
■
income from the disposal of a Qualifying Intangible Asset
which is not of a capital nature; and
■
embedded income from a Qualifying Intangible Asset
which arises from the sale of products, services or procedures that directly relate to such asset.
Direct Costs include:
■
all the expenses, incurred directly or indirectly, wholly and
exclusively for the production of income in relation to a
Qualifying Intangible Asset;
■
the notional interest deduction, as per the provisions of
Section 9B, which is attributable to that intangible asset;
and
■
the capital expenditure for the acquisition of the Qualifying
Intangible Asset which is allocated to the remaining balance
of the asset’s useful economic life (with a maximum period
of 20 years).
Qualifying Expenditure in relation to a Qualifying
Intangible Asset is the sum of the total research and development expenditure incurred in any tax year wholly and exclusively
for the development, improvement or creation of a Qualifying
Intangible Asset and which is directly related to the Qualifying
Intangible Asset.
Qualifying Expenditure includes but is not limited to the
below:
(i) wages and salaries;
(ii) direct costs;
(iii) general expenses in relation to the installation of facilities
used for research and development;
(iv) expenses for supplies associated with research and development activities; and
(v) expenses associated with research and development that
has been outsourced to non-related parties.
However, it does not include:
(i) the cost of the acquisition of the intangible asset;
■
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(ii) interest paid or payable;
(iii) costs in relation to the acquisition or construction of
immovable assets;
(iv) amounts paid or payable directly or indirectly to a related
person for the purpose of research and development,
regardless of whether these amounts relate to a cost
sharing agreement; and
(v) costs that cannot be proved to be directly connected to a
Qualifying Intangible Asset.
Any expenses incurred due to the outsourcing of relevant
research and development activities to non-related persons, as
well as expenses related to research and development but of
a general and theoretical nature which cannot be allocated to
the Qualifying Expenditure of a specific qualifying asset with
which they have a direct link, can be allocated proportionately
to the Qualifying Intangible Assets or products.
For the application of the formula below, Qualifying
Expenditure is taken at the time incurred, regardless of the way
this is treated for accounting or tax purposes.
Uplift Expenditure means the lower of:
(a) 30% of the Qualifying Expenditure; and
(b) the total amount of the cost of acquisition and the cost of
outsourced research and development activities to related
persons.

Overall Expenditure means the sum of the Qualifying
Expenditure and the total amount of the cost of acquisition and
the cost of outsourcing research and development activities to
related persons, incurred in any tax year.
One of the most important aspects of the formula for the
calculation of qualifying profits is the qualifying expenditure
which derives from the exploitation and research and development of IP. As per regulations issued by the Ministry of Finance,
if research and development activities are outsourced to related
persons, these expenses should not be included in the formula as
a Qualifying Expenditure.

Conclusion
IP can be one of the most valuable assets of an organisation.
Choosing the right location for the centralisation and management of IP is a very important strategic business decision. The
ideal location to establish an IP structure is one that can serve
the organisation’s business strategies/model, safeguard and
protect its IP and contribute to its tax optimisation.
Cyprus offers an efficient IP tax regime, coupled with the
protection afforded by EU Member States and by the signatories
of all major IP treaties and protocol.
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Andreas Varianos is a financial advisor and practising auditor with fifteen years of successful experience. He is a founder and managing
director of AsusPlus Auditors and Tax Consultants Ltd, an audit and consulting firm with a diverse clientele portfolio from all around the world.
During his career in the financial services sector, Andreas managed and consulted multi-million-dollar companies in various sectors, including
oil and gas, software development companies, listed investment companies, alternative investment funds, etc.
Andreas has been involved in multi-million-dollar cross-border mergers and acquisitions.
Developing through years of experience and continuous education, Andreas’s leadership has expanded beyond the boundaries of a traditional
financial advisor, having led many strategic initiatives that have had a positive impact on a number of organisations, improving their overall
performance. His core competences include international tax consulting and structuring, auditing under International Financial Reporting
Standards, corporate structuring, intellectual property structuring and tax optimisation.
AsusPlus Auditors and Tax Consultants Ltd
25 Akropoleos str., LATITUDES A, Office 202
7000, Larnaca
Cyprus

Tel:
Email:
URL:

+357 9948 8450
a.varianos@asuspluscy.com
www.asuspluscy.com

Sofoklis Michail is an experienced professional with more than 10 years of experience in corporate and financial services. An ACA-qualified
tax consultant with a Bachelor’s degree from London School Of Economics in Accounting and Finance, Sofoklis has been extensively exposed
to both Cyprus and international tax.
Sofoklis is a founder and director of AsusPlus Auditors and Tax Consultants Ltd. He is skilled and experienced in structuring tax-efficient
international corporate structures and assisting with legal and tax compliance requirements.
AsusPlus Auditors and Tax Consultants Ltd
25 Akropoleos str., LATITUDES A, Office 202
7000, Larnaca
Cyprus

AsusPlus is a boutique Audit and Tax Consulting firm providing the highest
levels of service to our clients.
The directors of AsusPlus are members of the Institute of Chartered
Accountants in England and Wales (ICAEW) and the Association of Chartered
Certified Accountants (ACCA), International Tax Affiliates of the Chartered
Institute of Taxation and members of the Malta Institute of Accountants.
In a rapidly progressing, developing and volatile international economic environment, clients need to choose knowledgeable and trustworthy partners.
At AsusPlus, our aim is to provide our clients with all the appropriate tools
so that they keep up to date with developments and always keep one step
ahead of their competitors.
Our clients range from individuals to entrepreneurs, large organisations and
complex international businesses.
We provide in-depth understanding of our clients’ needs, which allow us to

Copyright 2022

Tel:
Email:
URL:

+357 9964 4356
s.michail@asuspluscy.com
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deliver focused advisory and tax solutions both locally and globally so as to
maximise our clients’ potentials.
Our core values include commitment, objectivity and quality, which are critical to meeting our clients’ specific and unique needs.
By applying technical excellence at every level, AsusPlus is the reliable
service provider you can depend on for planning and guidance from start
up to growth and succession.
www.asuspluscy.com
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