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Life in the era of the automatic 
exchange of information

Originally, the title of this article was going to be 

„Life after the automatic exchange of information”. 

However, it only took me about 3 minutes to realise 

that this title couldn’t be further from the truth, as we 

are not looking at the situation after a process, but 

rather in a process, and right at its beginning. As the 

world is not going to return to the way it was before, 

so from now on we have to live with the process, 

understanding and accepting all of its elements and 

consequences. The changes in the rules, though, by 

no means the end of financial freedom: the play-

ing field still offers benefits well worth taking into 

consideration. 

Where does the process stand at the end of 2016? 

In short: the most important elements of the system 

have been outlined, but at the same time there is 

still a lot of uncertainty when it comes to implemen-

tation. If we ask 3 bankers about it, we still get 4 

different interpretations. This shouldn’t surprise us at 

all, as the whole thing is completely new for all the 

players. While all that the bankers can do is repeat 

what they have been told by their bosses. The real 

masters continue to be the banks’ compliance or 

legal departments; in some cases the top manage-

ment of the banks have given unlimited power to the 
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legal teams, without thinking through the business 

consequences of the legal steps and internal regu-

lators. This has created a paradox which sooner or 

later will be rectified by the market, since the aim of 

the banks is to make profit, and should not be the 

fattening of bureaucracy.

One thing is certain, and that is that December 

31st, 2016 will be one of the defining days for the 

system. The reports which the countries reporting in 

the first round of exchanges prepare will refer to this 

date. They will take into consideration the situation 

and balance on this day. The banks are expected 

to send the details to their domestic tax authority 

during the first half of 2017, while the national tax 

authorities then forward the relevant details to the 

countries who signed up to the first round of the 

exchange of information by October 1st, 2017.

The dates are significant to the story for a number 

of reasons. December 31st, 2016 as a value date will 

naturally be modified in cases where an account 

was closed in the course of 2016. In this case, the 

balance at the time of closing the account will be 

reported, as the first period for the exchange of 

information was the 2016 calendar year. In this way, it 

seems logical that the closing balance is determined 

and that this will be reported. 

Naturally, there is nothing to stop 

someone transferring the funds 

to another account, meaning 

that the balance remaining may 

even be 0. And if we think about 

it, the balance when closing an 

account always has to be 0. Can 

a bank close an account which still has funds in it? In 

practice, there is usually a final transfer or cash with-

drawal, with just enough remaining in the account to 

cover the banking costs of closing the account. It is 

worth keeping a close eye on this, as current bank-

ing practices see some banks charging up to 1000 

euros to close an account.

While we’re on the subject of the amount, some 

banks have drawn a line showing which amounts 

have to be reported, while others have not. There 

are banks which will not report accounts with less 

than one million US dollars in the case of individ-

ual accounts and 250 000 dollars for company 

accounts. These banks, however, are in the minor-

ity. The majority will send reports irrespective of the 

amount for 2 reasons. 

 A significant number of the commercial banks 

simply do not want to bother with differentiation and 

setting limits, so will report regardless. The logic of the 

private banks, on the other hand, is that there has to 

be at least a million dollars in the account anyway 

– otherwise they wouldn’t have even opened the 

account in the first place, so there is no point in deal-

ing with the limits.

 Another important factor, perhaps the most 

crucial from the point of view 

of the system, is which accounts 

will be considered as „active” 

accounts. Naturally, this refers 

primarily to corporate accounts, 

so typically can be categorised 

as accounts of companies, 

though in my opinion if 
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somebody is self-employed, then this can cast a bit 

of a shadow over the accounts of individuals as well. 

In the case of active accounts, no report is made, so 

the question is which type of accounts and activities 

qualify as active. Is it enough for the client to put a X 

in the active box on the CRS form, 

or will the bank actually check 

the source of more than 50% of 

the company’s income? There are 

banks, in Switzerland for example, 

who subject clients to prosecution-

type inspections, asking for the 

certified accounts signed by 

the auditor, and even the client’s own most recent 

personal income tax returns. In my opinion, this is 

complete nonsense, as the role of the banks is to 

execute financial transactions, whereas this type 

of inspection and sanctioning is the role of the tax 

authority. It would be a shame to argue about that 

now though, as the whole process is built on faulty 

foundations, and we are not going to be able to 

change anything here.  

Other European banks, such as those in 

Liechtenstein, ask clients to categorise their own 

enterprises in a self-assessment declaration. This is a 

much more liberal approach, though nobody knows 

how things will change in the future as the whole 

system is still extremely malleable. But to take matters 

to the extreme, how could a Free Zone Company 

in the United Arab Emirates be considered passive 

given the local regulations? The licence, which has 

to be extended each year by the Free Zone, is issued 

for certain activities, meaning that there are „trading 

licences”, „general trading licences”, „consultancy 

licences” etc. From this point of view, the point of 

view of the country of registration, a company can 

not be passive as everybody carries out active 

activities.

At this point, of course, we could 

also raise the question of hold-

ing companies, which acquire 

the majority of their income from 

asset management. Fortunately, 

some of the banks understand 

and appreciate what this means, 

and allow holding companies to be categorised 

as active provided that more than 50% of the com-

bined income of the holding company and its 

subsidiary comes from active activities. Of course, 

here again the basis on which judgement is made 

is all very relative. Based on accounting logic, in the 

case of a group of companies the consolidated bal-

ances and relevant auxiliary appendices, together 

with the auditor’s report should be the deciding 

factors. It is difficult to argue with this logic, as in the 

case of a company a dividend arising from a profit is 

approved by the owners on the basis of the financial 

report. I am convinced, therefore, that in the future 

financial reports will also play a significant role in the 

case of 0-tax companies. 

This brings us to individuals, or more precisely 

which individuals will be reported on, and who are 

considered to be controlling persons. Well, in my 

opinion, this is the most foggy part of the whole 
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system. The account beneficiaries were identified by 

the banks before now. In the case of accounts for 

individuals this is a relatively straightforward question, 

with the majority of accounts having 1 or 2 benefi-

ciaries. In the case of companies, it is not so clear. 

One account may have 10 beneficiaries, each hold-

ing 10% of the ownership 

rights. In this case, will the 

banks only report when 

the proportion reaches 

25%, or will they ignore 

the figures? At this point 

I would recommend that 

everybody question their 

bank very thoroughly 

regarding reportable 

persons. Especially as in the case of trusts and foun-

dations the banks have different opinions on the 

reporting of beneficiaries. There are banks who will 

only send reports on the beneficiaries if a distribu-

tion is made from the assets or income of the trust or 

foundation. But even here opinions differ, and there 

are banks who differentiate between loans and paid 

out income when it comes to payments made to 

beneficiaries. While a payment from the income of 

a trust or foundation is considered reportable, a loan 

is not.

A familiar question reappears in the era of infor-

mation exchange: is it illegal for a foreigner to 

appear as the owner, beneficiary or senior officer in 

a company, trust or foundation? The answer remains 

the same: no, absolutely not. However, increased 

attention should be paid to the legal consequences, 

and it is also worth optimising in advance the con-

nection between our sources of income. 

The first really big question is where is the individ-

ual who is the subject of the report resident for tax 

purposes? Naturally, if somebody lives in Dubai with 

their family, then there 

won’t be too many con-

sequences at all, as there 

is neither a tax authority 

nor tax in the whole ter-

ritory of the United Arab 

Emirates. In Cyprus and 

Malta the situation is 

more hazy, as a number 

of income types can be 

free from tax for tax-payers with „resident but not 

domiciled” status. The majority of countries in conti-

nental Europe tax the worldwide income of their tax 

residents. From this point of view, tax can be applied 

to the direct and indirect profits from foreign compa-

nies, trusts and foundations.

What do I mean by indirect profit? Numerous 

countries have developed so-called controlled for-

eign company regulations – based on the OECD 

principles – which can have a significant effect on 

the annual income of an individual. This is because 

in many case these rules class the so-called undis-

tributed profits of low-tax foreign companies as the 

income of the beneficiary. It is necessary, there-

fore, to find out whether such legislation exists in a 

tax-payer’s country, and if it does, what exactly it 
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prescribes. If there are no such regulations, then the 

situation is probably more liberal, but if there are, 

then it is necessary to define very clearly what is 

classed as income, and how much that income will 

be for 2016.

At this point, we have to „rewind” a little, to what 

was written earlier: 

 Foreigners are still not prohibited from appear-

ing as the owners or beneficiaries of offshore 

companies. 

 Incomes from abroad are subject to taxation, 

even if they arise from non-distributed profits. 

 In the tax laws of many countries, the onus is on 

the taxpayer to prove whether or not they have to 

pay. 

How can the taxpayer prove this? We mentioned 

financial statements earlier. Following accounting 

principles, a well-structured financial report may 

prove the deciding factor here. It is not by chance 

that I have used the phrase well-structured, as even 

offshore companies can prepare accounts and 

balances. Today, for example, numerous compa-

nies registered in the Seychelles prepare annual 

accounts, showing the turnover of all of the bank 

accounts. (A company may have several bank 

accounts in several different countries). It is a very 

important point that the combined balance of 

a company’s bank accounts does not equal the 

amount of the company’s annual profit. An offshore 

company may have income, but at the same time 

there may be expenses as part of the company’s 

activity. If these are calculated accurately, then the 

company’s profit may be considerably less than the 

bank balance. We should not, for example, forget 

deferred payment invoices. A further advantage 

of the offshore jurisdictions, where there is no audit 

requirement, is that the term expenses can be inter-

preted relatively freely.

The information exchange process has not yet 

begun, though the trends are already visible. One 

thing is certain: we can not return to the past. The 

financial freedom enjoyed 25 years ago, when 

LAVECO was established, is definitely a thing of the 

past. We have to learn to live with the current regu-

lations; to get to know them and to make the best of 

them for our businesses. Just as there were winners 

and losers in the business world in the past, so those 

same two groups will be present in the future as well. 

Is there any question as to which group you would 

like to belong to?

With warm regards,

László Váradi
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Bulgaria
Location: In the centre of the Balkan peninsula.

Constitutional form: Parliamentary Republic

Population: 7 186 893 (2015)

Area: 110 879 km2

Capital: Sofia

Currency: Bulgarian Lev. 1 EUR=1.95583 BGN, fixed rate

Official languages: Bulgarian

Time zone: GMT + 2

  1. Company legal form: Limited Company by Shares.

  2. Method of incorporation: 

2 phases - 1, Minutes of incorporation and Articles of 
Association, signed by the members of the company (no 
notary certification needed) 2, Registration of the compa-
ny in the register of companies. The company documents 
must be in Bulgarian. Personal presence is not required.

  3. Company name ending:  EOOD/LTD for Sole Limited liability company
OOD/LTD for Limited liability company

  4. Time required for  
      incorporation: 1-2 weeks

  5. Number of directors: Minimum 1 manager, only natural person.

  6. Number of shareholders: One member - EOOD (Sole Limited liability company)
Minimum two members - OOD (Limited liability company)

  7. Minimum capital: Minimum 1 EUR/member

  8. Accounting / reporting  
      requirements:

Annual financial statements must be produced. VAT and 
social security returns must be filed monthly.

  9. Type of shares: 
Shares are not issued. The capital of the company consists 
of the stakes of the members, all of which must be at least 
10 BGN.

10. Annual tax and duties: 10% of net profit

11. Information publicly  
     available:

Details of members, manager/s, registered office, autorised 
capital of the company, sphere of activities.

12. Registered office: Local registered office suitable for the main activity of the 
company is required by law.

13. Registered 
      secretary / agent:  Not required by law, but highly recommended.

14. Agreements for the  
      avoidance of double 
      taxation:

Bulgaria has an extensive network of DTTs.

Jurisdiction spotlight
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Important changes in the corporate legislation  
in the Seychelles

On July 26th, 2016 the Seychelles National Assembly 

approved the International Business Companies Act, 

2016; this is legislation which regulates the registration 

and operation of International Business Companies 

(IBCs). The legislation came into force on November 

1st, 2016. The new corporate legislation includes many 

elements which will also affect existing companies. It is 

worth highlighting two of these:

 Register of Beneficial Owners (internal). With the 

exception of public companies and their subsidiaries, 

all companies are required to ensure that a record of 

the beneficial owners of the company is available in 

the company’s registered office. Registers of Directors 

and Shareholders also have to be available in the reg-

istered office.

 Requirements regarding the Register of Directors. 

According to earlier regulation, the Register of Directors 

could be held anywhere in the Seychelles, as the director 

saw fit. In accordance with the new legislation the Register 

of Directors must be available in the company’s registered 

office. The Register of Directors must include the name(s) of 

the director(s), residential address and date of appointment/

resignation/removal.

Furthermore, the Register of Directors must be filed with 

the Registrar of Companies. The document will only be 

publicly available, however, 2 years after the date of filing. 

The Register of Directors must be filed with the Registrar of 

Companies within one year of the law coming into force. The 

initial filing will be free of charge, while companies will be 

charged for filing any subsequent amendments or changes.

MKB Bank

The relationship between LAVECO 

Ltd. and the Hungarian Foreign 

Trade Bank (MKB) is not new. This 

Hungarian bank, which still today 

is one of the country’s leading 

financial institutions, opened its first account for our clients 

in 1994. Over the last 2-3 years there were relatively few 

opportunities for clients to open accounts there. This 

situation changed in the autumn of 2016, and the MKB 

once more welcomes Hungarian and foreign clients 

wishing to open both personal and corporate bank 

accounts. We strongly recommend, however, that before 

beginning the process clients, or others interested in 

opening accounts, contact the staff at LAVECO Ltd., who 

will be delighted to provide information on the paperwork 

required and other requirements, as well as the account 

opening procedure. It is worth contacting our colleagues 

at LAVECO, as this can not only save a significant amount 

of time and money, but also help avoid some of the traps 

in the process, thus saving even more significant amounts.

Offshore Banking

Topic

http://www.laveco.com
http://www.laveco.com


LAVECO ®  since 1991 December, 2016

worldwidecitizenship.com 8

Hungary – a tax haven for the west?

The Hungarian tax system includes a huge number 

of extreme matters. While on the one hand, at 27% 

Hungary has the highest rate of value added tax 

(VAT) in the European Union, on the other hand, 

enterprises relocating here enjoy special benefits 

when it comes to corporation tax. Hungarian com-

panies pay 10% profit tax on profits up to 500 million 

forints (approx. 1.6 million euros), and 19% on any 

profits above that. If a Hungarian parent company 

receives a dividend from a non-controlled foreign 

company, the incoming dividend is free from tax 

and does not form part of the tax base. Outgoing 

dividends are also exempt from tax. The taxation 

of royalties is also extremely advantageous, as 50% 

of the positive tax base is exempt from corporation 

tax. If we compare these figures to other EU coun-

tries, then Hungarian corporate tax can be placed 

in the 10-12.5% belt, alongside Ireland (12.5%), Cyprus 

(12.5%) and Bulgaria (10%). Although in Hungary 

it is also necessary to take into account the 2% 

local municipality tax, the taxation of the profits of 

Hungarian companies is still much more attractive 

than in many Western European countries, such as 

Germany, Italy or France, and even Great Britain 

could be included in the list.

The 15% rate of personal income tax is also 

extremely attractive for Hungarian tax residents. 

Although it is necessary to pay 14% social secu-

rity contributions on entry rate incomes, there 

is an annual cap of 450 000 forints (approx. 1470 

euros). Compared to Western European averages 

of between 35 and 75%, this is significantly better, 

and the single tier system is particularly beneficial 

to the rich.

The government’s latest plans would make 

Hungary even more attractive. The expected rate 

of corporation tax for 2017 is 9%, which will be a 

single rate applied to small, medium and large 

firms. Hungary’s membership of the EU provides 

a further advantage, meaning that Hungarian 

companies can benefit from the EU directives. 

Hungarian companies are also part of the EU VAT 

system, and the EU tax number can be obtained 

relatively easily. Hungary has also entered in 

to numerous agreements for the avoidance of 

double taxation. But perhaps even more impor-

tantly, in Hungary it is possible to open accounts 

for companies registered here, and it is much less 

complicated than is currently the case in numer-

ous other countries.

Interesting
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The information contained in this newsletter should not be construed as tax, customs, social security or other business advice given in a concrete case. The 
authors and publishers can accept no responsibility for any financial, legal or moral loss or damages occurring as a result or in consequence of action taken 
(or not taken) while acting and relying upon information contained in this publication. We apologise for any possible typing, layout, grammar or other errors, 
and welcome any observations.
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End of year conference season

This autumn, LAVECO Ltd. took part in several interna-

tionally renowned professional events, participating as 

both exhibitors and speakers.

 In Cyprus, László Váradi, the Managing Director of 

LAVECO Ltd., gave 4 presentations in different locations, 

explaining the opportunities for company formation and 

bank account opening in Hungary to Cypriot service 

providers.

 Jekatyerina Váradi, the company’s 

Commercial Director, represented LAVECO 

Ltd. at the CIS Wealth Conference held in St. 

Petersburg. Some 300 participants from more 

than 20 countries attended the combined exhibition and 

conference, discussing questions and problems relating 

to international corporate law and taxation, residency for 

business purposes, and private banking.

 Martin Samuels, Business Development Manager 

and International Company Formation Specialist at 

LAVECO Ltd., gave presentations in Prague in October 

and in Nicosia, Cyprus in November. The presentations 

dealt with opportunities for company forma-

tion and bank account opening in Hungary, 

and were attended by Czech and Cypriot 

professionals.

LAVECO Life
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