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How are we affected by the most recent EU STD 

and why are Seychelles or Mauritius our best options?
The European Tax Savings Directive came into effect on the 1st July 2005. The STD aimed at a uniform information exchange regime to apply across the Union, with all countries agreeing to report to member states the interest on savings paid to their respective citizens.


Savings income means essentially interest earned on bank deposits, interest from, and proceeds on the sale or redemption of certain bonds and income from certain types of investment funds principally open-ended money market retail funds.

The Directive applies to all Member States of the EU and a number of third countries and dependent territories such as British Virgin Islands, Jersey, Guernsey and the Isle of Man.

However some member states refused to accept the information exchange requirement as this will affect their bank secrecy rule. As an alternative, the Withholding Tax option was proposed and accepted namely by Switzerland, Luxembourg, the Channel Islands, Liechtenstein, Austria and Belgium. 

This means that the banks or other paying agents will automatically deduct a withholding tax of 15%from the interest and other savings income earned and pass it to their local tax authority. The local tax authority will then keep 25%of the total collected and remit 75%to the various tax authorities within the Member States. The receiving country gets a bulk payment which is not broken down in terms of the individuals who are covered.

Therefore for all income covered by the Directive, the entity (bank or Fund) paying the interest income will either deduct tax from it (15% at first) or will report the income to the home tax authority of the beneficiary of that income. For countries that have opted for the exchange of information, the minimum information that the paying agents is required to disclose includes the identity and residence of the beneficial owner, name and address of the paying agent, account number of the beneficial owner, interest received and information regarding any proceeds from sale, redemption or refunds.

The Directive applies only to individuals. Companies and other corporate bodies (e.g. foundations and trusts are not covered by it. It does not apply to persons residing outside the EU or the Crown dependencies of the UK. It applies to individuals (natural person) residents in the aforementioned countries.

The effect of the Directive is that capital will flow to jurisdictions where interest reporting is not an issue. 

The Republic of Seychelles and Republic of Mauritius are two good alternative jurisdictions to consider for circumventing the effects of the Directive. 
Both territories are sovereign state and a non EU member. Either of them have no withholding tax on interest, royalties and dividends and no tax on capital.  Moreover they have not signed any exchange of information agreement with EC-member Countries and has confidentiality provisions enshrined in its banking and offshore legislation.

So far, the EU Savings Tax Directive has led to large capital movements from Caymans to other non-European banking centres, such as Singapore, Hong Kong and Dubai. At a basic corporate level, non-EU IBC centres, such as Seychelles and Mauritius have seen significantly increased company registrations (obviously, primarily by EU resident clients).
More information and contact us at http://www.tiwatiwa.com/other_en/offshore.html 
