
What is an offshore company and why do we need
it? 

Low taxation in their home jurisdiction.

Should have business flexibility.

The regulation should be lighter in the developed country.

A high level of privacy and confidentiality 

A definition of offshore company means you establish a company in a foreign country while managing and

operating its business from your own country of residence.

The reason why business people would incorporate a company in offshore countries is to take advantage of

flexible and sufficient regulations that are not available in their own country. For example, they might form

a company for tax saving purposes, low maintenance fee, asset protection, and international business

opportunities.

As a starting point and for your information: Google, Apple, Starbucks, Microsoft, and many other well-

known companies have offshore company formation as part of their company structure. They use it for

expanding their business globally and plan their tax legally. It is very natural for business owners to look for

a more flexible and stable country in terms of business activities and tax regulations. Offshore company

registration is cheap and has a low maintenance fee.

So generally an offshore company should have at least the following main characteristics:

1.

2.

3.

4.

Recently, there have been many changes in offshore company formation and many offshore jurisdictions are participating in automatic exchange of

information. Therefore, the level of privacy and confidentiality has decreased compared to a few years ago; however, by hiring a nominee you can

still maintain a certain level of privacy.
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1. What company is considered as an offshore one?

The term "offshore" refers to a legal person registered in
the jurisdiction with preferential taxation, at the absence of
currency control. It is the company which does not conduct
economic activities in the country of the registration, and
owners of these companies are non-resident of the
jurisdiction. Therefore it is in part, completely releasing
from the taxation of not doing business in the country of
incorporation. It is important to note, that the preferential
taxation of offshore companies exists only regarding
realisation of activities outside of the country of
incorporation.

There will be instances where the double-tax treaty binds
the cross-border relationships between local company and
offshore company, but otherwise, the offshore company is
exposed to the taxation of the country where it is
incorporated and where it conducts the business activity. 

At this moment there are 50 countries offering tax benefits
to offshore businesses.   

2. What are the main economical areas of offshore
activity for offshore companies?

2.1 Intermediary in trade

The basic sphere of application of offshore companies is
foreign trade operations. At export, the offshore company
buys the exported goods under the lowest price which can
then be specified without excitation of suspicion, and then
resells thee goods to the final buyer already under the
world price, retaining the difference, which is not assessed
by taxes if the profits do not come back to the country of
incorporation. 

Let's consider a simple example; the offshore company has
bought from the manufacturer the goods for 100 dollars. In
South Africa, these goods can be sold for 200 dollars. If to
import it at the price of 199 dollars, the South African
enterprise will pay the profit tax based on 1 dollar, which is
very favourable. 

2.2 Owner of expensive property

At purchase of any expensive property (a country house, a
site of the ground, a yacht, the private plane or other
subjects not the first necessity), it is necessary to solve the
problem on the proprietary of this property. Expensive
property can be bought not by the investor, but through
the company controllable by him.

2.3 Owner and the licensor of a trademark and
copyright

The trademark can be registered in the offshore
company (or to sell to an offshore company as an already
registered mark). Furthermore the offshore company, on
the basis of license contracts, will give you (or to your
companies) the right to use the trademarks and
copyrights for a certain payment. Thus royalties (a
payment for the right of use of a trademark) paid to the
offshore company can not only be used to reduce taxes,
but also provide a legal opportunity to transfer
currencies abroad. 

Copyrights to digital material, photos, images and videos
and other intellectual property play a role a context of
tax planning. One conclusive advantage is that their price
cannot be established from any uniform rules. Hence for
this reason, payments for copyrights are very convenient  
ways of lawful reduction of taxes and export of the
capital. 

2.4 Investment activity

The offshore company (or a network of offshore
companies) can become a convenient reloading point of
the capital on its way to a new investment project.
Firstly, the capital can be accumulated in such company
without taxes. Secondly, through the use of variable
capital structures or other holding companies, it is
possible to provide evidence that the new investment
project has not been connected in any way to the old.
Thirdly, there is security and safety when it comes to
movement and manoeuvrability of these investment
resources, especially in offshore financial centers. 

Through the offshore company, it is possible to trade in
securities or to be engaged in currency dealings if there
is corresponding experience and reasons to. Through the
offshore company it is possible to speculate in the
market of real estate. The safe, transparent and clear
legal framework  around investment manoeuvrability
makes vesting investment resources into offshore
companies all the more secure.

2.5 Ship-ownership

Instead of high-grade taxes, offshore ship registers
provides an easy payment for transport of tonnages or
simply the payment of duties on prolongation of
registration. If activity is connected to trading, the ship-
owner can navigate around the use of offshore
companies as the charter-party and even the seller can
be the same. If buying a yacht, offshore companies can
be used to optimise tax payments.



2.6 Insurance activity

The offshore insurance company is generally allowed to
export capital from the local country, practically tax-free.
It usually doesn't need to meet capital-risk requirements.

3. Why do countries offer offshore company
incorporation?

It is about bringing some additional revenue to the
country. Normally, small and non-developed countries
that do not have enough resources for their income,
create flexible company laws to attract foreign investors
and businesses. Thus, they offer offshore company
formation services. In this way, they can bring some
more revenue for their country; create more job
opportunities and make a new form of income for their
corporate service agents. In addition, the government
will also make a profit in the form of annual government
fee or license fee. One offshore company brings in a
profit of a few hundreds dollars per year.

However in the case like Singapore and Hong Kong, they
offer offshore company incorporation to attract foreign
investors and entrepreneurs. Singapore alone has over
$4 trillion in AUM and is the wealth management hub of
Asia. With its robust legal and corporate laws, foreign
shareholders feel secure that their assets are protected
in the island-state, and feel encouraged to leverage their
assets for wealth creation.

Offshore business opportunities depend on the
existence of inflexible and strict company laws and
structures in advanced countries. Normally, offshore
jurisdictions target businesses from developing
countries, as well as developed countries who are tired
of laws, limitations, and risks in their own home country.
They also target new online small businesses that do not
need official offices.

Offshore countries cannot be flexible if they accept all
directions that come from developed countries. That is
why there is always a minor tension between offshore
jurisdictions and developed countries.

However the world is changing dramatically. Many
offshore countries, including Singapore, Cayman Islands
and Hong Kong, are changing their systems and
regulations based on new demands, technologies, and
economic relations with other countries. So, offshore
business is not just one colour now. There are different
colours in each jurisdiction and we need to choose a
colour that matches more to our needs when opening
offshore company.

So, offshore company setup is not always as easy as it
looks. You need to check the regulation of your country
of residency to make sure that you meet all the
requirements and restrictions. Please get advice from an
expert when you are going to register offshore company.

Software development companies
Online businesses
E-commerce
Consultancy and advisory
International based company
International trading
Forex and stock trading
Offshore savings and investments
Overseas Holding Company
Ownership of intellectual property

3. Who benefits the most from offshore company
formation?

In general, businesses that do not depend on a specific
physical address and operate their activities from
anywhere in the world benefiting the most from
offshore corporations. For instance, the following
business activities benefit the most if they move to
offshore business:

Indeed, not all individuals who incorporate an offshore
company receive the same benefits as others receive. It
depends on your citizenship, where you reside, and how
the tax regulation of your country of residency works. 

For example, if you are a Japanese citizen living in 
Malaysia and register offshore company in Singapore
with a corporate bank account in Mauritius, you do not
need to pay tax anywhere for the income you make from
your offshore business. Neither to Japan or Malaysia.
You only pay tax for the income you receive into the
corporate bank account of your Singapore offshore
company. In conclusion, if you would like to enjoy the full
benefit of your offshore business and take advantage of
your financial freedom, you should think and live
globally.
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EU Blacklist 

The EU blacklist, first adopted on December 5, 2017, is part of the EU’s

efforts to clamp down on tax avoidance and harmful tax practices. Out

of the ninety-two jurisdictions initially chosen for screening, seventeen

jurisdictions were placed on the blacklist in December 2017. Over the

course of 2018, most of the countries and territories on the blacklist

engaged in constructive dialogue with the EU and made commitments to

comply with the EU’s criteria. As such, by the end of 2018 only five

jurisdictions remained listed. The majority of the commitments had a

deadline of the end of 2018 and their enactment into national law was

carefully monitored at a technical level by the Code of Conduct Group on

business taxation until the beginning of 2019.

The monitoring process revealed that ten jurisdictions either failed to

deliver on their commitments by the agreed deadline or made no

commitment to address the EU’s concerns. Consequently, Aruba,

Barbados, Belize, Bermuda, Dominica, Fiji, the Marshall Islands, Oman,

the UAE and Vanuatu were added to the blacklist on March 19, 2019. On

May 17, 2019, Bermuda, Aruba, and Barbados were removed from the

blacklist, followed by Dominica on June 14, 2019. The UAE and the

Marshall Islands were removed from the list on October 10, 2019 while

Belize was also removed on November 8, 2019.

Earlier this year, with effect from February 27, 2020, the Cayman Islands,

Palau, Panama and Seychelles were added to the EU blacklist. These

countries were unable to uphold their implementation commitments,

which were due at the end of 2019 (see Euro Tax Flash issue 424 for

details).

On October 6, 2020, the Economic and Financial Affairs Council of the EU

(ECOFIN) adopted a revised EU list of non-cooperative jurisdictions for

tax purposes (the EU blacklist). The EU Finance Ministers agreed to add

two new jurisdictions to the list: Anguilla and Barbados, as well as to

remove the Cayman Islands and Oman from the EU blacklist.

Following this latest revision, the EU blacklist includes the following

twelve jurisdictions: American Samoa, Anguilla, Barbados, Fiji, Guam,

Palau, Panama, Samoa, Seychelles, Trinidad and Tobago, US Virgin

Islands, Vanuatu.
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How we can help

As committed corporate services provider to our

clients, we welcome the opportunity to discuss the

relevance of the above matters to your business. 
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