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15 December 2009

New tax legislation on interest and dividends

Cyprus has recently introduced important changes to the taxation of interest and dividends, which strengthens its position even further as one of the world’s best jurisdictions for establishing companies engaged in holding, financing, royalty or trading activities

Tax on interest

Interest, such as interest on loans granted to subsidiaries or to start-ups, has been subject to 10% income tax after deducting related expenses. Interest from bank deposits was subject to a 10% income tax after a 50% exemption and a special defense contribution at the rate of 10% on the gross amount.

Following the changes, which apply retroactively with effect from January 1, 2009 bank interest will be exempt from the 10% income tax and will subject only to special defense contribution at the rate of 10% on the gross amount.

(1)
Tax on Dividends

Dividends and distributions are exempted from corporate income tax and there are no minimum ownership periods and no qualifying percentage of share capital is required in order to benefit from the exemptions.

However, in order to benefit from the special defense contribution exemption, the Law required previously a minimum holding of at least 1% of the share capital in order to exempt dividends paid from non-resident companies from the 15% special defense contribution. Now this 1% requirement has been abolished with effect from 1st January 2009.
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