
COMPANY TAXATION IN CYPRUS 
 

 

 

A. INCOME TAX 

 

 1. Object of the tax 

 

  1.1 Under the Cyprus Tax Law (as from 2003) taxation of company profits is based on the 

income of a company whose management and control is exercised in the Republic.  

 

Tax is charged at the rates specified in the Law for each year of assessment upon the 

income accruing or arising from sources both within and outside the Republic. At 

present the company tax rate is 12,5%. 

 

  1.2 The sources of income of resident companies are as follows - 

a) business profits 

b) interest 

c) rents, royalties etc. from property 

d) any consideration in respect of trading goodwill. 

 

 2. Exceptions 

 

  2.1 Gains from the disposal of securities. 

 

  2.2 50% of interest received from any source.  Interest for the purpose of this exemption 

does not include interest derived in the ordinary course of business or interest closely 

connected with the carrying on of the business. 

 

  2.3 Dividends received.  See paragraph 11. 

 

  2.4 Profits of an overseas permanent establishment. See paragraph 8. 

 

 3. Deductions allowed 

 

In ascertaining the chargeable income of any company there shall be deducted all outgoings 

and expenses wholly and exclusively incurred by the company in the production of the 

income, including  - 

 

  3.1 any sum expensed for the repair of premises, plant, machinery equipment and means 

of transport, other than private saloon cars. 

 

  3.2 ordinary annual contributions paid to an approved fund for the employees. 

 

  3.3 bad debts of the business. 

 

  3.4 expenditure  for scientific research, as long as the Commissioner is satisfied that such 

expenditure has been incurred for the use and benefit of the business; and provided 

that any such expenditure of a capital nature not qualifying for deduction of wear and 

tear allowance, shall be spread over a period of six years. 
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  3.5 Any expenditure on patents or patent rights or royalties incurred by a person carrying 

on a business, with regard to which the Commissioner is satisfied that it has been 

incurred for the benefit of the business. 

 

   Provided that any such expenditure of a capital nature shall be spread over the life of 

the patent or patent rights in a reasonable manner to the satisfaction of the 

Commissioner. 

 

   Provided further that any sums received or receivable from any sales of such patents 

or patent rights or royalties or any part thereof, as well as all royalties or other income 

received or receivable in respect thereof shall be included in the chargeable income. 

 

  3.6 donations or contributions made for educational, cultural or other charitable purposes 

to the Republic or a Local Authority or to any charitable institution therein approved 

as such by the Council of Ministers. 

 

  3.7 a reasonable amount for the exhaustion and wear and tear of property arising out of its 

use and employment in the business. 

  

   Provided that any such deduction shall not exceed the capital expenditure incurred by 

the company in acquiring the property.  

 

   On disposal of the property a balancing statement of wear and tear allowances is 

prepared and any balancing addition or deduction is brought to the chargeable income 

of the company. 

 

   Prescribed rates are laid down in the Law regarding the rates of wear and tear 

allowance for the various categories of assets. 

 

  3.8 any  amount of interest in relation to the acquisition of business assets used in the 

business. 

 

 4. Deductions not allowed 

 

The following items of expenses are not allowed. 

 

  4.1 business entertainment expenses over the amount of € 17.000 or 1% of turnover 

whichever is the lower. 

 

  4.2 private motor saloon car expenses and wear and tear allowances for such cars. 

 

  4.3 professional tax payable to local authorities. 

 

  4.4 interest payable will not be allowed as a tax deductible expense to the extent of the 

cost of private saloon cars or other assets not used in the business; in other words, 

interest claimed in the accounts as an expense, will be restricted by reference to the 

cost of motor saloon cars (whether used in the business or not) and on the cost of 

any other assets not used in the business; the restriction is lifted after 7 years from 

the date of purchase of the motor car or other asset falling within this paragraph. 
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 5. Losses 

 

  5.1 Generally losses may be carried forward indefinitely.  The restriction of set off of 

losses between different activities has been abolished. 

 

  5.2 group relief  

a) Trading losses for current year only may be surrendered by a group company to 

another group company thus giving group relief, provided both companies are 

resident in the Republic. 

 

b) trading losses of surrendering company may be set-off against the total income 

of the claimant company. 

 

c) two companies are deemed to be members of a group if one is the 75% 

subsidiary of the other or both are 75% subsidiary of the other or both are 75% 

subsidiaries of a third company; 75% subsidiary means at least 75% holding in 

the voting shares and beneficial entitlement to at least 75% of the income and 

75% of assets of the subsidiary on liquidation. 

 

  5.3 losses incurred abroad whether from a permanent establishment or not are 

allowable. 

 

 6. Reorganizations 

 

  a) EU merger directive 90/434/EEC has been transposed in the tax legislation (income tax, 

capital gains tax, stamp law). 

 

b) In view of this, any profits or gains made by reason of merger, division, transfer of assets 

and exchange of shares concerning companies resident or permanent establishments of 

non resident companies or companies in different Member States or in other states, are 

exempt from tax. 

 

c) depreciation of assets taken over are depreciated as if no change of ownership takes 

place. 

 

d) losses are also transferred to the new company. 

 

e) exchange of shares also will not give rise to any taxation. 

 

f) transfer of assets is not subject to capital gains tax or stamp duty. 

 

 

  full definition of what is a «reorganization» is provided in the income tax law. 
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 7. Arm’s length principles 

 

The Convention on the elimination of double taxation in connection with the adjustment of 

profits of associated enterprises (90/436/EEC) has been transposed into the income tax law. 

 

a) the new provisions provide that arm’s length principles should apply in transactions 

between connected persons. 

 

b) more particularly, these provisions provide the following: 

 

       Where a business in the Republic participates directly or indirectly in the management, 

control or capital of a business of another person or the same persons participate diretly 

or indirectly in the management, control or capital of two or more businesses and in 

either case conditions are made or imposed between the two businesses in their 

commercial or financial relations which differ from those which would be made between 

independent businesses, then any profits which would, but for those conditions, have 

accrued to one of the businesses, but, by reason of those conditions, have not so accrued, 

may be included in the profits of that business and taxed accordingly. 

   

 8. Overseas income of residents company 

 

As already explained in paragraph 1.1 (above), under the Law, taxation of company profits is 

based on the world-wide income of a company whose management and control is exercised in 

the Republic, subject to the following exemptions specifically provided in the Law. 

 

  Profits from a permanent establishment abroad will be completely exempt from tax; this 

exemption, of importance to companies deriving their business income from a permanent 

establishment outside Cyprus, is subject to a rule that the company’s activities there do not 

lead to more that 50% in investment income and the foreign tax burden is not substantially 

less than the Cyprus tax. 

 

Here are three examples explaining this rule - 

 

  Example 1: the permanent establishment abroad directly or indirectly engages more than 50% 

in activities which lead to investment income but the foreign tax burden is not substantially 

less than the Cyprus tax (say the foreign tax is over 5%).  In this example the profit will be 

exempt in Cyprus. 

 

Example 2: the permanent establishment abroad directly or indirectly engages more than 50% 

in activities which lead to active income, and the foreign tax burden is nil.  Again the profit in 

this example will still be exempt in Cyprus. 

 

Example 3: the permanent establishment abroad directly or indirectly engages more than 50% 

in activities which lead to investment income, and the foreign tax burden is substantially less 

than the Cyprus tax.  In this example the profit will be taxable in Cyprus at 10%, but credit 

relief will be given in respect of the foreign tax (if any). 
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 9. Filing of tax returns 

 

A company, which produces financial statements for a period ending 31 December, must file 

its income tax return within twelve months of its year-end.  A company producing financial 

statements for a period ending between 1 January and 30 June, must file its income tax return 

by the end of the same tax year.  In all other cases the income tax return must be filed within 

six months of the company’s year-end. 

 

 10. Assessment and payment of income tax 

 

  10.1 Filing of returns and raising of assessments 

a) Normally income tax is assessed on a company on the basis of its tax return 

which must be filed with the commissioner during the year following the year of 

assessment.  In Cyprus the year of assessments coincides with the calendar year. 

 

The commissioner may raise an additional assessment in order to rectify any 

mistakes or omissions within six years after the end of the year of assessment.  

Where the Commissioner can prove that there was wilful default or fraudulent 

action from the part of the company the period for raising an additional 

assessment is extended to twelve years. 

 

b) During the year of assessment, on or before 1 August, each company has to 

prepare and submit a provisional self assessment and declare at least 75% of its 

estimated chargeable income for the current year, and pay the relevant tax in three 

instalments, i.e. 1 August, 30 September and 31 December.  Additionally the 

company may, before the end of the year, amend its temporary assessment and 

pay the additional tax with interest at 9% per annum as from the above due dates. 

 

c) A 10% penalty is charged to the company if the estimated income declared 

provisionally is less than 75% of its final chargeable income. 

 

d) An additional 5% penalty is charged on the tax payable in respect of any year of 

assessment the return for which was not filed with the commissioner on the due 

date. 

 

  10.2 Payment of taxes due  

 

   a) The due date for payment of taxes by a company is the 1
st
 of August of the year, 

which follows the year of assessment.  Any taxes paid after the due date bear 

interest at the rate of 9% per annum. 

 

b) Any final or additional assessments raised are due for payment by the end of the 

month following the month in which they were raised.  Interest at the rate of 9% 

per annum is payable as from 1
st
 of August of the year, which follows the year of 

assessment 

 

c) Any balance of tax due for any year of assessment may be paid by a company 

through a self-assessment on or before 1
st
 August of the year, which follows the 

year of assessment.  Self-assessment paid after that date bear interest at 9% per 

annum. 
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B. SPECIAL CONTRIBUTION FOR DEFENCE 

 

 11. Taxation of dividends 

 

  11.1 As from 1 December 2003 dividends received by a Cyprus resident company are not 

charged under the Cyprus Income Tax Law but under the Special Defence 

Contribution Law and will be charged, only on resident persons, with a 20% Special 

Defence Tax on dividends from resident or non-resident companies, but exemptions 

may apply as explained below. 

 

   a) Non-resident persons receiving dividends from Cyprus Companies are not subject 

to the 20% Special Defence Tax. 

 

b) Dividends between resident companies are not be subject to tax and therefore no 

withholding tax applies (however deemed distribution applies, see para. 11.4 

below). 

 

  11.2 Exempt Dividends 

Dividends received from non-resident companies are exempt from Special Defence 

Tax if the holding in the paying company is at least 1%. 

 

This exemption does not apply if the company paying the dividends engages directly 

or indirectly more than 50% in activities which lead to investment income and the 

foreign tax burden on the income of the company paying the dividends is substantially 

lower than the tax burden of the company in Cyprus.  If one of the conditions is not 

applying, the dividend still gets the exemption. 

 

   Here are three examples explaining this rule - 

 

   Example 1: the dividend is paid by a company whose income is more that 50% 

investment income but the foreign tax burden is not substantially less than the Cyprus 

tax (say the foreign tax is over 7.5%).  In this example the dividend will be exempt in 

Cyprus. 

  

   Example 2: the dividend is paid from a company whose income is more than 50% 

trading income and the foreign tax burden is nil.  Again the dividend in this example 

will still be exempt in Cyprus. 

 

   Example 3: the dividend is paid from a company whose income is more than 50% 

investment income and the foreign tax burden is substantially less than the Cyprus tax.  

In this example the dividend in Cyprus will be taxable at 20% against which credit 

relief will be given in respect of the foreign tax. 

 

  11.3 Credit relief 

Underlying tax (tax on the profits of the company out of which the dividend is paid) 

may be given as a credit against the Cyprus tax if provided under the double taxation 

agreement.  The double taxation agreements now in force between Cyprus and the 

countries mentioned below provide for credit against Cyprus tax, in respect of 

underlying tax, when the recipient of the dividend in Cyprus is a company: 
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a) irrespective of shareholding: Norway, Ireland, Greece, Austria, South Africa, 

Belarus, Russia, Mauritius, Bulgaria and Singapore. 

 

b) only to companies holding directly or indirectly at least 10%, in the case of U.K. 

and 25% in the case of Germany, Denmark, France, Sweden and Belgium. 

 

The directive 90/435/EEC has been incorporated into the Income Tax Law 118(I) 

2002 with effect from 1/1/2003.  When a company resident in the Republic or a 

company non-resident in the republic which has a permanent establishment in the 

Republic receives dividends from a company resident in another member state a tax 

credit may be given for any taxes withheld on these dividends in the other member 

state including the proportion of the taxes on the profits of any directly or indirectly 

held company out of which these dividends were paid out. 

 

  11.4 Deemed dividends 

 

As from the year 2003, companies will be deemed to have distributed to their resident 

shareholders 70% of their after tax accounting profit as at the end of two years from 

the end of the year to which the profits relate, and account for a 15% tax to the 

Revenue.  The deemed dividend provisions do not therefore apply as regards non-

resident shareholders. 

 

   Example: 

Accounting profit 2003                   100 

Corporation tax 12,5%                    12,5 

Accounting profit after tax              87,5 

Deemed dividend 70%                    61,25 

Tax on dividend at 20%                  12,25 

 

   The amount of €12,25 will be paid in the first instance by the company as a tax of the 

shareholder (only resident shareholders) which is a final tax, i.e. the shareholder 

cannot claim refund or credit of such tax.  Any actual dividend paid reduces the 

deemed dividend and any actual dividend takes into account any tax accounted under 

the deemed distribution.  Accounting profits are calculated in accordance with 

acceptable accounting standards but after deducting transfers to reserves provided in 

any law.  The provisions relating to the set-off of losses in the income tax law do not 

in any way affect the accounting profits. 

 

   In addition, schemes of reduction of share capital (which need court approval) may 

give rise to dividend distributions, which are reduced by any deemed dividends paid 

or assessed.  Lastly, in a company liquidation, the total profits of the preceding 5 years 

before liquidation are deemed to be distributed as dividend on liquidation. 

 

 12. Taxation of interest 

 

Interest income from whatever source, whether from Cyprus or outside Cyprus, and subject to 

the provisions explained below, earned by a resident company is subject to special 

contribution at 30%. 
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  Note: 

Interest derived from the normal carrying on of a business, including interest closely 

connected with the normal carrying on of a business, is not treated as interest but as business 

profit. 

 

 13. Taxation of rents 

 

Every resident company having income from rents (whether in Cyprus or abroad) is subject to 

special defence contribution at 3% on the amount of the gross rent after its reduction by 25%.  

A non resident company having rents from property in Cyprus is not subject to special 

contribution as from 2003 but is subject to income tax. 

 

 14. Credit in respect of foreign tax 

 

Credit in respect of any foreign tax paid on any income subject to special defence 

contribution will be given against the Cyprus Tax. 

 

 15. Miscellaneous 

 

  15.1 Payment of special defence contribution 

 

   The contribution on dividends and interest is withheld at source and should be paid to 

the Revenue not later than the end of the month next following the month in which it 

has or should have been withheld.  The contribution on rents is payable twice a year, 

on 30
th

 June and 31 December.  The contribution may be recovered from the 

beneficial owner of the income if the payer fails to deduct it at source.  Any delay in 

accounting for the special contribution to the Revenue in time means imposition of 

interest at 9% p.a.  

 

  15.2 Non deductibility for income tax 

 

The special defence contribution is not allowed as a deduction. 
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