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As from 1

 
May 2004 Cyprus has become a full member of the European Union (EU). 

 
With a view to its accession to the EU Cyprus has effected some major changes to its taxation system as 
from 1 January 2003.The main objectives of this tax reform were to simplify and modernize the tax 
system, while at the same time, to maintain and improve its competitiveness as an international business 
and financial centre in the new European environment.   
 
As a result of the above changes, a number of favourable tax provisions were introduced regarding the 
taxation of Holding Companies. 
 
The main of these provisions are:  
 

 Corporate tax rate of 12,5% 
 Exemption from withholding tax on dividend distribution between companies 
 Exemption from withholding tax on dividends distributions and interest payments to non-

residents. 
 Exemption from corporation tax of the income of an overseas permanent establishment. 
 Unrestricted carry forward of losses and availability of Group Relief. 

 
All the above new provisions combined with the exemption from tax of the capital gains realised on the 
disposal of investment in securities give the Cyprus Holding Company unique advantages in 
comparison to other holding company jurisdictions
.   
 

The Cyprus Holding Company 
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CORPORATE TAX PROVISIONS 
 
CORPORATE TAX 
Under the new provisions adopted as from 
January 1

st
 2003, trading profits will be subject 

to corporate tax rate of ten percent (10%), the 
lowest in Europe. 
 
 
INTEREST INCOME 
The manner in which interest income received 
by a company is taxed depends on how closely 
connected that interest is to the carrying on of 
the business. There are two modes of taxation 
of interest income of residents: 
 

a) Interest accruing from the ordinary 
carrying on of a business as well as 
interest closely connected with the 
carrying on of a business is treated as 
business profit rather than interest, as 
such, and therefore forms part of the 
profit that is chargeable to corporation 
tax and no other form of taxation is 
imposed thereon. 

 
b) Interest that does not meet the above 

criteria (i.e. not accruing from or closely 
connected with the carrying on of the 
business) is 50% exempt from 
corporation tax. The full amount of 
interest is however subject to taxation in 
the form of defence fund contribution. 
The contribution made to the Special 
Defence Fund by resident individual and 
resident companies is by way of a 
withholding tax at a rate of 10% of the 
interest income. This treatment results 
is an effective rate of taxation of 15% on 
the interest income. 

 

 
DIVIDENDS 
There is no withholding tax on dividends 
received from other Cyprus resident companies. 
Dividends received from abroad are also tax 
exempt if the following two conditions are 
satisfied: 
 

A. The company receiving the dividend 
must hold directly at least one percent 
(1%) of the share capital of the 
overseas company paying the dividend 
and  

 
B. This exemption does not apply 

1) If the company paying the 
dividend engages directly or 
indirectly more than fifty per 
cent (50%) in activities which 
lead to investment income and  

 

2) The foreign tax burden on the 
income of the company paying 
the dividend is substantially 
lower than the tax burden in 
Cyprus. (A tax rate of five 
percent (5%) or more on the 
country paying the dividend is 
considered to satisfy this 
condition). 

 
If the above conditions are not satisfied then 
dividends from abroad will be subject to the 
Special Contribution for Defence (SCD) at 
fifteen percent (15%). 
Credit however will be afforded according to 
Double Tax agreements. In the absence of a 
Double Tax agreement, Cyprus unilaterally 
affords a credit for the foreign tax paid on such 
income. 
 
 
ROYALTIES 
The taxation of gross amount of royalties earned 
from sources within Cyprus by a company, 
which is not a resident of Cyprus, is liable to ten 
percent (10%) withholding tax. If such right 
however is granted to a Cyprus company for 
use outside Cyprus, then there is no withholding 
tax on the royalties paid by the Cyprus 
Company to the foreign company and the 
corporate rate is applied only to the profit margin 
left in the Cyprus Company. 
 
 
FOREIGN PERMANENT ESTABLISHMENT 
(PE) 
The profits from a foreign PE held by the Cyprus 
Holding Company are exempt from corporate 
tax in Cyprus. 
 
 
TRADING IN SECURITIES 
The gains of investment funds and investment 
companies from trading in securities are 
completely exempt from corporate tax. 
 
 
LOSSES 
Tax losses generally may be carried forward 
indefinitely. There is no restriction of set-off of 
losses between different activities. 
Losses incurred abroad, whether from a 
permanent establishment or not, are allowable. 
 

 
GROUP RELIEF 
One Group Company may surrender to another 
group company only trading losses for current 
year, thus giving group relief provided both 
companies are Cypriot tax residents.    
The trading losses of the surrendering Company 
may be set-off against to total income of the 
claimant company. 
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Two companies are deemed to be members of 
a group if one is the 75% subsidiary of the other 
or both are 75% subsidiaries of a third company. 
A 75% subsidiary means at least 75% holding in 
the voting shares and beneficial entitlement to at 
least 75% of the income and 75% of the assets 
of the subsidiary on liquidation 
Any payment for acquiring the tax losses of a 
group company will not be taken into account in 
the tax computation, or will be considered to be 
an allowable expense. 
 
WITHHOLDING TAXES 
There are no withholding taxes on payments to 
non-resident persons (companies or individuals) 
in respect of dividends and interest. 
 
There is unilateral tax credit afforded in Cyprus 
for taxes withheld or paid in other countries 
where there is no bilateral agreement or Double 
Tax Treaty in force. 
 
 
OTHER TAXES 
CAPITAL GAINS TAX (CGT) 
Capital Gains are not included in the ordinary 
trading profits of a business but instead are 
taxed separately under the Capital Gains Tax 
Law. 
 
Capital gains from the sale of immovable 
property situated in Cyprus and/or sale of 
shares in companies (other than shares in listed 
companies) that own immovable property 
situated in Cyprus are taxed at a flat rate of 
twenty percent (20%) after allowing for 
indexation based on the retail price index. 
 
Only Capital Gains that arise from the disposal 
of immovable property held outside Cyprus or 
shares in companies, the assets off which may 
include immovable property held outside Cyprus 
are completely exempt from capital gains tax. 
 
 
INHERITANCE OR ESTATE TAXES 
There are no inheritance or estate or other taxes 
on shares held in a Cyprus company. 
 
 
WEALTH TAXES 
Cyprus imposes no tax on wealth other than a 
small levy on immovable property situated in 
Cyprus known as the “immovable property tax” 
and it is not anticipated to do so in the years to 
come. 

Subject to certain minor exemptions, immovable 
property situated in Cyprus is subject to an 
annual property tax. The tax is levied on the 
assessed value of the immovable property as at 
1 January 1980, and is payable by the end of 
September each year. The tax is calculated in 
accordance with the rates shown in the table 
below. 
 
  Value of immovable property
    Rate of tax  
    CY£ 
     % 
 
Up to 100.000    
     Nil 
100.001 to 250.000   
     2,5 
250.001 to 500.000   
     3,5 
Over 500.001    
     4,0 
 
 
OTHER CONSIDERATIONS 
THIN CAPITALISATION RULES 
There are no thin capitalisation rules in the 
Cyprus tax legislation. Special caution must be 
exercised in relation to interest deductions in 
respect of loans used for the acquisition of 
assets not employed in the trade; as such 
interest is not an allowable expense.   
 
 
TRANSFER PRICING 
There are no transfer pricing rules in Cyprus but 
a provision in the Tax Law, requires transactions 
between connected persons to be based on the 
“arm’s length principle”. 
 
 
DOUBLE TAX AGREEMENTS (D.T.A) 
Cyprus has currently concluded D.T.A with more 
than 30 counties including almost all of the 
European countries, the US, Canada, Russia 
and the former C.I.S countries. 
 
 
 
 
 
 
 
 
 
  
 


