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Introduction 
Debt has been traditionally 
used as a tax efficient way to 
finance business operations 
mainly through back to back 
debt agreements. However, 
recent tax developments at 
international level are such 
that back to back debt may 
prove to be risky and should 
be avoided. 
In response to the tax 

developments, Cyprus has 

introduced a new incentive 

that enables companies to 

finance their operation 

through equity at a tax 

efficient way. 

Notional interest Deduction 
on New Equity 
Cyprus introduces provisions 
to allow notional deduction of 
interest (NID) in cases were 
new funds are introduced to 
the company in the form of  

 
equity instead  
of interest bearing or interest 
free loans.  
Deemed interest deduction 
will be allowed on new equity 
funds introduced into a 
Cyprus tax resident company 
and which funds are used for 
the operations of the 
company. The deemed 
interest will be calculated on 
the basis of a ǊŜŦŜǊŜƴŎŜ 
ƛƴǘŜǊŜǎǘ ǊŀǘŜΣ which is equal to 
the yield on the 10 year 
government bond of the 
country where the new funds 
are invested, plus 3% or the 
Cyprus government bond 
yield (currently around 5%) 
plus 3%, whichever is higher. 
New equity refers to any 
equity funds introduced into 
the business after 1 January 
2015 and includes both share 
capital and share premium to  

 
the extent that it has been 
actually paid. 
New equity may be 
contributed in cash or in 
assets in kind. In the case of 
assets in kind the amount of 
new equity may not exceed 
the market value of the asset, 
as agreed with the tax 
authorities. 
The notional interest to be 
deducted cannot exceed 80% 
of the taxable income arising 
from the new equity before 
the deduction of the notional 
interest expense. Therefore 
the NID achieves an effective 
tax rate of 2.5%. 
The deductibility of the 
interest expense depends on 
whether the funds for which 
the interest is paid have been 
used to finance taxable 
operations of the company. 
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Reference Interest Rate 
As it mentioned before the 
reference rate is the yield of the 
10-year government bond as at 31 
December of the prior tax year of 
the country where the new funds 
are invested, plus 3% or the 
Cyprus government bond yield 
plus 3%.  
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New Equity 
New equity is equity introduced in a 

company since 1 January 2015 as a 

paid-up share capital or share 

premium, including ordinary, 

preference, redeemable or 

convertible shares. Payments can be 

either in cash or in kind. In addition 

loans payable or shareholders’ 

credit balances which are converted 

into share capital are also 

considered as a new equity. 

The Tax Department has published reference rates for certain countries as follows: 
(for any other countries the yield is obtained with reference to Bloomberg 

Country Reference rate 
(31/12/2016) % 

Reference rate 
(31/12/2015) % 

Reference rate 
(31/12/2014) % 

Cyprus 3.489 3.685 5.037 

India 6.878 7.758 7.97 

Russia 8.38 9.570 13.15 

Romania 3.748 3.703 3.57 

Germany  0.204 0.568 0.27 

Ukraine 8.705 9.622 9.12 

Latvia 0.894 1.104 NA 

Poland 3.627 2.937 NA 

United Arab Emirated 3.326 7.490 NA 

Czech Republic 0.414 0.499 NA 
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Notional interest anti-avoidance 
In order to tackle possible abuse of the 
NID, the commissioner may  not authorize 
the granting of any allowances under the 
provision of this section, if he considers 
that actions or transactions have taken 
place without substantial economic or 
commercial purpose, or that new capital 
for which a claim  
for allowances were derived from capital 
existed prior to 1st January, 2015 and 
which are presented as new capital 
through actions or transactions with  
related parties with the main purpose of  
 
 
 
 

the granting of the allowance provided for 
in this section. 
 
Conclusions 
The equity financing is now a tax efficient 
way for the taxpayer to achieve an 
effective tax rate of up to 2,5% without 
facing any risks or challenges involved in 
the traditional debt financing.  
We are always at your  disposal to discuss 
any tax implication on issuing new capital 
or restructuring existing debt 
arrangements to ŀŎƘƛŜǾŜ ǘŀȄ ŜŶŎƛŜƴǘ 
ǎǘǊǳŎǘǳǊŜǎΦ 
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# Country Asset 1 
€m 

Asset2 
€m 

Asset 3 
€m 

Total 
€m 

1 New equity 50 50 50 150 

2 
NID [New equity x reference 
rate] 

7.2 6 9 22.2 

3 

Taxable profit after deducting 
direct and apportioned 
indirect expenditure 

10 5 12 27 

4 

NID cap (80% of the taxable 
profit) [80% x (3)] 

8 4 9.6 21.60 

5 

Deductible NID for each asset 
[lower of (2) and (4)] 

7 4 9 20.2 

Examples 
For example a Cyprus Company issues new equity of €150M and uses 

the funds to purchase three assets in three different countries: 

The maximum NID that can be claimed by the Cyprus Company is 

the lower of 4 and 5 above i.e. 20.2 million. 
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