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SGENARIO

A director who is also a Shareholder obtains a loan from the
Company

Tax legislation:

According to Article 5(Z) of the Cyprus Income Tax Law, whenever a
company grants a loan or any other financial facility, including cash
withdrawals (excluding balances arising from commercial
transactions), to directors, direct or indirect shareholders, their
spouses, or relatives up to the second degree of kinship, the
recipient is deemed to receive a monthly benefit in kind (“BIK”).

It should be noted that up to the year 2025, Article 5(Z) did not
capture indirect shareholders.

The deemed monthly benefit is calculated at a rate of 9% per
annum on the outstanding balance of the loan or other financial
facility at the end of each month, including any cash withdrawals
made during the month.

The tax calculated on such monthly benefit must be assessed and
remitted in accordance with the Cyprus PAYE withholding
regulations.

In addition, as per the Circular 14 issued by the Cyprus tax
department on 14 November 2017, the Cyprus tax department
clarifies that the BIK also applies to non-tax resident individuals
irrespective of the time spent in Cyprus.

On a separate note, it should be noted that the BIK applies only to
loans considered passive in nature. There are currently discussions
with the Cyprus Tax Department on whether the BIK should still
apply to individuals, given that from 2026 onwards company
interest income is treated as active and subject to corporation tax.
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Implications for the individual

The BIK is calculated at 9% per annum on the outstanding balance
of the loan. Any actual interest charged by the Company on the
loan reduces the amount of the taxable BIK accordingly.
Accordingly, where no interest or a rate of interest below 9% is
charged, the difference between the statutory 9% rate and the
actual interest charged gives rise to the taxable BIK.

The resulting BIK is treated as taxable income of the
shareholder/director and is aggregated with the individual’s other
sources of income for Cyprus income tax purposes.

The Cyprus individual income tax bands applicable from 2026 are
as follows:

Income Rate

0 -22,000 0%
22,001 - 32,000 20%
32,001 -42,000 25%
42,001 - 72,000 30%
72,000 - above 35%

It should be noted that no BIK should arise where the granting of
loans forms part of the ordinary business activities of the
Company. Whether the provision of the loan constitutes a trading
activity or is capital in nature is determined based on an analysis of
the “badges of trade”.



From 2026 onwards, any actual interest income received by the
Company is subject to Cyprus corporation tax at the rate of 15%.

Where the loan is considered capital in nature and a BIK arises for the
individual, the Company is required to:

* calculate the taxable monthly benefit;

* assess the corresponding payroll tax liability; and

e withhold and remit the relevant tax under the PAYE system on a
monthly basis.

Up to and including the 2025 tax year, the tax treatment depended
on whether the interest income was classified as trading or capital in
nature following an analysis based on the badges of trade.
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Where a loan granted to a shareholder/director is considered active
in nature (i.e., part of the Company’s ordinary business activities),
such arrangement may be treated as a financing transaction between
related parties.



According to Article 33 of the Cyprus income tax law:

The same person owns, A person together with
directly or indirectly, at least connected persons owns,
25% of the voting rights, share directly or indirectly, at least
capital, or income of both 25% in both companies
companies

A company is
considered related

to another
company where:

The same group of two or more

persons holds at least 25% in each Two or more persons act together to
company (including where members secure at least 25% of the voting
are replaced by connected persons rights, share capital, or income of a
and the group is effectively the same) company

In addition, a company is associated with a person where that person
(alone or with connected persons) holds at least 25% of the voting
rights, share capital, or income.

In this respect, where a shareholder/director holds more than 25% of
the share capital of the Company, any loans granted fall within the
scope of Cyprus transfer pricing legislation. Accordingly, the interest
rate on the loans must comply with the arm’s length principle,
otherwise the Cyprus Tax Department may adjust the taxable profits
accordingly.

From 1 January 2022 to 31 December 2025, transfer pricing
documentation is required for related party financing transactions
where the total value of all related party loans exceeds €5 million per
year. From 1 January 2026 onwards, the threshold increases to €10
million. Where the thresholds are not exceeded, simplification
measures may be applied.



SGENARIO

A director who is not a Shareholder obtains a loan from the
Company

According to Article 5(Z) of the Cyprus Income Tax Law, the BIK
provisions also apply to directors. Accordingly, where a director
receives a loan or any other financial facility from the Company,
the tax implications for the individual are the same as those
described in section (a) above.

Implications for the Company

The tax implications for the Company are generally consistent with
those described in section (a) above, with the exception of transfer
pricing considerations.

In particular, even if the loan is considered active in nature, since
the director does not hold a participation of 25% or more in the
share capital of the Company, the provisions of Article 33 of the
Cyprus Income Tax Law do not apply. Consequently, no transfer
pricing obligations arise in this case.



SGENARIO

An employee obtains a loan from the Company

Implications for the individual

It should be noted that Article 5(Z) of the Cyprus Income Tax
Law does not apply to employees that are not directors or
shareholders (direct or indirect). In this respect, no tax
implications should arise for such individuals.

Implications for the Company

From 2026 onwards, any actual interest income received by
the Company is subject to Cyprus corporation tax at the rate of
15%.

Up to and including the 2025 tax year, the tax treatment
depended on whether the interest income was classified as
trading or capital in nature following an analysis based on the
badges of trade.

* |f the interest income was considered active/trading
income, it was subject to corporation tax at 12.5%.

* If the interest income was considered capital in nature (i.e.
not arising in the ordinary course of the Company’s
business activities), the interest was exempt from
corporation tax and instead subject to SDC.

Since employees are not considered related parties, the
provisions of Article 33 of the Cyprus Income Tax Law do not
apply. Consequently, no transfer pricing obligations arise in
this case.
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