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Overview

A comprehensive set of tax amendments was published in the Official Gazette on 31 December 2025,
introducing wide-ranging reforms designed to support economic activity and enhance tax compliance, with
most measures applying from 1 January 2026.

Key Legislative Changes

1. Most important amendments to the Income Tax Law

Personal Income Tax — Revised Bands
The individual income tax framework is modernised through an upward revision of the tax-free threshold and
an expansion of the tax brackets as follows:

Tax Rates Previous bands (EUR) New bands (EUR)

0% 0-19.500 0-22.000
20% 19.501 - 28.000 22.001 - 32.000
25% 28.001 - 36.300 32.001 -42.000
30% 36.301 - 60.000 42.001 -72.000
35% 60.001 + 72.001 +

Family-based Tax Reliefs

Targeted tax allowances are introduced for households below specified income thresholds (€100,000 -
€200,000 depending on family composition, or €40,000 for single individuals). Each spouse or cohabitee may
claim deductions for:

Dependent children:

¢ £€1,000 for the first child

e £€1,250 for the second

¢ €1,500 for the third and each subsequent child

e Student children up to the age of 24 qualify as dependants
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Interest on performing loans for the acquisition or rental of a primary residence (up to €2,000)

Energy efficiency upgrades of a primary residence or the purchase of a new electric vehicle (up to €1,000)

Other Income (and corporate) Tax Amendments

Corporate income tax rate increases from 12.5% to 15%

Amendment of tax residency definition for individuals (prerequisite for absence of tax residency in another
country is now excluded)

Amendment of tax residency definition for companies (reference to existence of a double tax treaty and
tie breaker rules).

Interest income earned by companies will be solely taxed under income tax.

As from 1st January 2031, the profit arising from redemption of unit in an open-ended or closed-ended
collective investment scheme will constitute a dividend (under conditions).

A tax deduction of up to fifty thousand euros (€50.000) in respect of donations or contributions made to
cultural institutions approved by the Deputy Ministry of Culture, subject to terms or conditions.

In the case of a company, a tax deduction in respect of expenditure relating to the costs of the initial listing
of its shares on a recognised stock exchange, up to an amount of three hundred thousand euros

(€300.000), subject to conditions.

The tax deduction for interest expense relating to acquisition of 100% shares does not apply to investees
which are tax resident in a non-cooperative jurisdiction.

Employers may benefit from a super tax deduction (up to 200%) on increased Cost of Living Allowance
expenditure under ATA agreement, subject to conditions.

New condition on exemption of profits earned by a permanent establishment of a Cyprus company by
reference to their jurisdiction being assessed by EU member states as non-cooperative for tax purposes.

Profits from the disposal of crypto-assets are subject to a flat 8% tax, with same-year loss offset permitted

Loss carry-forward period extended from 5 to 7 years
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- Assets introduced into a company as capital contributions may qualify for capital allowances, provided
their fair value is adequately supported and accepted by the tax authorities. In addition, the legislation

expressly confirms that intangible assets with an indefinite economic life may be amortised for tax
purposes over a 20-year period

- The 120% R&D super-deduction for intangible assets is extended until 2030 Maximum Deductible
entertainment expenses increase to €30,000 (from €17,086)

- A preferential OR is introduced, subject to caps

- Lump-sum ex gratia payments upon termination of employment are taxed at 20%, after a €200,000
exemption

- Tax deductions are extended to include insurance premiums for permanent or partial incapacity

- Enhanced 25% capital allowances are granted for agricultural and livestock machinery unless otherwise
stated in a regulation or EU Directive

- The special pension regime for overseas services is adjusted, with the 5% rate applying on amounts
exceeding €5,000

- Changes in definition of “related parties” and thresholds for obligation for preparation of Cyprus Local File
(€10.000.000 for financing transactions, €5.000.000 for goods and €2.500.000 for the remaining types of
transactions).

- Where a company becomes tax resident in Cyprus from a non-EU jurisdiction, the assets transferred are
now recognised for tax purposes at their fair market value. Previously, this valuation treatment was
available only in cases of transfers from EU Member States.

2. Amendments to the Special Defence Contribution (SDC) Law

Deemed dividend distribution is abolished for profits earned after 1 January 2026

- SDC on actual dividends is reduced from 17% to 5% (for post-2026 profits)

- Transitional provisions for taxation of dividends distributed from a Cyprus company to another Cyprus
company apply (dividends distributed in 2026 and 2027 out of profits earned in 2024 and 2025)

- SDCon rental income is fully abolished (income tax continues to apply)

- SDCon interest income will apply exclusively to individuals.

Nicosia Head office Limassol Larmnaca Mall address info@eurcaudit.com.cy
41 Themistoklis Darvis 5 Andrea Kalvou, 25 Arch. Makarios Il P.O. Box 14064 www.auroaudit.com.cy
Hawaii Tower, 1%t Floor Elladion Housa, 2 Floor Shop 1, Kiti 2153 Nicosia T: +357 22667734
Offices 106-108 3085 Limassol, Cyprus 7550 Lamaca, Cyprus Cyprus F: +357 22667175

1066 Micosia, Cyprus
4 SIS,



eurcaudit E- <>

audit | tax | advisory INDEPENDENT

Global reach. Personal touch.

- A 5% withholding tax is imposed on dividends paid to companies’ resident in low-tax jurisdictions
- SDC on interest from EU government bonds and Health Insurance Fund deposits is reduced to 3%

- A new alternative SDC regime for long-term non-domiciled individuals is introduced, based on a lump-
sum payment of €250,000 per five-year period

- Anew alternative SDC regime for long-term non-domiciled individuals is introduced, based on a lump-sum
payment of €250,000 per five-year period

- Payment of SDC on foreign dividends and interest is streamlined into a single payment upon submission
of the tax return.

- Introduction of disguised dividend distribution in respect of the:

- Use of a company’s asset by the shareholder individual or its related individual

+ Difference between the market value of an asset transferred by a company to its shareholder individual
or its related individual and the consideration paid.

3. Amendments to the Capital Gains Tax Law

Lifetime CGT exemptions are increased:

- General exemption: €30,000 (from €17,086)
- Agricultural land: €50,000 (from €25,629)
- Primary residence: €150,000 (from €85,430)

- The scope of “immovable property” is broadened to capture share disposals where 20% or more of value
derives from Cyprus real estate (previously 50%)

- The definition of non-taxable “exchange of property” for CGT purposes has been broadened to include
transactions carried out under arrangements with a land developer, subject to specified conditions.

- Capital gains from the disposal of shares listed on a non-regulated stock exchange are exempt up to
€50,000 per tax year, with any excess subject to capital gains tax.
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- The capital gains tax exemption threshold for the disposal of a primary residence as part of a loan
restructuring process is increased to €450,000 and will apply until 31 December 2030.

- The capital gains tax exemption is narrowed to disposals of shares listed on a regulated stock exchange,

while grandfathering relief applies to shares acquired before 1 January 2026 that were listed on a
recognised exchange.

4. Repeal of the Stamp Duty Law

The Stamp Duty Law is fully repealed, eliminating stamp duty obligations on qualifying instruments.

5. Amendments to the Assessment and Collection of Taxes Law
- Mandatory audited accounts threshold for individuals increases to €120,000
- Corporate tax returns and tax payments move to 31 January of the second year following the tax year

- Mandatory income tax return submission for all Cyprus tax residents aged 25 and above who earn income
subject to grandfathering provisions

- Objection deadline extended to 60 days
- Revised administrative penalties to encourage voluntary compliance

- The tax authorities are granted expanded audit, collection, and administrative penalty powers to enhance
compliance and counter tax avoidance.

- The statute of limitations is set at six years from the date of filing or refiling the tax return, with the same
period applying to the retention of books and records.

- Any final tax due must be settled upon submission of the tax return, replacing the earlier post—year-end
payment timetable

6. Amendments to the Collection of Taxes Law
- The law has been amended to introduce enforcement measures for the recovery of significant tax liability.

- In cases where tax exceeding €100,000 remains unpaid for more than 30 days, the Tax Commissioner
may impose a freeze on shares owned by the taxpayer, subject to procedural safeguards and appeal

rights.
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How can euroaudit help you

euroaudit is well positioned to support you in navigating the recent tax reform, from assessing its potential

implications for your business and/or personal tax position to ensuring the timely and accurate

implementation of the relevant changes in practice.

Our team remains at your disposal to liaise, where required, with the relevant tax authorities in order to clarify
the interpretation and application of the new provisions and to assist you in maintaining full and ongoing

compliance with all applicable reporting and regulatory requirements.
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