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Whilst the standard corporate tax rate in 
Malta is 35%, the effective tax rate could 
be reduced considerably through the 
Tax Refund System. This system allows 
shareholders to claim a refund of the tax 
paid on the dividend being distributed. 
There are four different refunds which 
would depend on the source of the income 
being distributed, and whether any double 
tax relief has been claimed. The refunds 
are:

6/7ths refund – applies to the distribution 
of chargeable income from trading 
activities, not mentioned below. The 
effective tax rate following the application 
of this refund is of 5%;

5/7ths refund – applies to the distribution 
of chargeable income derived from passive 
interest or royalties or from a participating 
holding which does not satisfy the 
conditions referred to in article 12(1)(u)
(1). The effective tax rate following the 
application of this refund is of 10%;

2/3rds refund – applies to the distribution 
of chargeable income allocated to the 
Foreign Income Account and in respect of 
which the company has claimed relief of 
double taxation;

100% refund – applies to the distribution 
of chargeable income allocated to the 
Foreign Income Account which satisfies 
the Participation Exemption conditions.

The Maltese
Tax Refund System



Event 1 
Malta Trading Company chargeable 
income is taxed at 35%.

Event 2 
Malta Trading Company declares a 
dividend and distributes such to its 
Holding / Shareholder.

Event 3 
6/7 of Corporation Tax is refunded by 
the Malta Government to the Holding/
Shareholder. Holding Company applies 
for and Malta Government grants tax 
refund.

This system allows 
shareholders to claim 
a refund of the tax paid 
on the dividend being 
distributed.

Malta Trading
Company

Holding
Company

Chargeable
Income

Event 1
Malta Corporation
Tax (35%)

Event 2
Net Dividend
€65,000

Event 3
Tax Refund
€30,000 granted by
the Malta Government



Administrative Obligation relating to the 
Tax Refund System

In order for the shareholder to be able 
to claim one of the above refunds, the 
shareholder must be registered as such 
with the Inland Revenue Department (IRD). 
This is done  by submitting a specific form 
known as the ‘shareholders registration 
form.’ 
Since the above refunds are due on the 
amount of tax on the dividend being 
distributed, for the shareholder to be able 
to claim the refund the company must 
declare a dividend, submit the tax return 
for the year relating to the distribution and 
pay the tax related to that distribution. The 
shareholder may then claim the refund by 

submitting the Refund Claim Form, which 
typically includes:

1. The details of the company 
distributing the dividend and of the 
shareholder entitled to the refund;

2. The amount of profits being 
distributed and the allocation of 
such profits to the various tax 
accounts;

3. The type and amount of refund which 
the shareholder is entitled to;

4. The bank account into which the 
refund should be paid;

5. Other details such as copies of the 
dividend warrant, copy of the tax 
return of distributing company and 
the shareholding structure.

The Maltese
Tax Refund System



The Full
Imputation System

Malta adopts a full imputation system, 
whereby the tax paid by the company is 
fully available as a credit in the hands of 
the shareholder on the dividend income 
received. This effectively eliminates any 
economic double taxation on the dividend, 
since the same flow of income is taxed 
only once, in the hands of the company.

Given  that individuals are taxed at 
progressive rates, reaching a 35% rate on 
annual income of above €60,000, whilst 
companies are taxed at a flat 35%, the 
credit on the taxation of dividends could 
be higher than the Maltese tax chargeable 
on the shareholder. This could result in a 
tax refund due to the shareholder, subject 
to certain restrictions. 



The Full
Imputation System

Chargeable income

Tax at 35%

Net dividends distributed 
by B Limited to A Limited

€1,000

€350

€650

€650

(i) Tax at the level of B Limited

Gross Dividend

Tax at 35%

Tax due

Credit under Full 
imputation system

Shareholder receives 
dividend of 

€1,000

€350

(€350)

€0

€650

(ii)  Tax at the level of A Limited



Participation
Exemption

Malta’s incentives extend to holding vehicles mainly on the basis of the 
Participation Exemption. A company that is registered in Malta may be 
entitled to an exemption on any income or gains from a participating 
holding or from the transfer thereof. The exemption has also been 
extended to income or gains derived by a company registered in Malta 
which are attributable to a permanent establishment situated outside 
Malta or to the transfer of such permanent establishment.

“Participating holding” shall mean a holding which arises where:

A. a company directly holds at least 5% of the equity shares of a 
company, which holding confers an entitlement to at least 5% of 
any two of the following:

i. right to vote;
ii. profits available for distribution; and
iii. assets available for distribution on a winding up; or



B. a company is an equity shareholder in a company and is entitled to call 
for and acquire the entire balance of the equity shares; or

C. a company is an equity shareholder in a company and is entitled to first 
refusal in the event of the proposed disposal, redemption or cancellation 
of all the equity shares of that company; or

D. a company is an equity shareholder in a company and is entitled to either 
sit on the Board or appoint a person to sit on the Board of that company 
as a director; or

E. a company is an equity shareholder which holds an investment 
representing a total value, as on the date or dates on which it was 
acquired, of a minimum of €1,164,000 for an uninterrupted period of not 
less than 183 days; or

F. a company is an equity shareholder in a company, where the holding of 
such shares is for the furtherance of its own business and is not held as 
trading stock for the purpose of a trade.

Participation
Exemption



With respect to dividends derived from a participating 
holding the exemption shall only apply when one of 
the following conditions are satisfied:

1. it is resident or incorporated in a country or 
territory which forms part of the European 
Union; or

2. it is subject to any foreign tax of at least fifteen 
per cent (15%); or

3. it does not have more than 50% of its income 
derived from passive interest or royalties.

Where none of the above conditions are satisfied, the 
exemption could still apply subject to the satisfaction of 
additional conditions.

Malta Company

Non-Malta Company
(Overseas Company)

Dividend flow (covered by 
participation exemption) if 

underlying subsidiary qualifies 
as a participating holding.



Double Tax Relief

Apart from ensuring elimination of economic double taxation through 
the Full Imputation System, Malta also ensures elimination of juridical 
double taxation by virtue of its vast treaty network and also by virtue of its 
unilateral relief mechanisms.

Malta has various forms of mechanisms for the elimination of double 
taxation:

1. Treaty Relief;
2. Unilateral Relief;
3. Flat Rate Foreign Tax Credit (FRFTC);
4. Commonwealth Relief.

Although it is mentioned in income tax legislation, Commonwealth relief is 
not widely used and will not be covered in this handbook.



Treaty relief is relief from double taxation in terms of a double tax treaty which Malta has agreed to 
with another jurisdiction. Typically, for a person to benefit from provisions of a tax treaty, the person 
must be resident in one of the Contracting States which are a party to the treaty. Therefore, one of 
the eligibility conditions  for this particular relief is that such a person is resident in Malta. 

As opposed to the exemption method, Malta applies the credit method for elimination of double 
taxation, specifically the ordinary credit method. Through this method, the amount of any foreign 
tax paid which is available as a credit against any Malta tax due may not exceed the tax payable in 
Malta, that is, the person may never end up in a refund position as a result of applying this type of 
relief. Other conditions apply, such as having evidence of the foreign tax that was suffered. Claims 
must also be made within the two years following the end of the year of assessment referred to in 
the claim.

The list of countries with which Malta has a double tax treaty may be seen in Annex 1 of this 
handbook.

01. Treaty Relief

Apart from relieving double taxation in situations where a double tax agreement is in place, that 
is bilaterally, Malta also relieves double taxation on a unilateral basis, even in situations when a 
double tax agreement would not have been signed.

Most of the conditions and procedures of unilateral relief are similar, if not, identical to Treaty 
Relief, the main difference being that under this type of relief no double tax agreement needs to be 
in place with the jurisdiction where the tax has been suffered.

02. Unilateral Relief



Another form of unilateral relief, which is applied in specific circumstances to companies registered 
in Malta is the Flat Rate Foreign Tax Credit, more commonly referred to as FRFTC. The FRFTC is 
a credit for a deemed foreign tax of 25% of the amount of income received in Malta, applicable 
also in situations when no foreign tax was suffered. Apart from the fact that it is only applicable to 
companies registered in Malta, the FRFTC may only be applied on income which is allocated to the 
Foreign Income Account and a certificate is to be presented confirming that the income in respect of 
which the FRFTC has been claimed has been derived from foreign sources and falls to be allocated 
to the company’s FIA.

03. Flat Rate Foreign Tax Credit (FRFTC)

Worked Example €

Foreign income 1,000.00

Gross up of foreign tax deemed to have been suffered (25% x €1,000) 250.00

Chargeable income

Tax at 35%

Less: FRFTC

Tax payable (effective Maltese tax charge = 18.75% i.e. €187.50 / €1,000)

1,250.00

437.50

(250.00)

187.50



Notional
Interest Deduction

Late in 2017, Malta introduced the concept of a Notional Interest Deduction 
(NID).

The NID aims to approximate the tax treatment of equity and debt by 
enabling entities to take a deduction of interest which they are deemed 
to have incurred on their equity. Such deduction is at the discretion of the 
company or partnership.

This NID is a product of two variables:

• the reference rate – this is the risk-free rate which, in terms of 
the NID rules, is determined by reference to the current yield to 
maturity on Malta Government Stocks plus a premium of 5%; and

• the risk capital on which the reference rate is applied – this includes 
share capital, share premium, positive retained earnings, interest 
free loans and any other reserves as at the end of the year.



Notional Interest 
Deduction

Permanent establishments of a company not resident in Malta are 
also entitled to claim the NID, in which case the risk capital will be 
the capital of the permanent establishment.
The NID is claimed against the chargeable income for the year and 
must be approved by all shareholders.

Such deduction must be capped at 90% of the chargeable income 
for any given year – should there be any excess deduction, this may 
be carried forward to subsequent years and used as a deduction 
against chargeable income in those years.

The NID is subject to certain anti-avoidance rules to prevent abuse.



The EU’s Anti-Tax 
Avoidance Directive

The regulations of the EU Anti-Tax Avoidance Directive were 
implemented into Maltese tax law by means of Legal Notice 411 
of 2018. The new regulations came into force on 1 January 2019, 
with the exception of the rule relating to exit taxation, which shall 
come into force on 1 January 2020.

The ATAD Implementation Regulations apply to all companies as 
well as other entities, trusts and similar arrangements that are 
subject to tax in Malta in the same manner as companies. They 
also apply to entities that are not resident in Malta but that have a 
permanent establishment in Malta provided that they are subject 
to tax in Malta as companies.



The following 4 anti-avoidance measures have been introduced into Maltese domestic law: 

Interest Limitation Rule

The aim of this rule is to discourage companies from creating artificial debt arrangements 
designed to minimise taxes.

The rule introduces a capping on the amount of borrowing costs that a taxpayer may deduct 
against chargeable income. Exceeding borrowing costs shall be deductible only up to 30% of 
the taxpayer’s earnings before interest, tax, depreciation and amortisation (EBITDA). 

“Exceeding borrowing costs” are defined as the amount by which the borrowing costs 
exceed interest income and other equivalent taxable revenues from financial assets that the 
taxpayer receives. Any borrowing costs which cannot be deducted may be carried forward to 
subsequent years for a maximum of 5 years. 

Malta excluded from the scope of the interest limitation rule: 

• Exceeding borrowing costs falling below €3 million;
• Entities that are not part of a consolidated group for financial accounting purposes and 

have no associated enterprises or Permanent Establishments;
• Financial undertakings; and 
• Exceeding borrowing costs incurred on loans used to finance long-term public 

infrastructure EU projects and loans which were concluded before 17 June 2016.



Exit Tax

A tax will be charged on the difference between the market value of the transferred assets 
and their value for tax purposes in the following situations: 

• Transfers of assets from Head Office to a Permanent Establishment (PE) in another 
Member State or Third Country in so far as Malta no longer has the right to tax capital 
gains from the transfer of such assets due to the transfer;

• Transfers of assets from a PE in a Member State to a Head Office or PE in another 
Member State or Third Country in so far as Malta no longer has the right to tax capital 
gains from the transfer of such assets due to the transfer;

• Transfers of Tax Residence to another Member State or to a Third Country, except for 
those assets effectively connected with a PE in Malta;

• Transfers of a PE to another Member State or to a Third Country in so far as Malta no 
longer has the right to tax capital gains from the transfer of such assets due to the 
transfer.

In situations where the transfer is between Member States or to a third country that is party 
to the EEA Agreement there is the possibility of paying the exit tax in instalments over 5 years.

General Anti-Abuse Rule (GAAR)

Malta’s Income Tax Act (ITA) already contained a general anti-abuse rule as per Article 51 
of the ITA. The new regulation which came into force on 1 January 2019 adds to this rule 
by applying the definition of tax avoidance schemes as per the EU Directive. The regulation 
targets non-genuine arrangements put in place for the essential purposes of obtaining some 
form of tax advantage, whether in the form of a tax reduction or deferral. ‘Non-genuine 
arrangements’ would be arrangements which are not put into place for valid commercial 
reasons reflecting the economic reality.



Controlled Foreign Company Legislation (CFC)

As a result of the introduction of a CFC rule, income derived by subsidiaries or attributed to 
Permanent Establishments may in certain circumstances be taxed in the jurisdiction of the 
parent and/ or Head Office. 
The main conditions for the CFC rule to apply are the following:

• The parent company, that is resident in Malta, together with associated enterprises, 
holds a direct or indirect participation of more than 50% of the voting rights, or owns 
directly or indirectly, more than 50% of the capital, or is entitled to receive more than 
50% of the profits of a foreign entity; and

• The actual corporate tax paid by the foreign entity is less than half the tax that would 
have been paid had the income been subject to tax in Malta.

Once the CFC rule kicks in, the non-distributed income of the CFC will be included in the tax 
base of the Maltese parent, or Maltese Head Office, if the income arises from non-genuine 
arrangements which have been put in place for the essential purpose of obtaining a tax 
advantage. 

The CFC rule will not apply to entities or PEs with accounting profits of:

• No more than €750,000 and non-trading income of no more than €75,000; or
• No more than 10% of its operating costs.


