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Unlocking the Notional Interest Rate
Deduction in Malta: Everything You Need to
Know for Optimal Tax Planning

One of the key incentives offered by the local government to promote investment and economic growth is the

Notional Interest Rate Deduction (NIRD).

By Jonathan Vassallo, 21st March 2024

Malta, a sunny island nation in the Mediterranean, has been steadily growing its
economy and establishing itself as an attractive destination for businesses, as well as
being a wonderful place to live. One of the key incentives offered by the local
government to promote investment and economic growth is the Notional Interest Rate
Deduction (NIRD). This deduction, introduced in 2017, aims to encourage equity financing
and stimulate entrepreneurship. In this article, we will explore the intricacies of Malta’s

NIRD, its benefits, eligibility criteria, and how it impacts businesses operating in Malta.

Under standing Notional I nterest Rate Deduction

The Notional Interest Rate Deduction, often abbreviated as NIRD, allows companies
registered in Malta to deduct a notional interest expense from their taxable income. This
deduction effectively reduces the company’s tax liability, providing a significant

incentive for businesses to invest and expand their operations in Malta.

The concept behind The Notional Interest Rate Deduction is to provide an incentive for
companies to finance their operations through equity rather than debt. By doing so,
companies can strengthen their balance sheets, reduce financial risk, and promote long-

term sustainability.

Unlike traditional interest expenses, which represent actual borrowing costs, the
notional interest expense is a theoretical amount calculated based on the company’s

equity investment.
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Example:

No Notional Notional Interest  Notional Interest
Interest Election  Election Election
Chargeable
Income 100,000 100,000 100,000
ional
ol Nl 20,000 60,000
Chargeable
Income 1 00/000 80/000 40,000
h
;:g(/ot ereon at 35,000 28000 14,000
22,000 66,000
FTA .
Allocation Nil (20,000 x (60,000 x
110%) 110%)
MTA 50,000 (80- 20,000 (40-
i 65,000
Allocation 28-2) 14-6)
67" Refund 30,000 23,0777 9,231
TaxLeakage 5,000 4,923 4,769

What arethe Benefits of Notional I nterest Rate Deduction?

The implementation of the NIRD has several benefits for businesses operating in Malta:

Tax Savings. The primary benefit of the NIRD is the reduction of corporate tax liabilities.

By deducting a notional interest expense from taxable income, companies can lower

their effective tax rate, resulting in significant tax savings.

Encour ages Equity Financing: The NIRD encourages businesses to finance their
operations through equity rather than debt. This promotes a healthier capital structure,
reduces financial risk, and enhances the company’s ability to weather economic

downturns.

Stimulates Investment: The availability of the NIRD incentivizes both local and foreign
companies to invest in Malta. This influx of investment capital contributes to economic

growth, job creation, and the development of key industries.
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Supports Entrepreneurship: The NIRD provides a valuable tax incentive for startups and
small businesses, making it easier for entrepreneurs to access capital and fuel
innovation. This, in turn, fosters a vibrant entrepreneurial ecosystem and drives

economic diversification.

What’'sthe Eligibility Criteriafor Notional Interest Rate Deduction?

While the NIRD offers attractive tax benefits, not all companies operating in Malta are

eligible to claim this deduction.

To qualify for the NIRD, companies must meet certain criteria:

o Registered in Malta: The company must be registered and resident in

Malta for tax purposes.

o Equity Financing: The NIRD is available only for companies that finance
their operations through equity rather than debt. Companies must
maintain a minimum level of equity capital to be eligible for the

deduction.

o

Compliance with Substance Requirements: Companies claiming the NIRD
must demonstrate substance in Malta, meaning they must have a physical
presence, employees, and conduct genuine business activities in the

country.

o Compliancewith Transfer Pricing Rules: Companies taking advantage of
NIRD must comply with Malta’s transfer pricing rules and maintain proper

documentation to support their transactions.

Conclusion:

Malta’s Notional Interest Rate Deduction is a valuable tax incentive that promotes equity
financing, stimulates investment, and supports entrepreneurship. By allowing companies
to deduct a notional interest expense from their taxable income, the NIRD reduces tax

liabilities, enhances competitiveness, and fosters economic growth.
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Read the full insight

As Malta continues to position itself as a leading business destination, the NIRD plays a
crucial role in attracting investment, driving innovation, and building a sustainable

economy for the future.

Additional Benefits Enjoyed by Maltese Companies

Malta does not levy withholding taxes on outbound dividends, interest, royalties and

liquidation proceeds.

Maltese holding companies also benefit from the application of all EU directives as well

as Malta’s extensive network of double taxation agreements.

Dixcart in Malta

The Dixcart office in Malta has a wealth of experience across financial services and
offers legal and regulatory compliance insight. Our team of qualified Accountants and

Lawyers are available to set up structures and help to manage them efficiently.

Additional Information

For further information about Maltese companies matters please contact Jonathan

Vassallo, at the Dixcart office in Malta: advice.malta@dixcart.com. Alternatively, please

speak to your usual Dixcart contact.
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