
Interest deductions

Mains steps since Finance Bill for 2019

Shareholder loans and 

currents accounts

#1.1Interest payments to a direct shareholder  
non-qualified as a related party

Tax deductible if:

▪ capital of the debtor is entirely paid, and

▪ cap to the annual mean of the average effective floating rates on

bank loans to enterprise with an initial maturity exceeding 2 years, i.e.

a maximum allowable rate

Limitation of 

interest rate

Interest served to related parties

Two parties are deemed to be related when one of them holds, directly or

indirectly, the majority of the share of capital or effectively exercises

power of decision in the other, or both are, directly or indirectly, under the

control of a third enterprise.

Interest paid is tax deductible only up to the maximum allowable rate.

The enterprise may benefit an arm’s length test; the debtor must prove

the rate paid is a market rate that could be obtained from independent

financial institution under similar circumstances.

#1.2

#1.3Taxation Test

Anti-abuse rule for 

hybrid instruments

Deduction of loan interest served by a French company to a related

enterprise is conditioned to the demonstration, by the borrowing entity

and upon French Tax Administration’s request, that the interest flow is

subject, at the level of the lending entity, to a tax on profits amounting to

at least 25% of the corporate income tax that would be payable under

the French law.

#2

New general 

limitation rule

Net financial expenses deduction is 
limited to 30% of the tax EBIDTA or €3 

million, whichever amount is higher

Safe harbour rules

Provided that the equity-to-asset ratio of the company is ≥ by more

than two percentages points than the equity-to-asset ratio of the

consolidated group, 75% of the net financial expense exceeding the

regular threshold still be tax deductible.

In case of thin capitalization, this rule does not apply.

Thin capitalization
If a company is thin capitalized, i.e. exceed a specific 

1.5:1 debt-to-equity ratio, two portions of net 

interest expenses should be distinguished:

▪ a portion subject to the regular threshold, 

determined by: amount of the indebtedness 

towards unrelated parties+(1.5*equity)/amount of 

indebtedness

▪ the remaining portion, which is tax deductible 

only within the limit of the higher of the two 

following thresholds: €1 million or 10% of the tax 

EBITDA

Specific safe harbour provision
A thinly capitalized company is not subject to the

strengthen threshold if the debt-to-ratio equity of

the company is ≤ by more than two percentages

points, than the debt-to-equity ratio of the

consolidated group to which it belongs.

Non deductible interest expenses carryforwards

Without time limitation, interest expenses excluded from the

deductible expenses for a fiscal year can be carried forward.

In case of thin capitalization, the portion of net interest expense that

could not be deducted according to the strengthened threshold may

only benefit from the carryforward up to one-third of its amount.

Deduction capacity carryforwards

The unused portion of deduction capacity can be carried forward, only

for the five following fiscal years.

In case of thin capitalization, the exceeding portion of the deduction

capacity cannot be carried forward.

The deduction capacity carryforward also cannot be used to deduct

non-deductible interest expenses that have been carried forward.

Deduction capacity carryforwards and interest

expense carryforwards could be transferred, if a

specific tax ruling is obtained.

The new limitation rules apply at the level of

French tax consolidated groups.

Reorganizations

Tax consolidation

#3

Charasse

amendment

Indebtedness resulting from self-purchases 

transactions
This rule is applicable when the shares of a company have been purchased

by another company from persons, who also directly or indirectly control the

acquiring company at the time of said acquisition, and where both the

acquired company and the acquiring company become members of the

same tax consolidated group after the transaction.
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