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All income from unit shares is taxed as interest income pursuant to Art. 8 of the Income 

Tax Act, No. 90/2003. The tax treatment varies depending on whether the party concerned 

is resident in Iceland or abroad, and furthermore whether the party is an individual without 

commercial operations or engaged in commercial activities, or a legal entity.  

 

According to Act No. 94/1996, on Withholding Tax on Financial Income, 20% withholding 

tax is collected from resident individuals on financial income, such as gains on the sale 

and/or redemption of units and possible payment of dividends from funds for collective 

investment as provided for in Act No. 128/2011, on UCITS, Investment Funds and 

Institutional Investor Funds. Withholding tax on financial income is a provisional tax 

collection and final settlement is made through the general tax assessment in August each 

year. This assessment takes into consideration the tax exemption for individuals not 

engaged in commercial activities. The tax exemption for financial income is currently ISK 

125,000 and any taxes already paid on this amount are refunded upon assessment. If 

financial income is classified as income from commercial operations of an individual this is 

taxed as provided for in Point 3 of the first paragraph of Art. 61 of Act No. 90/2003, on 

Income Tax. Withholding tax is always collected on the redemption or transfer of units and 

is subsequently deducted from taxes assessed in the year following the conclusion of the 

income year.  

 

In the tax returns of taxable legal entities the accrued price change of units is recognised 

as income in their income statement and thereby included in calculations of their taxable 

income from operations, which is taxed at the rate currently applicable to the respective 

legal form of the legal entity. This rate is currently 20% for limited-liability companies and 

36% for unlimited partnerships. A 20% withholding tax on financial income is levied on the 

realised financial income of these parties, which is a provisional payment towards their 

eventual income tax assessment. If such withholding tax eventually proves to have been 

in excess of requirements it will be repaid upon income tax assessment in the following 

year.  

 

Legal entities which are tax-exempt as provided for in Points 1, 2, 4, 5, 6 and 7 of  

Art. 4 of Act No. 90/2003, on Income Tax, must nonetheless pay tax on income from the 

sale or other transfer of units, on which withholding tax is collected at a tax rate of 20%. 

The following legal entities are not subject to taxation or withholding tax on income from 

units, cf. the fifth paragraph of Art. 71 of Act No. 90/2003, on Income Tax, as subsequently 
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amended: the Icelandic Students' Loan Fund, Institute of Regional Development, Housing 

Financing Fund, Development Fund for the Handicapped, Senior Citizens' Development 

Fund, Agricultural Productivity Fund, Municipality Credit Iceland, West Nordic Loan Fund, 

Central Bank of Iceland, New Business Venture Fund, Aquaculture Fund, pension funds 

operating under the Act on Mandatory Guarantee of Pension Rights and Operation of 

Pension Funds, and occupational pension funds authorised to accept premiums to create 

pension entitlement. In accordance with the third paragraph of Art. 2 of Act No. 94/1996, 

on Withholding Tax on Capital Income, UCITS, credit institutions, securities dealers and 

securities depositaries, and life insurance companies are exempt from withholding tax on 

financial income.  

 

Non-resident individuals and non-resident legal entities are subject to 10% withholding tax 

on financial income from gains on the sale and/or redemption of units and possible 

dividends from funds for collective investment as provided for in Act No. 128/2011, on 

UCITS, Investment Funds and Institutional Investor Funds. Non-resident individuals can 

submit tax returns declaring their interest income and receive the same tax exemption as 

resident individuals, i.e. ISK 125,000 per calendar year.  

 

Certain exemptions apply concerning tax liability of non-residents. Residents of countries 

with which Iceland has concluded a Double Taxation Treaty providing for exemption from 

withholding tax are not liable for tax on financial income originating in Iceland. In addition, 

interest paid by the Central Bank of Iceland on own account or on behalf of the Treasury 

to non-residents is tax exempt and the same applies to interest paid to foreign states, 

international institutions or other public bodies exempt from tax liability in their home state. 

For these exemptions to take effect with regard to withholding tax, however, the parties 

must have applied for such to the Directorate of Internal Revenue on the appropriate form, 

RSK 5.42.  

 

Attention should be drawn to the fact that legislation on taxation may change as time 

passes and the currently applicable rules, e.g. concerning tax liability, tax rates, tax 

exemptions and/or the determination of taxable income, may change if legislation is 

amended. New legislation may also be adopted providing for new taxes on income and 

assets. Tax collection, including collection of withholding tax on financial income, is carried 

out in accordance with the directions and decisions of the Directorate of Internal Revenue. 

Should the State Internal Revenue Board or Icelandic courts reach the conclusion that 

such collection has proven to be incorrect in some respect, then adjustments in such cases 

will be made pursuant to currently applicable rules thereto, cf. in particular the third 

paragraph of Art. 101 of Act No. 90/2003, on Income Tax. Customers are advised to seek 

expert advice on their taxation status, for instance, from the Directorate of Internal 

Revenue, auditors or attorneys specialising in taxation matters.  

 


