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The Danish Financial Activities Tax

This memorandum gives an overview of the Danish FAT, its effect on the Danish
financial sector, and henceforth a description of the background for introducing the
FAT.

1. Overview

In compliance with EU regulation, the financial sector in Denmark is exempt from
VAT. However, the sector is liable to a financial activities tax (a payroll tax or duty
on wages and salary costs, lonsumsafgiff). The effective tax rate regarding the finan-
cial sector is 9.13 per cent in 2010 and 10.5 per cent from 2011.

The base for the payroll tax on financial sector is the sector’s total labour costs. In-
cluded is any kind of wage payment to the employed including supplements regard-
less whether they are a wage element or granted separately. When assessing the
payroll tax, payments in kind are included to the extend they entitle holiday allow-
ance. Bonus is included if it is payed out as normal income. Payments to labour
market pension schemes are also included. Generally, fringe benefits are also in-
cluded. Payments in form of share options are as a general rule not included in the
tax base.

The financial sector is not the only sector subject to the payroll tax. Other sectors
that are exempt from VAT are also liable to a payroll tax. The rate of the tax and the
tax base differs among sectors as seen in table 1.
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Table 1. The Danish payroll tax, basic rules as of 2011

Other businesses

Business engaged in financial ac-

tivities (banking, insurance, mort-
gage credit and pension trust com-
panies)

Businesses engaged in lot-
teries and betting as well as
organisations, funds, asso-
ciations etc. '

Businesses engaged in pub-
lication or import of news-
papers

subject to payroli tax

10.5% of labour costs

5.33% of labour costs

2.5% of the value of the
business’ sale of newspa-
pers

3.08% of labour
costs plus taxable
profit or minus tax-
able deficit
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As shown in table 1, the basis of assessment is 10.5 per cent of the business’ labour
costs for businesses engaged in financial activities, whereas lotteries, tourist informa-
tion agencies, organisations, funds, etc. are subject to a rate of 5.33 per cent.

For businesses engaged in publication or import of newspapers, the basis of assess-
ment is the value of the business’ sale of newspapers, and with a duty of 2.5 per cent.
For companies not engaged in either financial services, lotteries or the newspaper
industry, the basis of assessment is the business’s labour costs plus the taxable profit
or minus the taxable deficit, which is taxed at a rate of 3.08 per cent.

In total, the revenue from the Danish payroll tax in 2009 was approximately 4.5 bil-
lion DKK or 0.25-0.3 per cent of GDP. Since the introduction of the payroll tax in
1990 the total tax revenue has been rather constant at the level of approximately
0.25-0.3 per cent of GDP, cf. figure 1. From 1988-1991 a corresponding tax, the
AMBI was in effect.

The bulk of the revenue from the payroll tax stems from the financial sector, cf. fig-
ure 1. The share of revenue from the financial sector could be assumed to be 2/3 of
the total revenue in the whole period.

Figure 1. Revenue, Payroll tax and AMBI, all sectors and financial sector, per cent
of GDP 1988-2009
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Source: Statistics Denmark.
Note:  Data is relating not only to the financial sector, but all sectors subject to AMBI and payroll tax. The reason
for the jump in total payroll tax in 2001 is unknown.

Deemed on the trend in revenue alone, there is no indication that the payroll tax has
had a negative impact on the activity in the affected sectors. The turnovers from
businesses engaged in publication or import of newspapers have declined in the pe-
riod. Therefore, other affected sectors will have increased slightly in share of GDP.

2. The payroll tax on the financial sector
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As regards the financial sector the effective rate of the payroll tax has been relatively
stable at a level of approximately 9 per cent since 1990 when the payroll tax was in-
troduced. The effective rate was unchanged at 8.55 per cent until 1996. From 1996
until 2000 the payroll tax was gradually increased to reach an effective rate of 9.13
per cent in 2000, which has been the effective rate from year 2000 until last year.
From 2011 the total burden on the financial sector labour costs are at a 10.5 percent
rate. The specific rates of the payroll tax are summarised in table 2.

Table 2. Payroll tax rates in the financial sector *

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2606 2007 2008 2009 2010 201 1

[Rate on 100 per cent of
wages and salary costs

Additional rate on 90 per
cent of wages and salary
costs

Rate on 190 per cent of
cent of wages and salary
COsts

- - - - - - -466482487 5,08 508 508 508 508 508 5,08 5,08 5,08 5,08 5,08 10,5

- - -« - < .45 45 45 45 45 45 45 45 45 45 45 45 45 45 -

45 45 45 45 45 45 45 - - - . - . . - . . - - - - A

[Total effective rate

8,55 8,55 8,55 8,55 8,55 8,55 8.55 8,71 8,87 8,92 9,13 9,13 9,13 9,13 9,13 9,13 9,13 9,13 9,13 9,13 9,13 10,9

Source: The Danish Ministry of Taxation
Note ' Including the AMBI from 1990-1991 (see section 4 below).

3. Development

'There is no indication that the activity in the financial sector has been reduced as a
result of the payroll tax.

Measures available for the financial sector activity (pre-tax profits, labour costs as
well as net income from interests and fees) do not leave the impression that the pay-
roll tax (or the AMBI) has caused a decrease in financial sector activities cf. figure

2.

Though the pre-tax profit of the financial sector has shown large fluctuations since
1980, the developments in labour costs and income from interests and fees show that
the financial sector has grown at a faster rate in comparison to the rest of the econ-
omy. The financial sectors labour expenses have increased from 1 to just below 2
per cent of GDP from 1980 to 2009. This increase has occurred after the introduc-
tion of the AMBI in 1988. Furthermore, from the mid 1980s the financial markets
have undergone legislative liberalizations and the mobility of financial activities has
increased due to technological developments. Both trends point in the direction of
more global competitive financial markets throughout the period.
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Figure 2. Financial sector activity, per cent of GDP 1980-2009
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Source: The Danish bankers Association and The Danish FSA

Hence, the trend in total labour expenses does not indicate that financial sector activ-
ity has been affected negatively by the introduction of the payroll tax.

However, the relative increase in the financial sectors share of GDP may have been
a general trend in developed countries. It is not possible to determine what the activ-
ity in the financial sector would have been in the absence of the payroll tax.

There is no concrete evidence of the final incidence of the financial activity tax
and thus to what extent it has been shifted to the consumers of the financial ser-
vices.

4. Background on the AMBI and the payroll tax

Before the introduction of the payroll tax in 1990 the financial sector was subject to
pay AMBI from 1988-1991 of a similar base.

As of 1988 the so-called AMBI came into force. The AMBI — a labour market con-
tribution paid by employers to the state on the basis of companies’ production and
sale of goods and services — was a new labour market contribution of 2.5 per cent on
companies’ VAT basis. For VAT-exempt companies, a special basis of calculation
was introduced. When it would not be possible to assess an ordinary sale as is the
case in the financial sector, the tax was calculated on the basis of the company’s total
labour costs instead. For companies in the financial sector the AMBI was 2.5 per
cent of the company’s total labour costs with an additional 90 per cent.

The AMBI was introduced during the reorganising of a range of labour market
taxes. The reason for reorganising the labour market taxes was a worsening of Dan-
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ish competitiveness and a desire to lower costs for businesses competing on foreign
markets and was part of a comprehensive tax reform in 1987. Since the introduction
of the AMBI was only part of a greater reform, it is not possible to evaluate the ef-
fect of the individual tax isolated.

In July 1990 the payroll tax was introduced targeting only the financial sector. The
tax was a counter-measure to a reduction in the corporate tax rate from 50 to 40 per
cent. The payroll tax rate was 2 per cent and the base was the same as the AMBI; the
company’s total labour costs with an additional 90 per cent.

However, in 1992 the European Court of Justice declared the AMBI illegitimate.
Having foreseen this, in 1991 the Danish government proposed to abolish the
AMBIL. But as there was no desire to reintroduce the previous employer taxes, it was
decided to raise the VAT rate from 22 to 25 per cent instead.

Before the abolishment of the AMBI in 1992, all companies in the financial sector
were thus liable to the AMBI as well as the payroll tax. With the AMBI rate of 2.5
per cent and the payroll tax of 2 per cent, financial companies were subject to a 4.5
per cent rate with an additional 90 per cent resulting in an effective rate of 8.55 per
cent on total wages and salary costs as shown in table 2.

Due to the fact that the all businesses (including VAT exempt companies) had paid
the AMBI, raising the VAT would not affect the group of VAT exempt companies
as did the AMBI. Therefore it was decided to broaden the payroll tax base to in-
clude all companies with VAT exempt activities, which were previously subject to
the AMBI. Until this point the payroll tax had only been levied on the financial
sector. The payroll tax was set to correspond to the 3 per cent point VAT rate in-
crease. As a result all companies previously subject to the AMBI were now subject
to the payroll tax.

As aresult, from 1992 and onwards all VAT exempt companies became subject to
the payroll tax. Financial companies were still subject to a 4.5 per cent tax, while
other companies were only subject to a 2.5 per cent rate with a base of 1. 9 times
total labour costs.
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1. Background for the Danish FAT

2. Baslc rules regarding the Danish FAT

3, Effects of the FAT on the Danish tinanclal sector

4, Broadening the Danish FAT base?

5. The way forward: An Internationally coordinated FAT?
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Table 1. The Danish FAT, basic ruies as of 2011

1588-1891: AMBI - 2.5% rate on 190% of totat fabour costs for all VAT-excempt

companies (including the financia? sector) TS engaged In BUSTiasces ongaged in | BUSIE5S64 6rigaged in Gthar
fnanclal sctivities {banking, |jottodes and betdng a9 | publicaion or kmpart of tustiesses
insuranca, morigaga credit | weill as ogenisations, nawspapers
1980-1992; Payroil tax targeted at the financial sector ~ 2% rate, sume base as and pension trust " funds, assoclaions otc, z:yb’;?‘:
the AMBI. The tax was a counter-measure 10 a reduction In the cosporate tax companies}
rate from 50 10 40%.
1992~ All VAT exempt companies became subject to the payroll tax, Financlas T0.5% of favoix costs el F TR Fe i
companias were stifl subject to a 4.5% tax, while other companies were only lop
subject to a 2.5% rate with a bage of 1.9 imes total irbour costs. minws wxabdio
deficit
ema Byt —ud e

Toblo 2, Pryroll tax rakss (FAT} in tha financial sector !

Agtivities subject to tax: Banking, insurance, mortgage credit, pension funds

990 991 1672 1701 §954. 1693 (2 [0 167 1640 2000 00} 2008 2084 2004 208,200 2010 30))

Tax base = wages {inciuding contributions to pension sch ) + fringe bensfits
+ bonuses (if paid out as nermal income)

fare oa 109 pce ocmt ol super

b salary conte |46 ANT AT A28 A0L XOF 101 SOE ADY JOF 508 KO8 %61 200 10
Current tax rate; 10.5%

foam emd 1aey oot e e a5 A5 43 A8 A3 63 AS AS A3 AT AT AT 43 43

Ravenue: 0.25-0.3% of GDP
purte em 190 pac vemtof engan
ASLAD A3 A3 A3 AN &5 2 o s o+ : o o s soq

el sffeseive gats, L1858 638 B3 BSE A RIS K35 €7 007 0N $10 053 833 OUY £.18 13, PY BIL LAY LI

Sewct Toe Dintsh Wabtry of Tuattios
Neae™s ootoing tho AMAE hom 1990 1901,

ot R




23.11.20M

To summavize:

Ingluded in the base:

+ Total labour costs

» Bonuses If payed out as normal income

+ Payments fo labour market pension schemes
+ Generally fringe bansfits

Notincluded In the base:

» Taxable profits

* *Above-normal” taxable profits

+ Payments in form of stock options

o W

Figura 1. Revenue, Payrol tx and AMBY, &l sectors and finaaclal sockr, 4% of GOP 1989-2009
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Figuro 2. Finnneint soctor activity, % of GDP 1860-2009
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Arguments can be made for and agalnst adding the foliowing to tha Danisth FAT
base:

+ The value of stock options and simllar forms of non-wage compensation
Taxable profits (as dafined under the corporate income tax) or

+ "Above-normai” taxable protits (Taxable profits minus a normal rate of retura}
+  What about taxable deficiis?

.

A brondening of the base to includa taxable profits was proposad in 2009 but
onded up as an incraase in the rate instead.
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An example: Broadening the FAT base incl. "above-normal taxable
profits/deficits
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An exampls: Broadening the FAT bass incl, "above-normal taxable
profits

23.11.2011

. otapp *"-AID'L'M!DGIB payrot)

——Peyrolites % orape
—Total
e ary 1 X, 02000 00CTOT

wan Brams

For what purposa?

« Creating revenue

= Reduce risktaking
Whicheounties?
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