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Pref ace

The OECD TaxBenefit mode(TaxBENincorporates detailed policy rules for tax liabilities

and benefit entitlements as they apply to individual families across OECD member countries.
Its main use is to calculate the amount of taxes that people are liable to pay, and the
government transferthey are likely to receive, in different family and labooarket
situations. The model includes legal policy rules that are relevant for peoptglkihg age

(from 18 years old until the statutory retirement age) and their dependent children. Income tax
liabilities and benefit entittementare calculated for a broad set dftylised families
(Avignetteso, e. g. a adaltswith svd chidreruggddleandé f 4 0
respectively). Model users are free to change many of these characténidtickng the age

and number of children, activity status of adult members, hours of work, current and past
earnings levels, unemployment duration, social contribution records, and hoelaiiegl

costs. The model has been updated annually since the268fg for most OECD countries.

¢ | E .sPdli€y scope includes the main taxes on employment income (earrings),
contributions paid by individuals and by employers,well as the main cash and neash
benefit programmes, includinginemployment berfigs, family benefits, guaranteed
minimumincome benefits, cash housing benefiiad employmeniconditional benefits
Disability benefitsand support for norparental childcareare included for a subet of
countries and years. The most important poli®aa that are outside the scope of the model
include taxes on wealth (e.g. taxes on immovable and unmovable properties, including local
taxes), indirect taxes (e.g. VAT), eargtirement benefits, sickness benefits andkiiml
transfers (e.g. free schawmleals, subsidised transparidfree health care).

This report describes the taxes and bentfasare included in the modehd focuses on the
rules that are relevant for family, individual and labmarket circumstances that are within

its scope. Thénnex provides information on other cash benefits and taxes on employment
incomes that can lrelevant for somenembers of the workirgge population, but which are

not included in th& axBENNnodel

Reading notes and further details on the scope arabntent of this report
1 Thereference datefor policy rules described in this reportlidanuary 202Q
1 Guidelines for completing and updating this reportareprovidedhere

1 Further information on the model, model results, and references to reports and analytical
uses is available othe project website A methodologydocument provides a full
description of the assumptions underlying the model as well as the model choices that users
can makeThesymbol’i in the textprovides a link to a glossary of technical terms.

1 Section titlesprovidethe names ofaxes andenefitsas they are knowim the country:
first, direct translation into Englistthen(in bracket}the namen the national language.

T In order to facilitate transparency between the policy descriptions and the assamigted ¢
in the model, the variable names are indicated in the text in square brackets using the
following format:[variable name] , for instancefAW] for the average wage.

1 COVID-related measures gpeovidedin bluefont. These measurdmve been introduced
after the reference policy date, 1 January 2020, and are not included in the model.

 Sickness benefits and Shtirhe work schemes described in Sections 9 and 10 are not
included in the model.

year


http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Overview.pdf
http://www.oecd.org/els/soc/OECD-Tax-Benefit-model-Guidelines-for-country-experts.pdf
http://www.oecd.org/social/benefits-and-wages.htm
http://www.oecd.org/els/soc/Methodology.pdf
http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
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The OECWenafxi t Intoedled ®Pdi loirc02@l es i n

1. Referencewagesand other reference amounts

Average waggAW]: The OECD tabenefit model uses Secretariat estimates of the
average fultime wage (availableerd®. If Secretariat estimateseanot available yet, the
model uses wage projections obtained by applying forecasted wage growtb latest
available wage estimate.

Iceland has no statutorginimum waggMIN] .
2. Unemployment benefits

2.1. Unemploymeninsurancebenefit (Atvinnuleysisdagpeninggar
Code in the OECD takenefit modef [Ul_p; Ul _s]

This is a unemployment insurance benefit. leantributory, not meantested and taxable.
Sy

2.1.1. Eligibility conditions’‘

Age: In order to qualify for unemployment benefits, one has to be between 18 and 70 years
old.

Contribution/employment history: An employee must have worked for at least 3 months
of the preceding 12 months to qualify for any unemployment insurance beneftbfie.

of the full benefit). In order to qualify for the full benefit, he must have worked for the last
12 monthsFor full-time workers with employment record in between 3 and 12 months,
the benefit will increase linearly from 25% to 100% of the full bene&rttimers qualify

for proportionally reduced benefits

Behavioural requirements and related #gibility conditions: @ A person must be
willing and available to work, and must be resident of and settled in Icélgretsormust

have been registered employed for at least three daysaxBENassumes that tee
compulsoryconditions are satisfied when simulating unemployment beriefits.

1 Average Wage areestimated by th€entre for Tax Policy and Administrati@t the OECDFor
more information on methodology st latesfTaxing Wages publication

2Wage growth projeions are based cRECD Economic OutlooRndEU economic forecas{for
non-OECD countries).

5The variable names ending -ovalt lpreidncfi ¢ arl f eard utl d )t hweh e
those ending witlspolise.so6 are related to the

4 Details on behavioutarequirements and sanction provisions for unemployment benefits are
reported in regularly updated companion reports liseeervol and Knotz (2018)Langenbucher
(2015)andVenn (2011)



https://taxben.oecd.org/docs/TaxBen_wages.xlsx
http://www.oecd.org/ctp/
http://www.oecd.org/tax/taxing-wages-20725124.htm
https://www.oecd-ilibrary.org/fr/economics/data/oecd-economic-outlook-statistics-and-projections_eo-data-en
https://ec.europa.eu/info/business-economy-euro/economic-performance-and-forecasts/economic-forecasts_en
https://www.oecd-ilibrary.org/employment/how-demanding-are-activation-requirements-for-jobseekers_2bdfecca-en
http://www.oecd-ilibrary.org/social-issues-migration-health/how-demanding-are-eligibility-criteria-for-unemployment-benefits-quantitative-indicators-for-oecd-and-eu-countries_5jrxtk1zw8f2-en
http://www.oecd-ilibrary.org/social-issues-migration-health/how-demanding-are-eligibility-criteria-for-unemployment-benefits-quantitative-indicators-for-oecd-and-eu-countries_5jrxtk1zw8f2-en
http://www.oecd-ilibrary.org/social-issues-migration-health/eligibility-criteria-for-unemployment-benefits_5k9h43kgkvr4-en
http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
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2.1.2. Benefit amount

Benefits are paid in proportion to the number of hours worked in insured employment in
the previous 12nonths:

The full benefit amount is ISR89 510 per month.

The minimum benefit amount is ISK 375 per month (2% of full benefits).

Since 2006, benefits are linked to previous employment income to an extent. After having
received the general benefit amofior two weeks the recipient is entitled to 70% of his
employment income (average income in @month period ending two months prior to
unemployment), subject to a maximum of 1886404 monthly, and for 65 days (three
months) only. Afterthat, he will continue to receive the general benefits only, for the
remainder of his entittement perio@he earningelated benefit cannot be below the
amount of the flat benefits that a person is eligible to.

Parents receive a family supplement of 1$K580 per monh (4% of full benefits) per
dependent child below 18 years of afjeese supplements apply to both the flat benefit as
well as the earningselated benefitin case of earningselated benefit it means that the
amount with supplements for children can edtthe maximunof ISK 456404 monthly.

On 26 August 2020,saa response to the Covid cristee period of incomeelated
unemployment benefit was temporarily extended to 130 days (six months) Qctiblier
2021.The total duration of the unemploymennbkét remained the same.

2.1.3. Benefitduration

Benefits are paid for a maximum 80 monthssince 1January2015 (36 months before
thai).

2.1.4. Means test

The benefit is not measssted.

2.1.5. Tax treatment

Benefits are subgt to general income tand thee mp | o ortax@&@mpulsory pension
payments(4%). The Unemployment Fund pajsh e e mp | dax eompudsoryn o n
pension paymentl(L.5% since July 2018 on behalf of the benefit recipiertot covered

by the model)In addition, if taxable income (which includesamployment insurance
benefit) exceeds the threshold, the feetheoConstruction Fund for the Elderly and the
Treasuryare also paidby the benefit recipient

2.1.6. Interactions with othecomponents of the tebenefit syster@“

Individuals receiving health insurance benefits because of a-melated accident
(slysadagpeninga@re not eligible for unemployment benefits for the duration of receiving
said benefits.

Individuals receiving maternity/paternity leave payméfaeingaorlofsgreidslur)are not
eligible for unemployment benefits for the duration of receiving said payments.

For those receiving old age or disability pension payments, the unemployment insurance
benefits are reduced by half of the total amount (old agesability pension payment plus
unemployment insurance benefits) that is above the sum of the full unemployment
insurance benefits and the deductexemption threshold of the pension system.


http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
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(None of these three cases is covered by the model becawsmtrélenefits/pensions are
not simulated.)

2.1.7. Combining benefit receipt and employment/starting a new job

If a recipient has occasional employment for one or two days at a time, benefit is reduced
in proportia to the number of hours worked

Figure 1. Unemployment benefit

40-year old singlgerson

Panel A: Flat benefit by previous employment record Panel B: Maximum flat benefit by family type
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Note Benefit rules do not depend @rether a person is single or lives in a coubl@ewever, there are
supplements for children (shown in Panel B). Other panels (Panels A, C and D) show benefit amount for a
single person without childreRanels B, C, and D assume long and continues previous employment record.
Panel A shows flat beneft amountby previous employment record. Flat benefipasd in the first two

weeksof benefit receipandafter the ed of the incomeelated benefifapprox. 3 monthsPanel Bshowsthe
maximum flatbenefit amounby number of children (under 18 yeatd)oPanel C shows incorrelated

benefit amounby previous gross earnings. Incomeated benefit ipaidfor approx. 3 monthafter the

inital A wa i t i n g twp weeks.ddnéd Doshows benefit amount by duréoioa persorwith previous
earnings aithe average wagt the first and fourth month of benefféceipt,the amount is a weighted

average of the flat amount (paid for two weeks) and inemiaed amount (paid for another two weeks).
Source OECD TaxBenefit Model
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3. Social assistance antousing benefits

Municipality financial assistancé~jarhagsadstod sveitarfélaga3 available from local
governments for those without other resouseg Sectiofkrror! Reference source not
found.). There aralsotwo schemes for housing benefise for tenants and one for home
owners. Housing benefit (Huseedibeetu) is available to households renting
accommodation as long as no household member owns any other realléstdtenefit

is simulated in the model (see Sect®rHome owners can receive interest rebates to offset
their mortgage payment$lortgage interest rebate iomsimulated in the model (see
description in the Annex).

3.1. Municipality financial assistancgFjarhagsadstod sveitarfélaga

Code in the OECD takenefit model:[SA]

This is anon-contributory benefit meandested and taxable. Benefit amouligfer
regionally.In the model the rules for the capitReykjavik are simulated.

3.1.1. Eligibility conditions

Municipalities are required by law to assist individuals who cannot provide for themselves
and those they are legal guardians of. During the psagieseviewing an application for

financi al aid the municipality wil!/ coll ect

benefits from the central government and the social security system. The municipality can
then reject the applications of thoseomualify, fully or partially, for benefits from the
central government and the social security system if their needs will be met by said benefits.
3.1.2. Benefit amount

Financial assistance is the difference between the needs (the applicable amount) and the

cla mi ng househol ddéds resour cesisshovndeloavpp !l i cabl e

Applicable amount:
Household type recommended minimun
monthly rate (ISK)

Single persons 207709
Couples 322334
Individual, living with par@mtiscovered by the model) 103854
Individual, cohabitfngt covered by the model) 175006

An individual, living with parents, who himself supports a child, is entitled to
ISK 175006 monthly (not covered by the modelfhere are no other regular allowances
for dependenthildren. Recipients who have received benefits for at least three months are
entitled to a December bonus of 25% of their regular monthly assistance.

Additional support may be provided to beneficiaries of assistance to meet various expenses,
such as funal costs, dental bills, education gfeot covered by the model)

Parents may be entitled to additional support, Ui$k016 671per child monthly, to pay
for child care, school me a | seing.rThisasgpportisi t i e s
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graned on an individual basis, subject to revision after eagtolth period. They may
also receivéSK 16 154twice, in August and December, towards expenses at beginning of
school and Christmagot covered by the model)

3.1.3. Benefitduration

Social assistance igranted onhe basis of a decision, with a base period of either 6
months. Aftel6 months, assistance may continue, following consultation and an assessment
of eligibility. No generahbsolute duration limit applies

3.1.4. Meanstest'..)

There are naarnirg disregardsThe testedresources include all gross family income.
Excluded is income of children and all benefits paid in respect of children such as child
support and family benefits, as well as mortgage interest rebategasidgbenefits. The
exempton is the lone parent benefit, which is included as family income in the same way
as labour income, unemployment benefits, capital income, etc.

3.1.5. Tax treatment

Subjectto general income tain addition, if taxable income (which includewinicipality
financial assistance) exceeds the threshold, the fees to the Construction Fund for the Elderly
and the Treasury are also pailthe benefit recipient

3.1.6. Interaction with othecomponents of the tebenefit systen@“

All other benefits, with the exception imicome of children and all benefits paid in respect

of children such as child support and family benefits, as well as mortgage interest rebates
andhousingbenefits, are wholly deducted from the applicable amount. An exemption in
regard to benefits paichirespect of children is the lone parent benefit, which is wholly
deducted from the applicable amount.

3.1.7. Combining benefit receipt and employment/starting a new job

Employment does not affect eligibility, but employment income affects the aid amount as
descibed above. If the applicant is employed garte, with income below the applicable
amount, they will be required to register with an employment agency and segéull
employment in order to receive aid.


http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
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Figure 2. Municipality financial assistance

40-year old single perscend couplavith or without children

Benefit amount by earnings
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Note Results assume no receiptemployment benefitone parent benefds well as other benefits, which

are usually included in the means testrfamicipality financial assistanc®iscretionarysupplementsor

children arenot included, thus the benefit amount depends only on whether a person is single or lives in a
couple. The figurshows the reduction in benefit amount as one adult starts woilkieghenetiis reduced

by 11SK for everygrossISK earnedResidence in the municipality &eykjavikis assumed.

Source OECD TaxBenefit Model
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3.2. Housing benefits (HUsnaedisbaetiir

Code in the OECD takenefit model{HB]

A new housing benefit replaced the reanéfit as of 1 January 2017.
This is anon-contributory benefit, meargsted and not taxable.

The central government financasd administers the housing benefit system.

3.2.1. Eligibility conditions

Housing benefits are available to tenants with a certified rental agreement of at least
3mont hsdé durati on. Mdrhustbe aeselfordathedarditéggp momsd at i o
in dormitories on campuses are excluded

3.2.2. Benefit amount

Number of dwellers Annual futlenefit amoufisK) Annual income threslis)

1 389520 4020975
2 515172 5318064
3 603 132 6226026
4 or more 653388 6744861

The benefit is reduced if income surpasses the thresholds (see Se&tdon
The rent benefit can never be more than 75% of the actual rent.

3.2.3. Benefitduration

As long as the eligibility conditions hold. When a recipient becomes ineligible they will

not receive paymetf housing benefits for the month during which they became ineligible.

If a household member turns 18 during the benefit duration the recipient shall get said
household memberds approval for the necessary
pertaining to housing benefits. Housing benefit payments can be withheld by the

government for 60 days from the first day of the calendar month following the month in

which said household member turned 18 if such approval is not received. If the
administrative ofie s have not received said howuwusehol d me
day grace period, the household has voided their right to housing benefits for the time

period. The rights to housing benefits are furthermore demarcated by tdatenaf the

certifiedrental agreement.

3.2.4. Meanstest

Housingbenefits are targeted to lewcome tenants and are therefore subject to an income
test. The benefit amount is reduced1igs of income(i.e. the taxable income &l non
studying household membel8 years or oldérthat surpasses the income threshdlie
taxable income (covered by the model) includes earnings, unemployment benefits, lone
parent benefit, and municipality financial support.

After accounting for deductions due to the incetest the benefits are subjeto a net
wealth test. The posthcometest amount is reduced proportionally starting at a combined
net wealth threshold of ISR 000 000 for all household members and reaching zero at
ISK 12800000. Thus, if the combined net wealth of a household{sl&400000 (at the
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halfway point between the net wealth threshold and the -kmsmefit point of
ISK 12 800000) the posincometest amount is reduced by 50t wealth is assumed
to be zero ithe model)

3.2.5. Tax treatment

Benefits are not taable

3.2.6. Interaction with othercomponents of the tebenefit systen@‘

Housing benefits do not interact with other components of thbaagfit system

3.2.7. Combining benefit receipt and employment/starting a new job
Benefit receipt is unaffected by employment status.


http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
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Figure 3. Housing benefit

40-year old singler couplewith or without children

Panel A: Maximum benefit amount by family type
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Panel B: Benefit amount by earnings
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Note Results assume no receipt of unemployment benefits, financial municipality assistance, lone parent
benefit or other benefits, which are usuafigluded in the means test for housing benefit. Rent is assumed to
be 20% of average wage for all family types. Panel A shows maximum benefit amount for a jobless family
with no income. Panel B shows the reduction in benefit amount if one adult stakisgvor

Source OECD TaxBenefit Model
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4. Family benefits

4.1. Family benefit(Barnabaetuy
Code in the OECD takenefit model{FB_ | ]
This is a norcontributory benefit, meartested and not taxable.

4.1.1. Eligibility conditions
To have a dependent child und&years of age

4.1.2. Benefit amount

The benefit amount per child and income tamdepend on the household type:

Amounts paid2@0(based

Household type on income received in90]
ISKyear

Benefit amounts:
Children under 18
- First child 234500
- Each additiondild 279200
Additional benefit for children under 7
- For each child under 7 140000
Benefits for single parents
- First child 390700
- Each additiondild 400800
Special child benefit supplément
- Per childf households receive other child bg 42 000
- Per child, if other child benefits are fully cur 30 000
Income threshold for benefit curtailment
For couples 7800000
For single parent 3900000
Curtailment of benefits
For one child 4%
For two children 6%
For three children or more 8%
For aditional benefit for children @nder 4%per chilg
Additional Cl_thaiIment for high incadme 15%
(introduced in 2019)
Threshold for couples 11000000
Threshold for single parents 5500000

1A temporary measure in response to the Covid cif$iis is a oneff universal supplementary child benefit
payment, transferred to famili@sth children under 18n 1 June 2020.
2 Additional curtailment is not applied taditional benefits for parents of children under

Note that child benefits paid iB020 are based on information fro2019 tax returns.
However, in the model benefits paidd620are simulated based on incomeb2Q
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4.1.3. Benefitduration
As long as the @ibility conditions hold.

4.1.4. Meanstest

The general benefit for parents with one child is reduced®gfdncome above the income
limit, by 6% for parents with 2 children and by&or parents with 3 or more children. The
additional benefit for children under 7 years of age is reduce&dnyfdncome above the
limit (benefit is reduced for each chilce. the artailmentrate ismultiplied by the number
of children under ) See itome thresholds in table in Sectién.2.).

The income definition for the means test includes the following sources of income covered
in this report: employment income less ftar compulsory payments to the pension fund,
lone parent motherhood/fatherhood allowanaeemployment benefit and municiipa
financial assistance.

4.1.5. Tax treatment

The benefit is not taxable.

Il i)
L

4.1.6. Interaction with othecomponents of the tebenefit systen:
Benefit does not interact with other components of thd&mefit system.

4.1.7. Combining benefit receipt and employment/staramew job
Benefit receipt is unaffected by employment status.

4.2. Lone parent mother/fatherhood allowand®laedralaun/Fedralaun
Code in the OECD takenefit model{ LPB]

This is a norcontributory benefit, not meastested and taxable.

4.2.1. Eligibility conditions

Lone parents with two or more childrémnder 18years of ageare entitled to additional
benefits from the Social Security Administration

4.2.2. Benefit amount
The benefit amount depends on the number of children:

Number of children Benefit amount per y#38K)
2 children 123552
3 children 321228

Additional amounts are paid to lone parents with disabled chilgh@ihcovered by the
model)

4.2.3. Benefitduration

As long as eligibility conditions hold.


http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
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4.2.4. Meanstest’

The benefit is not income tested

4.2.5. Taxtreatment
Subject to general income tax

N
|

4.2.6. Interaction with othecomponents of the tebenefit systeni_?j}“

The benefit does not interact with other components of thbdagfit system.

4.2.7. Combining benefit receipt and employment/starting a new job
Benefit recqpt is unaffected by employment status.


http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf

b 17

Figure 4. Maximum amounts of family benefits

40-year old single person or couple with children

Panel A: Single or couple, by number of children

Wil

Single Couple Single Couple Single Couple Single Couple
1 child 2 children 3 children 4 children
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1 1

Benefit amount (1000 ISK per year)

500
I

Panel B: Single parent with one child, by child's age

200 300 400 500 600
1 1 1 1

Benefit amount (1000 ISK per year)
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1

0
L

1.2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17
I Family benefit under 18

1 Family benefit under 7

I Lone parent mother/fatherhood allowance

Note The figure shows maximum family benefit amounts for a jobless family with no incorRanil A,
childrends ages are 4, 6, 8, and 10. I n Panel
Source OECD TaxBenefit Model

B,
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Benefit amount (1000 ISK per year)

Benefit amount (1000 ISK per year)

Figure 5. Family benefits by earnings

40-year old single person or couple with children

Panle A: Single
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Note The figure shows the total amount of family benefits (family benefit under 18 and under 7 years old,
and bne parent mother/fatherhood allowanard how they are reduced if one adult starts workihe.

second adult in a couple is assumed to be out df.Wiwe family receives only earnings from work and
family benefits. The amounts afrie parent mother/fatherhood allowardoes not depend on earnings. Other
benefits are reduced gradually to zero as earnings increase. Children are 4, 6, 8, and 1f) years ol
Source OECD TaxBenefit Model
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5. Net costs of Early Childhood Education and Care

Thereference datefor thepolicy rules described in thgectionis 1 January 2020

Presschools are available to all children who have not reached the age atwimighlsory

school begins, i.e. in autumn of the year in which the child turns six. However, few pre
schools accept children less than one year old, and the youngest children are usually about
two years of age. Before that they may be cared for bycdegparents.

5.1. Gross childcare fees
Code in the OECD takenefit model{IC cc_cost]

Local municipalities pay for the construction and the operation epfineary schools.
Parents contribute a substantial amount towards operating costs at-ganany lesel.

The share that the parents contribute varies from one municipality to another. In most
municipalities, reduced rates are available to lone parents and students and some offer
reduction to parents who have two or more children attending schoolspae{fwémary

level. Overall, parentcontribute about a sixth of the operating costs ofgpimary

schools.
Most of the pres c hool s are public but there-are a nu
school so. Many of t hem ar etheaphbblicesystero. Thesec ept chii

schools are also subsidized by municipalities, but receive a lower stipend than public pre
schools. To accommodate for this, these independently ruschomls are allowed to
charge a 15% higher fee than the publicsmilools.

In the model, it is assumed that a child attends a publisgireol inReykjavik
The fee of Reykjavilpublic pre-schools is divided into two categories:
l. No discount. Applies for married parents and parents who live together.

Il. Discount fee. Applies fofamilies where both parents are students; for lone
parents; one or both parents are disabled; employees of Reykjavik Preschools.

To qualify for category I, studying parents must study-fiatie. This category is also for
full-time students in juniocollege and vocational schools. Evening classes are not valid.

Tuition fee for each category and meal fe@®9 arethe following

The fees of Reykjavik Preschools paid by parentpéiQiionth), from 1 Januan2020

Tuition fee Meal fee Total fee

Daily duration| Category || Category Il | Category | & 1l| Category | | Category Il
4.0 hours 7628 3164 2280 9908 5444
4.5 hours 8582 3560 2280 10862 5840

®In the model, tiis assumed that also egearold children can attend psehools.However, in
practicethemajorityof-y ear ol ds ar e wi t hi n tchar enupa rce mptad istyys tseu
(see information othe sibsidy for childcare with daycare parents Annex) Day-care parents set

their fees individually(not covered in this reportReykjavik city officials expect to be able to

guarantee prechoos for oneyearolds bytheendof 2023.
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5.0 hours 9535 3955 9 080 18615 13 035
5.5 hours 10489 4351 9 080 19569 13431
6.0hours 11442 4746 9 080 20522 13826
6.5 hours 12396 5142 9 080 21 476 14 222
7.0 hours 13349 5537 11360 24709 16897
7.5 hours 14 303 5933 11360 25663 17 293
8.0 hours 15256 6328 11360 26 616 17688
8.5 hours 18777 7780 11360 30 137 19 140
9.0 hours 25799 10688 11360 37 159 22 048
9.5 hours 32821 13596 11360 44 181 24956

In the modelthe childcardull-time fee is modelled assuming 8 hours of childcarel the
parttime feei assuming 4 hours

5.1.1. Discounts for partimeusage

Preschools operated by municipalitiesfesf parttime or fulktime care. The fees are
determined based on the howsed the table aboje

5.2. Fee discounts and free provision

Parents with more than one child are entitled to 75% discount of tuitidarféres second
child and 100% discount for the third ch{land any subsequent chil®arents must pay
full meal fee for every child. This discount rule applies equally for children in-agheol
who have siblings in a family dagare or in a private prschool.

5.3. Child-care benefits for formal centrdased care
Code in the OECD takenefit model{cc_benefit]

Reykjavik and many other municipalities subsidise ebdce with daycare parents
(Niourgreidsla vegna barna hja dagforeldrunb)ay-care parentsre certified to operate
child-care services in their homes. They set their fees individuBliis benefit is not
simulated in the model because it is assumed that preschool childcare is available. The
description of the subsidy for daare parents care found in Appendix

5.4. Child care allowance for children not using child care centers

In 2013, benefits to parents who care for their children at home in the period beginning
6 months after the child is born until the child enterssmeool (castor-care)have been
abolished in most or all municipalities where this type of benefit was formerly available.
This trend is explained by the tight financial situation of municipalities and surging demand
for social assistance that they are required to provideeabeastior-care is optional for
them.Reykjavik, the largest municipality, abolished césthcare in April 2011.

No legislation exists on cagbr-care. Generally, cadlor-care is available only if no
formal centrebased childcare is used. The regevparents may be employed or not. The
benefit is not meantested and not taxable. If used by the recipient towards paying for child
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care, it is taxable with the caregiver, usually a family member. The benefit amount may
vary significantly between munigdlities.

This benefit is not simulated in the model.

5.5. Tax concessions for childcare expenditures
There are no tax concessions for childcare expenditures in Iceland.

Figure 6. Childcare fees paid by parents

40-year old singlgerson or couple with children

Childcare fees by number of children

120
1

80 100
1

60

Childcare fees (1000 ISK per month)
40

20
1

Single Couple Single Couple Single Couple Single Couple
1 child 2 children 3 children 4 children

| I Actual childcare fees paid by parents [ Discount |

Note Results assume that a family resideRaykjavik Childcare fees do not depend on family income, but
there are discounts based on family compaosition (for single parents and silBthsparents are working

full time and use childcare for all children for the full day (8 hours per day). Children are 2, 3, 4, and 5 years
old.

Source OECD TaxBenefit Model

6. In-work benefits

There are no iwork benefits in Iceland.
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7. Social security contributions and payroll taxes

7.1. Social security contributiongTryggingagjald

Variablenames: | SOCSEC p SC NTCP_pSOCSEC s, SC NTCP_s SSCR p
SSCR_NTCP_p SSCR_s SSCR_NTCP_}

Individuals withan annual taxable incomef more thanlSK 1 870828in 2020pay two

fixed annual feego the Construction Fund for the Elderlydtio the Treasury, intended to
finance the National Broadcasting Servitbese fees are payable in the following year

and decided in thend of 2020 during th2021budget process. The fee for the Construction
Fund for the Elderlyis ISK12034 in 2020 (paid in 2021). The fee for the National
Broadcasting Service is ISKB300in 2020 (paid in2021). Individuals youngethan 16

years old and 70 years or older are exempt as well agjelgensioners or disabled résid

in old-age, nursing homes or special care establishments. Both fees are payable in the
following year 02J). Neverthelessin the model these fees are simulaitethe income
reference year (not in the year when they are actually.paid)

Employers pay a social security contribution on their total payroll cost to the Treasury. The

ratefor 2020is 625% (6.50% in 201). The proceeds go towarddut do not fully finance

Tthe central government 6 s ¢ odchildbirtioléavepthed a g e, di
remainder of the cost coming from general tax revenue.

In addition to the social contributipthere are two mandatory feks/ied on the social
securitycontributionbasethe Promote Iceland Market Feand the Wage Guarantee Fund
Feé, 0.05% each.

Furthermore, a new financial activities tax was introduced in 2012, which requires financial
and insurance companies to pay an additional payrolffi@sysluskattuy. The rate for
2018is 5.5%.This tax is not part of the model.

Pension funds: Individuals aged-I6 years with taxable income must be members of a
pension fund and contribut&slof their wages, generally deducted on a withholding basis.
The employer countesontributes at least anothénl.5% (since 1 July2018. Both
contributions are deductible from income before tax.

From 1 July 2014, employees can contribute up % # a pension fund on an optional

basis. This contribution is also taxempt. If an employee chooses to take abison,the

employer will generallymat ch t he empl oy e d the employeefsi but i on
wages.These optional contributions are not simulated in the model.

6 Since the fees are determined in the end of the yeapreliminary model for 2020 includes the
fees of 2019 (paid i2020) andhe final version includethe fees of 2020 (paid in 2021).

"The market fegoes taiPromote Icelandl a publicprivate partnership established to improve the
competitiveness of Icelandic companies in foreign markets and to stimulate economic growth
through increased export

8 TheWageGuarante€und guarantegpayments to employees and pension funds in respect of their
outstanding claims in the event of an employerds i



b 23

Figure 7. Social security contributions

40-year old singlgersonwithout children

Panel A: Employee contributions by earnings
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5 Panel B: Employer contributions by earnings
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Note Social security contributions are paid on individual earnings and do not depend on family stAucture.
person receives only earnings from work and does not receive municipality financial assistance or other

taxable benefits, which are included in the td®ancomeResults include netax compulsory payments to

pension fundsEmployermandatory feesclude the Promote Iceland Market Fee and the Wage Guarantee

Fund Fee.
Source OECD TaxBenefit Model.
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8. Taxes

Iceland has a dual income tax system. Persnoaine tax for central and local government
is collected together on a withheld basis. Income is taxed on an individual basis, except for
capital income of married couples which is taxed joifrilyt covered by the model)

Due to Covid, a payment deferratheme was introduced for monthly pasyou-go
payments of withheld central and local PIT and social security contributions on previous
month wages. Employers may defer 50% of the payable amount in March 2020. Employers
hardhit by COVID-19 may also defel00% of the monthly payable amount up to three
times in the ninenonth period AprilDecember 2020. Deferred amounts are due for
payment in January 2021.

8.1. Personal income taXTekjuskattur einstaklinga
Code in the OECD takenefit model{ FT_p; FT_s]

This section describes both central government and local government income taxes.

8.1.1. Tax allowances

Tax allowance for pension contributions:Since January 2000, the compulsory payment
by employees to pension funds, amountingood wages, is deductible. In adidn, since

1 July 2014 a voluntary payment of up t@%lof wages may also be deductedt coered

by the model)

Work -related expensesearningsrelated transportation costs (net of fringe benefits) are
deductible up to a certain limihot coered by he model)

8.1.2. Tax base

Taxable income in the model includegges,unemployment benefitsmunicipality
financial assistance andrle parent mother/fatherhood allowantex base is taxable
income minus tax allowanceBhe tax base is tteame for the central and local government
tax. In the modelm case of couplesnunicipality financial assistance is allocated to the
partner with the lower taxable income.

8.1.3. Income tax schedule

In 2020, thecentral governmengersonal income tax was reformed intaple-rate system
In 2020, the tax schedule is the following:

the bottom rate of60% applies to personal income up to ISB6916 per month;
the middle rate 022.75% applies to income ranging from ISK 336 9p6alSK 945 873
the top rate is 31®4% for income above 1SKR45087.

The local government personal incomeitagingle rated. It varies between municipalities
from 12.44% to 14.52% he average rate ¥ 44% is used in the model

In general, the taxinit is the individual. A special rule applies fprr i n ctaxpbéel 6 s
income in theéhighestbracket (above ISH1350476annually i.e.ISK 945873monthly),

if the spouseds t al830476 A pant oftheper iinscindpesl dve
above BK 11350476is then taxed in theniddle bracket The part is determineaks half

of the amount by which the sp@u® income is below ISKL1350476, subject to a

E N ]
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maximum of ISK3 653738 (half theamount of personal income that can be taxed in the
middle bracke}.

8.1.4. Taxcredits

Basic tax creditis ISK 655538 per earner annually. The credit is subtracted from central
and local government taxes; unused portions are not refundable. Married couples may
utiiseupto 108of each spouseds unutilised port.i

Figure 8. Income tax

40-year old singlgersornwithout children

Note A person has no other sources of income but earnings from Gmy&s taxes are taxes beftine basic
tax credit. Final taxes are total taxes after subtractidheobasidax credit(nonrefundable)Iincome tax is
calculated at the individual level and does not depend on family structure (with the exception of married
couples under certain caitidns, not shown in the figure).

Source OECD TaxBenefit Model
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