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Preface

KPMG LLP’s (KPMG) Film Financing and Television Programming: A Taxation 
Guide, now in its sixth edition, is a fundamental resource for film and television 
producers, attorneys, tax, and finance executives involved with the commercial 
side of film and television production.  The guide is recognized as a valued 
reference tool for motion picture and television industry professionals.  
Its primary focus is on the tax and business needs of the film and television 
industry with information drawn from the knowledge of KPMG International’s 
global network of media and entertainment Tax professionals.

KPMG published the first guide more than 15 years ago as a resource for global 
coverage of incentives and tax updates as they apply to the film and television 
industry. Subsequent editions expanded into coverage of financing techniques, 
credits/incentives, and a thorough appendix of withholding tax rates–a valuable 
reference tool for all finance and tax professionals.

Each chapter of the sixth edition focuses on a single country and provides a 
description of commonly used financing structures in film and television, as 
well as their potential commercial and tax implications for the parties involved. 
Additionally, the United States chapter focuses on both federal and state 
incentives, highlighting the states that offer the more popular and generous tax 
and financial incentives.  Key sections in each chapter include: 

Introduction
A thumbnail description of the country’s film and television industry contacts, 
regulatory bodies, and financing developments and trends.

Key Tax Facts
At-a-glance tables of corporate, personal, and VAT tax rates; normal non-treaty 
withholding tax rates; and tax year-end information for companies and 
individuals.

Financing Structures
Descriptions of commonly used financing structures in film and television in the 
country and the potential commercial tax implications for the parties involved.  The 
section covers rules surrounding co-productions, partnerships, equity tracking 
shares, sales and leaseback, subsidiaries, and other tax-effective structures.

Tax and Financial Incentives
Details regarding the tax and financial incentives available from central and local 
governments as they apply to investors, producers, distributors, and actors, as 
well as other types of incentives offered.

Corporate Tax
Explanations of the corporate tax in the country, including definitions, rates, and 
how they are applied.
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Personal Tax
Personal tax rules from the perspective of investors, producers, distributors, 
artists, and employees.  

Appendices
Additionally, withholding tax tables setting forth the non-treaty and treaty-based 
dividend, interest, and film royalty withholding tax rates for the countries 
surveyed are included as an appendix and can be used as a preliminary source 
for locating the applicable withholding rates between countries. 

KPMG and Member Firm Contacts
References to KPMG and KPMG International member firm contacts at the end 
of each chapter are provided as a resource for additional detailed information.

The sixth edition of KPMG’s Film and Television Tax Guide is available in 
an online PDF format at www.kpmg.com/filmtax and on CD.  The guide is 
searchable by country. 

Please note: While every effort has been made to provide up-to-date 
information, tax laws around the world are constantly changing. Accordingly, the 
material contained in this book should be viewed as a general guide only and 
should not be relied upon without consulting your KPMG or KPMG International 
member firm Tax advisor. 

Finally, we would sincerely like to thank all of the KPMG International member 
firm Tax professionals from around the world who contributed their time and 
effort in compiling the information contained in this book and assisting with 
its publication.  Production opportunities are not limited to the 35 countries 
contained in this guide.  KPMG and the other KPMG International member 
firms are in the business of identifying early-stage emerging trends to assist 
clients in navigating new business opportunities.  We encourage you to consult 
a KPMG or KPMG International member firm Tax professional to continue the 
conversation about potential approaches to critical tax and business issues 
facing the media and entertainment industry.

Thank you and we look forward to helping you with any questions you may have. 

Preface
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Iceland

Chapter 14

Iceland
Introduction
Iceland offers film producers a cost-effective film production environment 
with an international competitive tax environment including low tax on 
business and investment income as well as specific tax incentives, along 
with the possibility to apply for financial support for film production. 
The strong devaluation of the Icelandic currency (Króna – ISK) following the 
global financial crisis in 2008 has made Iceland even more interesting for 
foreign investors.

The country offers an amazing spectrum of scenery including blue glaciers, 
glacial lakes, roaring waterfalls and rivers, high mountains and volcanoes, 
deep emerald-green and black stone valleys, miles wide pitch-dark deserts 
and white smoking geothermal areas, dramatic black coast lines and old 
villages, and there is still much to add.

Many films and television programs filmed entirely or partly in Iceland have 
been released internationally, such as: LazyTown, Journey to the Center of 
the Earth, Batman Begins, Hostel, Letters from Iwo Jima, Die Another Day, 
Falcons, It’s Worth Living, Lara Croft: Tomb Raider, No Such Thing, Noi the 
Albino, Vikings, Virus in Paradise and Flags of our Fathers.

Key Tax Facts

Corporate income tax rate 20%

Highest personal income tax rate 46.28%

Value Added Tax (VAT) 25,5%

Annual VAT registration turnover 
threshold

ISK 1,000,000 ($8,680)

Normal non-treaty withholding tax 
rates:

 – Dividends 18%

– Interest 18%

– Royalties 20%

Tax year-end: Companies Calender Year

Tax year-end: Individuals Calender Year

Iceland
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New South Wales Film and Television Office www. fto.nsw.gov.au

Victoria Film Victoria www. Film.Vic.gov.au

South Australia
South Australian Film 
Corporation

www.safilm.com.au

Queensland
Pacific Film and Television 
Commission

www.pftc.com.au

Film Financing
Financing Structures

Co-production
An Icelandic resident may enter into a joint venture with one or more foreign 
investors to finance and produce a film in Iceland. This arrangement does not 
trigger tax liability in Iceland for foreign investors.

A foreign investor is subject to corporate income tax in Iceland only in the 
case that the investor carries on business in Iceland or is considered to have 
a permanent establishment here.

The term ’permanent establishment’ is not defined in Icelandic law, but is in 
general understood as a fixed place of business through which the business 
of an enterprise is wholly or partly carried on and interpreted in accordance 
with the OECD Model Convention and its Commentaries. It is likely that if the 
film production lasts for some months that a permanent establishment has 
been established. Tax liability in Iceland normally results in double taxation, 
unless tax treaty protection or tax credit in the investor’s home country is 
available.

If the investor carries out his activity through a subsidiary in Iceland, the 
investor would most likely receive his return in the form of dividends. 
The withholding tax rate under domestic law is 18% to companies or 20% 
to individuals but may be reduced by a relevant tax treaty. Also, according to 
domestic law, foreign companies domiciled in the EEA may get the withholding 
tax reimbursed in connection with the ordinary assessment in November the 
year following the distributing year by filing an Icelandic tax return.

Partnership
There are two types of partnerships in Iceland; a dependent tax entity and an 
independent tax entity.

Iceland Iceland
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The income and assets of a dependent partnership are divided between 
the partners and taxed with other income and assets of the partners at their 
respective tax rates. In other words, a dependent tax entity functions as a 
pass-through entity for tax purposes.

A partnership that is an independent tax entity is subject to a 36% tax on 
its income and assets; however, the partners are liable in solidum for the 
partnership’s taxes. Allocations to partners can be made without any further 
taxation in Iceland.

Yield Adjusted Debt
A film production company may sometimes issue a debt security to investors 
where the yield may be linked to revenues from specific films. The principal 
may be repaid on maturity and there may be a low rate of interest stated on 
the debt instrument. However, at each interest payment date a supplemental 
payment may be paid if a predetermined target is reached or exceeded. 
For Icelandic tax purposes, this predetermined amount would likely be 
classified as debt. The terms and conditions of the debt instrument should 
fulfill the arm’s-length principle.

Sale and Lease Back
In order to avoid cash flow problems and match investment expenses with 
future income receipts, a film production company may sell the film rights 
to a company or a partnership, which then licenses the film rights back to 
the production company. With respect to contracts for cross-border leasing, 
hiring out, loan arrangements and purchases on credit, the tax assessment 
and tax base may vary according to the facts and circumstances of the 
contract in question. The Icelandic legal and tax system applies substance 
over form interpretation when deciding upon the legal content of documents 
and agreements.

Tax and Financial Insensitive
Investors
There are no special tax incentives in this field in Iceland.

Public Information
Film in Iceland is run by Invest in Iceland Agency, an agency of the Trade 
Council of Iceland and the Ministry of Industry and Commerce. The main 
focus is to introduce Iceland to foreign film producers and for providing 
general information on various issues in relation to movie making.

For further information on Film in Iceland you can visit its web page  
http://film-in-iceland.org or contact its staff at info@filminiceland.com.

IcelandIceland
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Producers

Reimbursement of Production Cost
A special legislation has been passed in Iceland which aims “to enhance 
domestic culture and promote the history and nature of Iceland” by 
temporarily supporting motion pictures and television programs produced 
in Iceland. Act. No. 43/1999 on Temporary Reimbursement in Respect to 
Film Making in Iceland provides up to a 20% reimbursement for all film and 
TV production costs incurred in Iceland and Europe if the production meets 
certain criteria during 2001–2011.

Producers can apply to the Ministry of Industry for the reimbursement. When 
more than 80% of the total production cost of a motion picture or television 
program is incurred in Iceland, the reimbursement is calculated on the basis 
of the total production cost incurred within the European Economic Area. 
The reimbursement scheme does not cover the production of commercials 
or music videos.

Public Support
Icelandic authorities have introduced financial incentives to increase 
international interest in filming in Iceland. In the beginning of the 2003 Act 
No. 137/2001 on Movies entered into effect, allowing the government to offer 
assistance in the matters of filmmaking in Iceland. The purpose is to support 
the progress of filmmaking and to encourage further growth in the field in 
Iceland, both as an art and a business. Support to Icelandic film industry is 
provided by two entities, The Icelandic Film Centre (Ice: “Kvikmyndamiðstöð 
Íslands”) and The Film Archive (Ice: “Kvikmyndasafn Íslands”). The Icelandic 
Film Centre’s role is to promote Icelandic filmmaking by providing financial 
support. The Film Archive compiles, records, and retains films and printed 
material regarding the films. An Icelandic film is a film which is produced 
and sponsored by Icelandic parties or is a co-production by Icelandic and 
foreign parties. A project supported by the fund must have connections with 
Icelandic culture unless special cultural grounds exist for deciding otherwise.

According to the law, only production companies registered in Iceland can 
officially apply for a financial support from the Icelandic Film Centre.

For further information on the activities of the Icelandic Film Centre, visit  
its Web page http://www.icelandicfilmcentre.is or contact its staff at  
info@icelandicfilmcentre.is.

Iceland Iceland
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Eurimages
As Iceland is a member of the European Economic Area, films and television 
programs made in Iceland can receive grants for film production offered 
by the European Union and its member countries. Eurimages is the 
Council of Europe fund for the co-production, distribution and exhibition of 
European cinematographic works. Eurimages was set up in 1988 as a Partial 
Agreement. Currently it has 35 Member States. Eurimages has the aim 
to promote the European film industry by encouraging the production and 
distribution of films and fostering co-operation between professionals.

For further information about Eurimages, visit its Web page http://www.coe.
int/t/dg4/eurimages/default_en.asp.

Distributors
No special tax incentives exist regarding distributors. Royalties paid from 
Iceland are subject to 20% withholding tax, but the rate is reduced to 
5 or 0% in most of the relevant tax treaties.

Actors and Artists
Non-resident actors and artists, whether they perform independently or 
as employees, are subject to the special income tax on artists and other 
non-residents. The tax rate is 18% and is levied on salaries, wages, and/
or remuneration. Artists performing independently, without determined 
salaries, wages, or remuneration, but who enjoy the yield of the activity, are 
subject to a 15% tax on the gross amount, without any deduction.

Other Financing Considerations
Tax Costs of Share and Bond Issues
Stamp duties are levied on the issue of share certificates and loan capital. 
Stamp duties levied on the share certificates issued are 0.5% of the nominal 
value of the share certificates. No share certificates need to be issued in relation 
to shares in an Icelandic private limited liability company (ehf.), therefore no 
stamp duties are levied on the shares. This corporate form is most commonly 
used for film production. Endorsement is never subject to stamp duties.

Stamp duties on bonds and insurance letters, with interests and insured with 
a mortgage or guaranty, is ISK 15 for every started thousand of the amount 
of the letter. Stamp duties on other bonds and insurance letters are ISK 5 for 
every started thousand of the amount of the letter.

IcelandIceland
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Exchange Control and Regulatory Rules
In the end of 2008, the Central Bank of Iceland issued new rules on foreign 
exchange, providing for changes in the Foreign Exchange Act of 1992. According 
to Rules on Foreign Exchange no. 1130, December 15, 2008, capital outflows 
from Iceland are restricted in order to prevent further weakening of the Icelandic 
currency following the Icelandic and global financial crisis in year 2008.

Movement of capital refers to the transfer or conveyance of money between 
countries in connection with, among other, transactions with and issuance 
of securities; deposits to and withdrawals from accounts with credit 
institutions; lending, borrowing, and issue of guarantees not related to  
cross-border trade with goods and services; and importation and exportation 
of securities and foreign and domestic currency.

According to the exchange control rules, foreign currency acquired by 
Icelandic parties must be submitted to an Icelandic financial institution within 
two weeks of the time the foreign currency was acquired or could have been 
acquired by the owner or his agent or representative. The Central Bank has 
the authority to grant exemptions in exceptional cases. KPMG has assisted 
several companies to obtain such exemption from the Rules on Foreign 
Exchange No. 1130, December 15, 2008.

Corporate Taxation
Recognition of Income

Film Production Company – Production Fee Income
The profit on a production derived by a company that is resident in Iceland, 
and non-resident companies carrying on business through a permanent 
establishment in Iceland, has to fulfill the arm’s-length principle. If the profit 
does not fulfill the arm’s-length principle, the Icelandic Tax authorities can 
dispute it.

The Internal Revenue Directorate decides if a company has a permanent 
establishment in Iceland and takes into consideration all the facts and 
circumstances in a specific case. The concept is not defined in Icelandic law, 
but can, in general, be expected to be interpreted in accordance with the 
OECD Model Convention and its Commentaries.

Film Production Company – Sale of Distribution Rights
If an Icelandic resident company sells distribution rights of a film or television 
program to another company, the payments it receives would be treated as 
royalties.

Iceland Iceland
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Amortization of Expenditure

Deduction of Expenses
No special tax rules regarding the deduction of expenses apply to a film 
distribution company, a film production company or a television broadcaster. 
Consequently, these companies are subject to the usual rules to which 
other companies are subject. For example, in calculating taxable trading 
profits, they may deduct for tax purposes most normal day-to-day business 
expenditures such as salaries, rent, advertising, travel expenses and 
professional costs normally related to the business.

Depreciation
In calculating depreciation for income tax purposes, the straight line 
depreciation method is employed with regard to immovable property,  
non-sustainable natural resources, acquired intellectual property rights, and 
acquired goodwill, whereas gradual depreciation is employed with regard to 
movable property. Residual value of 10% of the original value of the asset in 
question remains on account until the asset is scrapped or sold. Accelerated 
and/or extraordinary depreciation or write-offs are deductible from income in 
certain limited and specific cases.

Assets subject to ordinary depreciation are classified in various categories, 
with different yearly depreciation rates. Different categories have different 
depreciation rates varying from 1 to 35%; rates within a category are 
optional. Machinery and equipment used in industry should be depreciated 
at a rate between 10 and 30%, which would apply to film production 
equipment. Depreciation can start in the beginning of the year when 
the assets are first used to derive income in Iceland. Depreciation is not 
authorized in the last year of utilization because of sale of the asset or other 
reasons.

When the purchase price of a single asset or a combination of assets  
(e.g., movie camera and lens) does not exceed ISK 250,000, the assets may 
be expensed in full in the year of acquisition.

Amortization
Intangible assets are amortized on straight-line basis. Patents, copyrights, and 
other similar rights may be written off over their estimated economic lives if 
the economic life is shorter than five years. Purchased intellectual property 
can be depreciated at 15 to 20% and goodwill at 10 to 20%. Research and 
development expenses may be capitalized and subsequently amortized.

IcelandIceland
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Losses
Net operating losses may be carried forward and offset against taxable 
profits during the following ten years. No carryback of losses is allowed.

Foreign Tax Relief
Where income can be allocated to a permanent establishment abroad, any 
foreign tax on such income may be credited against Icelandic tax on the 
income, either under domestic law or relevant treaty.

An Icelandic film production or distribution company which receives 
worldwide income can in many cases avoid the deduction of foreign 
withholding taxes or obtain a refund of such taxes under relevant tax treaties.

Indirect Taxation
Value Added Tax (VAT)
Where a film producer makes an agreement, for example with a broadcasting 
company to make a film in Iceland, he or she will probably be charged VAT on 
the production. The producer is obliged to register him or herself in the VAT 
register and file the appropriate VAT returns. VAT generally must be charged 
on the sale of all goods.

The standard VAT rate is 25.5%. A reduced rate of 7% applies to the supply 
of the following goods and services:

•	 Hotel rooms, rooms in guest houses, and other accommodations, as well 
as campground facilities

•	 Newspapers, magazines, and periodicals (local or nationals)

•	 Books

•	 License fees to use radio and television broadcasting services

•	 Warm water, electricity and fuel oil used for the heating of houses and 
swimming pools

•	 Food for human consumption

•	 Road tolls

•	 Music CD’s, records, and tapes

VAT on the following costs does not qualify for input tax:

•	 The cafeteria of the taxable party and all food purchases

•	 The acquisition or operation of living quarters for the owner or staff

Iceland Iceland
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•	 Perquisites for the owner and staff

•	 The acquisition and operation of vacation homes, summer cottages, 
children’s nurseries and similar objects for the owner and staff

•	 The acquisition, operation and rental or lease (long-term or short-term) 
of passenger cars and coaches and delivery and transport vehicles not 
fulfilling certain requirements. If these requirements are met, the VAT can 
be reclaimed fully

Although the film production is liable to VAT, a few aspects relating to the 
production are outside the scope of VAT. The admission fee to Icelandic 
films is exempt from VAT, as well as the payments to some individuals 
providing certain services (actors and writers) relating to the project who are 
considered self-employed.

Imports of Goods and Customs Duties
When goods are imported to Iceland, Customs duties and VAT are payable in 
respect of the goods. The VAT is refundable as input tax but Customs duties 
are not.

A resident company of Iceland should pay Customs duties in respect of all 
imported products, both new and used.

Goods that are temporarily imported (for example, goods imported by a 
foreign film producer and artists) may potentially not be subject to any tax or 
Customs duties if the goods are subsequently exported without alteration, 
provided that the goods and the volume thereof is customary and meets the 
purpose of the current project.

Personal Taxation
Non-resident Artists
An individual is considered a non-resident if the individual does not have a 
domicile in Iceland and stays here for less than six months over a twelve-
month period. Non-resident actors and artists are subject to special income 
tax of 18% on salaries, wages or remuneration, whether they perform 
independently, in a group, or as employees, as mentioned earlier. Non-
resident actors and artists are also required to pay the municipal income tax 
and Social Security contribution, contribution to the Bankruptcy Fund and the 
Market charge, amounting to a total of 8,65%.

Artists performing independently, without fixed salaries, wages or 
remuneration but enjoying the return of the activity, are subject to a 10% tax 
on the gross amount, without any deduction.

IcelandIceland
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Resident Artists
If an individual spends a period exceeding 183 days over a twelve-month 
period in Iceland, the individual is considered a resident of Iceland.

Resident actors and artists are subject to national and municipal income tax. 
Residents are entitled to personal tax credit, which amounts to ISK 530,466 
for the income year 2011. General rules of Icelandic tax law concerning 
individuals apply on resident actors and artists.

Residence and Work Permits
If a person is not a resident of one of the Nordic countries or a country that 
is a Member of the European Economic Area, the person must have a work 
and residence permit. However, special rules apply for citizens from the EEA 
states Bulgaria and Rumania until January 1, 2012. Information about work and 
residence permits is available on www.utl.is or www.vinnumalastofnun.is.

Employees
Income Tax Implications
For the 2011 income tax year, the national income tax is 22.9% for income up 
to ISK 2,400,000, 25.8% for income up to 5,400,000 and 31.8% for income 
above 7,800,000. The average municipal tax on the same income is 14.41% 
(and higher than 14.48%).

All resident individual taxpayers are entitled to a personal tax credit against 
the computed national and municipal income taxes. The credit amounts to 
ISK 530,466 for the income year 2011. If the credit exceeds the calculated 
tax, the excess will be applied by the State Treasury to settle the municipal 
tax payable. Any part of a single person’s credit remaining thereafter will be 
cancelled.

Social Security Implications
Every employer is obligated to pay, in relation to his or her employees’ 
total revenues, Social Security contribution, contribution to the Bankruptcy 
Fund and the Market charge, altogether totaling 8.65%. This also applies 
to presumptive employment income of self-employed individuals. The 
contributions are deductible for tax purposes.

For foreign employees having E101 certificate issued from another country, 
no Social Security contribution is needed, only a contribution to the 
Bankruptcy Fund and the Market charge which amount to 0.632%.

Iceland Iceland
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Pension Fund Premiums
An employee is required to pay premium into a pension fund. The minimum 
payment is 12% of gross salary, with 8%paid by the employer and 4%paid by 
the employee (deducted from his or her salary). Furthermore, the employee 
may choose to make an additional payment of 4% into his or her pension 
fund. Should the employee choose to make the additional payment, the 
employer is obliged to pay an additional 2%into a pension fund for the benefit 
of that employee.
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