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The Danish Parliament has
adopted a bill that among other
things improves the possibili-
ties for foreign investment fund
managers to target Danish re-
tail investors. As from the 2020
income year of fund, foreign in-
vestment fund managers can
elect tax status as equity-based
investment company for their
funds. For such investment
funds, the investors will be
taxed in the equity income op-
posed to the capital income.

Foreign investment fund man-
agers should consider obtain-
ing the new tax status as an eq-
uity-based investment com-
pany for their investiment
funds.

PwC Denmark will be pleased
to assist foreign investment
fund managers in electing the
new tax status.

For more detailed information, please
do not hesitate to contact:

Martin Poulsen — PwC Denmark

+ 45 2136 3759
martin.poulsen@pwc.com

Henrik Laust Poulsen — PwC Denmark

+ 45 5219 0341
henrik.poulsen@pwc.com

Or your usual PwC contact
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Direct Tax News Alert

Denmark: New tax regime gives easy access for foreign in-
vestment funds to Danish retail investors

In January this year, the Danish Parlia-
ment adopted bill L 114. In headlines, the
new tax law improves the possibilities of
marketing foreign equity-based investment
funds, including ETFs, to Danish individual
investors. Furthermore, the new law also
contains elements, which aim to improve
the possibilities for the Danish fund indus-
try to market distributing investment funds
to foreign investors. Below you will find a
description of the main elements of the
new law.

Import of foreign equity-based in-
vestment funds to Danish retail in-
vestors

Current rules

Under current rules, Danish investment
funds marketed to individuals typically
have tax status as investment funds with
minimum taxation (In Danish “investe-
ringsinstitut med minimumsbeskatning” or
"IMB"). Such investment funds may have
tax status as either equity funds or bond
funds where individuals are taxed in the
equity income basket or the capital income
basket. An IMB must calculate a minimum
income, which is distributed or reported
annually to the investors and taxed at in-
vestor level.

Very few foreign investment funds have
elected the IMB status due to the adminis-
trative challenges in relation to calculating
the minimum income etc. Therefore, typi-
cally foreign investment funds are taxed as
so-called investment companies, meaning
that Danish investors are taxed according
to a mark-to-market principle. At the mo-
ment, individual investors are taxed in the
capital income basket regardless of whether
the investment fund in question is an eq-
uity fund or a bond fund. For individual in-
vestors, investment funds with tax status as
investment companies are typically subject
to a less beneficial taxation than invest-
ments in investment funds with tax status
as IMBs.

The new rules

The new law allows both Danish and for-
eign equity-based investment funds to elect
tax status as equity based investment com-
panies. Consequently, individual investors
will be taxed on any distributions, gains

and losses in the equity income basket,
i.e. the same income type as if the in-
vestments were made directly in the
underlying shares or in an IMB with
equity fund status.

Taxation in the equity income basket
will typically be more beneficial than
taxation in the capital income basket.
Moreover, for individual investors the
new rules are considerably more fa-
vourable when it comes to utilizing any
losses on the units. Individual inves-
tors can utilize any losses on the units
in equity-based investment companies
in the equity income while losses on
units in equity-based IMBs can only be
set off against dividends and gains de-
rived from shares listed on a regulated
market and units in equity-based
IMBs/investment companies.

However, according to the new law in-
dividual investors in equity-based in-
vestment companies are still taxed an-
nually according to a mark-to-market
principle on any realized dividends as
well as unrealized losses and gains and
not according to the realization princi-
ple. Taxation according to a mark-to-
market principle is often considered
less beneficial than taxation according
to a realization principle as it advances
the timing of taxation of gains.

Table 1 shows in headlines the tax
rules for individual investors in the
two types of equity-based investment
funds. The investors’ preferred choice
of taxation in the equity income and
capital income based on thresholds
and rates for 2019 is shown in table 2.

How to elect tax status as equity-
based investment company

To elect tax status as an equity-based
investment company, the investment
fund must give notice to the Danish tax
authorities no later than on 1 Novem-
ber of the calendar year prior to the
calendar year in which the election
should have effect.

In order to elect the new tax status, the
fund has to qualify as an equity fund.

The election is made at sub-fund level,
i.e. the election cannot be made at unit

© 2019 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate legal entity.
Please see www.pwc.com/structure for further details. This content is for general information purposes only, and should not be used as a substitute for
consultation with professional advisors. PwC helps organisations and individuals create the value they’re looking for. We're a network of firms in 157
countries with more than 195,000 people who are committed to delivering quality in assurance, tax and advisory services. Find out more and tell us
what matters to you by visiting us at www.pwc.com



WwWw.pwc.com

class level. In order to fulfil the re-
quirements, the investment fund
should invest at least 50 percent of its
assets in equity encompassed by the
Danish Capital Gains Tax Act on
Shares, i.e. mainly shares in compa-
nies and units in equity-based invest-
ment companies/IMBs. The rest of the
assets have to be invested in other
types of securities. The calculation
should be based on an average during
the relevant calendar year according to
special rules. Hence, the calculation is
based on the calendar year and not
necessarily the financial year of the
fund.

Please note that when making the cal-
culation, equity-based derivatives etc.
are not regarded as equities. Moreo-
ver, the value of such derivatives are
set to the value of the underlying as-
sets and not the value of the derivative
itself. This means that investment
funds with strategies based on deriva-
tives may have difficulties qualifying as
equity-based investment companies. It
also has to be mentioned that invest-
ments in target funds, where the fund
owns at least 25 percent of the capital
of the target fund, are treated as trans-
parent. In such case, the investment
fund must include a proportionate
share of the assets in the target fund in
the calculation.

In order to qualify as an equity-based
investment company, the fund must
also be a taxable person under the
Danish Corporate Income Tax Act.
Both UCITS and AIFs of the corporate
type fulfils the condition while invest-
ment funds of the contractual or unit
trust type may fulfil the condition on a
case-by-case basis depending on the
specific fund set-up.

The investment fund must submit in-
formation to the tax authorities to
show compliance with the investment
requirements no later than on 1 July of
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the following year. Any delay can re-
sult in an automatic switch of the tax
status from equity fund to bond fund
status. Please note that opposed to
IMBs, no minimum income should be
calculated/reported annually to the in-
vestors, which makes it much simpler
to meet the requirements.

The new rules come into force as of in-
come year 2020 of the fund. Since a
foreign fund is not domiciled/a taxable
person in Denmark, it is unclear when
the new rules come into force for for-
eign investment funds in general. We
have discussed the issue with the Dan-
ish Ministry of Taxation and we have
understood that a bill may be put for-
ward as soon as possible in order to
clarify the question.

Example

The financial year of the foreign in-
vestment fund runs from 1 January
2020 to 31 December 2020. It the fund
gives notice to the Danish tax authori-
ties no later than 1 November 2019,
the fund will most likely have tax sta-
tus as equity based investment com-
pany from the beginning of the calen-
dar year 2020. Accordingly, before 1
July 2021, the fund has to submit in-
formation to the Danish tax authori-
ties showing that the investment re-
quirements for the calendar year
2020 are met.

Equity savings account and
business tax scheme

According to the new law, individuals
with so-called equity savings accounts
in banks can also invest in stock-based
investment companies. The return
from such investments are taxed ac-
cording to a mark-to-market principle
at a tax rate of 17 percent only. Only
one equity savings account is allowed
per individual and at the moment only
with a very low maximum deposit of
50,000 DKK.

Furthermore, self-employed individu-
als can invest funds encompassed by
the special business tax scheme in in-
vestment companies whether the in-
vestment company is equity- or bond-
based.

Export of Danish distributing in-
vestment funds to foreign inves-
tors

Previous rules

When foreign investors invest in Dan-
ish investment funds, they usually pay
27 percent dividend tax on dividends
from the fund. However, according to
the double tax treaties the dividend tax
is normally reduced to 15 percent. This
dividend tax makes it less attractive for
foreign investors that face the admin-
istrative burden of recovering said tax
pursuant to the tax treaties etc.

New rules

Pursuant to the new law, foreign inves-
tors who invest in Danish investment
funds do not have to pay dividend tax
provided that the Danish investment
fund at the level of the fund pays 15
percent tax on Danish sourced divi-
dends, if any. Investment funds with
tax status as investment companies
generally pay 15 percent tax on Danish
sourced dividends and for such invest-
ments funds the condition is automati-
cally met. For investment funds with
tax status as an IMB, the tax exemp-
tion for foreign investors is conditional
on the fund in question having specifi-
cally elected a 15 percent tax on Dan-
ish sourced dividends. The election has
to be made at the same time as the
fund elects tax status as IMB.

However, please note that under the
new rules the fund is still obliged to
withhold Danish tax on dividends up
front. Consequently, foreign investors
must afterwards contact the Danish
tax authorities in order to recover the
full withholding tax with reference to
the new rules.

The new rules came into force on 1
March 2019.

PwC's comments

PwC finds that the new rules for eq-
uity-taxed investment companies are
an easy alternative for foreign invest-
ment fund providers that wish to mar-
ket equity-based investment funds to
Danish individual investors.

As a main rule, we find that it will be
beneficial to elect the new tax status as
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equity-based investment company.
Many Danish investors that invest in
foreign investment funds may also
have a portfolio of quoted shares listed
on a regulated market and conse-
quently such investors may prefer to
be taxed on the equity income, among
others because taxable losses on such
quoted shares etc. can be set off
against taxable gains on equity-based
investment companies.

In our opinion, the new export rules
will not improve the possibilities suffi-
ciently for Danish dividend-paying in-
vestment funds to be sold widely to
foreign investors because a withhold-
ing tax is still payable up front. Alt-
hough foreign investors can make a
full reclaim by contacting the Danish
tax authorities afterwards, foreign in-
vestors will typically still prefer invest-
ment funds located in for example

Luxembourg or Ireland where there is

Hence, we recommend that foreign in- generally no local tax withheld on fund

vestment fund providers consider

electing the new tax status as equity- distributions.
based investment company for their
equity-based funds. PwC Den- Table 1
mark will be pleased to assist  Tayation in headlines of individual investors in equity-based investment compa-
foreign investment fund man-  :o0 204 TMBs.
agers in electing the new tax
status.
Taxation Taxation according to a mark | Taxation according to a realization
principle | to market principle principle
Gains Equity income with 27,42 per | Equity income with 27/42 per cent.
cent.
Losses Losses are deducted in the eq- | Losses can only be set of against
nity income dividends and gains on shares
listed on a regulated market and
units in equity-based investment
companies and IMBs
Table 2

Individuals preferred choice of taxation in the equity income and capital income
based on thresholds and tax rates for 2019

High positive net capital in-
come

Positive net capital income
greater than DKE 44,800 (dou-
ble amount for spouses) and top
rate tax paving investor

42.7 E E

Positive net capital income

Negative net capital income | 33.6 E C
(derived from interests on mort-

gages efc.)

High negative net capital in-
come

MNegative net capital income over
DEEK 50,000 (double amount for
spouses)

25.6 C C

l E = Individuals prefer taxation in the equity income

‘ C = Individuals prefers taxation in the capital income
* Including the average municipality tax and the church tax
** Equity income up to DEE 54,000 (2012-level) for single and double amounts for
SpOuSEs
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