














Furthermore, the Icelandic model is unpredictable since the tax level to a large extent is a function of a global
market price which producers cannot influence themselves. For the Icelandic firm of 2022 as well as the other
firms with alternative productivity, the proposed tax model represents a worsening of the tax burden. The
Icelandic firms already run relatively low profits compared to Norwegian and Faroese fish farmers today. Note
that the tax remains the same regardless of how profitable their operations are. If they have low profitability,
they may actually be incentivized to reduce production. This can in the worst case prevent the Icelandic industry
from realizing the ambitions of growth that have been staked out.

These results imply that the Icelandic model, which is solely focused on the price of fish, seems particularly badly
suited given the current profitability of Icelandic producers, which is lower than in Norway and Faroe Islands.
The proposed model will in fact worsen the competitive conditions for the Icelandic farmers, as the unfortunate
properties of the Icelandic model are enhanced with a relative increase in the tax fees. This result is enforced by
the proposal not to make the tax a deductible expense, which significantly increases the tax burden when
profitability is low.

The report also contains a chapter on how the tax system may affect the long-term competitiveness of the
Icelandic aquaculture industry towards 2035. We establish scenarios for a maximum production volume of
150.000 tons, a tripling of today’s activity level. We allow for alternative price paths, testing the effect of the tax
model under alternative scenarios. As a lower growth estimate, we expect prices to grow by 50 percent in
nominal terms in 2035. As a mid-alternative we prolong the price growth of the last ten years, implying a nominal
price increase of 100 percent in 2035. A high price scenario is illustrated with a 150 percent nominal price growth
towards 2035. Similarly, we model three cost scenarios with similar growth alternatives.

The current Icelandic tax model generates higher profits to the producer in 2035 in all cases, regardless of future
price and cost growth trajectories.

If prices and costs grow at the same rate into the future, the proposed Icelandic model proves least profitable
after tax. The same is the case if costs grow significantly faster than prices.

If prices grow faster than costs, the proposed Icelandic model yields higher profits than the Faroe model. This is
also the case when compared to the Norwegian model, but only if prices grow significantly faster than costs.

Our best guess is a trajectory towards 2035 with symmetric price and cost growth. This implies that the tax costs
will be relatively similar in the proposed Icelandic model and the Norwegian model. Notice though, that after tax
profits will be negative in Iceland in 2035 and that the proposed model yields the least profits of all models. In
this case aquaculture in Iceland will by unprofitable in 2035.
























phase is the sum of the corporate tax and the resource tax, i.e., 47 % at the current rates (before minimum
deduction, see below).

The resource tax is also symmetrical in that the state also compensates when the firms are running at a loss. In
that event, the loss is carried on to future years and can be deducted with interest on future tax.®

One of the most important features of the resource tax is that it taxes based on actual earnings of the firms,
which means that the tax burden corresponds with the profitability of a firm. The resource tax can in theory be
said to be neutral in an economic sense, as the producer’s incentives to produce are not distorted due to the
symmetry of higher taxes when firms generate surpluses and tax refunds when they generate losses.®

There is also a minimum deduction in the tax of around EUR 6 million (70 MNOK). This means that the resource
tax is only applied on the resource rent that exceeds the minimum deduction. For firms with a relatively low
production, this deduction can give a significant reduction in the resource tax.

In addition, there are several special fees for the Norwegian aquaculture industry. There is a production fee,
which is at a fixed level that currently amounts to about EUR 0.08 (NOK 0.90) per kg harvested salmon. The
production fee is fully deductible in the resource tax, and as such doesn’t add an extra burden to the total
taxation of the firms.” There is both a marketing and RND fee based on the value of the export, which are 0,3%
each. The RND fee is fully deductible in the resource tax like the production fee, while the marketing fee is not.

It is worthwhile to note that the Norwegian industry has had variable profitability since the industry’s nascency
in the 1970’s. There are several years where the industry has generated losses that included many bankruptcies.
It is only in more recent years that the industry has generated stable and relatively large profits.2 It can be said
that Norway, during the growth phase of its own industry, did not implement specific taxation, and that this
absence of specialized taxes or fees provided significant room for the industry to expand. °

> The authorities have proclaimed that they intend to make the tax deduction instantaneous in the future (i.e. that
losses are not carried on into the future, but paid back yearly to firms who do not generate a surplus)

5 In practice, there are several features of the resource tax which does not make it completely neutral. The minimum
deduction is one such example, as it incentivizes producers to organize companies into smaller entities.

7 Note that this only applies when the companies are in a position to pay a resource tax. In the event that they don’t
generate a surplus or that the surplus is below the minimum deduction, the production fee will be paid in its full amount.
8 See e.g. the Norwegian resource tax commission (“NOU 2019: 18 Skattlegging av havbruksvirksomhet”) for more
information on the history of the industry and its profitability.

% It should, however, also be noted that introducing a significant taxation once profitability has been achieved, has the
properties of a “winafall tax”, where taxes rise only when prcfits are high. if this is expected in advance by industry
players, this taxation approach can in fact reduce incentives to achieve praofitability. Thus there is a strong argument
for introducing the taxation at an earlier point. Note again that this is only an applicable argument if the taxation is
profit based and neutral (i.e. sharing profits and losses symmetrically with the tax authorities, such as a resource tax),
as it always will be preferable for a firm if a tax that does not have a cost sharing (such as the Icelandic production fe)
component be postponead/never introduced.
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(left lower corner). If prices grow faster than costs, the proposed Icelandic model yields higher profits than the
Faroe model. This is also the case when compared to the Norwegian model, but only if prices grow significantly
faster than costs (lower right corner).

Which of these trajectories are most likely to occur?

Historical development reproduced: Lower left figure: The new Icelandic model is outperformed by the
Norwegian and the Faroe Islands models, providing significantly higher tax costs and lower profits after tax. The
Norwegian model is preferred.

Our best guess: The symmetric case, where cost growth is dampened somewhat towards 2035. This implies that
the tax costs will be relatively similar in the new Icelandic model and the Norwegian model. This implies that
after tax profits will be negative in Iceland in 2035 and that the proposed model yields the least profits of all
models.
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