Norwegian Ministry

of Finance Chapter 1 and 2

Prop. 1 LS (2024-2025)
Proposition to the Storting (Bill and Draft Resolution)
For the 2025 Budget Year

Taxes 2025






Norwegian Ministry

of Finance Chapter 1 and 2

Prop. 1 LS (2024-2025)
Proposition to the Storting (Bill and Draft Resolution)
For the 2025 Budget Year

Taxes 2025

Translation from Norwegian. For information only.






1.1
1.2
1.3
14
1.5
1.6

2.1
2.2
2.3
24
2.5
2.6
2.7
2.8
2.9

Contents

Main tax policy features ...........ccccccovvevevevevienenenrennens 5
The tax policy objectives of the Government ................. 5
Main features of the tax programme for 2025 ................ 7
Revenue effects of the proposed tax changes ................. 10
Social and geographical profile of the tax programme .... 24
Tax rates and thresholds ........cooeeveveeeeceeeeceeeeeenee. 31
Distribution of public tax revenues .........ccoceeeveevevveenenne. 50
Overview of the tax system ...........ccccceeveveveverresiennnne. 52
INErOAUCHON ..veevvevreeieeretienreeeeeeeeetee et renaenne 52
Guidelines for an efficient tax system .......cccceeveveerveneenen. 53
DIreCt tAXES .ooveeveeriereeeetieeeeeeeeee et es s e sae s saens 61
INAIFECt LAXES wooveeveeeeeeeereerecreereeeee e eene 90
Relationship to the EEA Agreement ..........coeeeveevevennee. 104
International tax COOPEration ..........cceeeveeveeuvevveevesevennnnns 106
Distributional effects of the tax system ........cccceeveuvneee. 107
Estimated tax expenditures and tax sanctions ............... 113
Revenue calculation methods ........ccceevevveieeeieieeeneenene. 115
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Prop. 1 LS (2024-2025)
Proposition to the Storting (Bill and Draft Resolution)
For the 2025 Budget Year

Recommendation from the Ministry of Finance of 27 September 2024,
approved in the Council of State on the same date.
(Store Government)

1 Main tax policy features

1.1 The tax policy objectives of the Government

Taxes make it possible to finance welfare schemes, thereby enabling
Norway to remain a safe and good country in which to live. Tax policy
shall contribute to fair distribution and facilitate economic growth, as
well as high health and environmental standards, throughout Norway.

Taxes are of importance to how Norway meets the long-term chal-
lenges described in the 2024 white paper on Long-term Perspectives
on the Norwegian Economy:

—  Labour force shortages. The number of caregiving tasks is increas-
ing, but we do not have more individuals of working age to perform
them. The tax system needs to support the policy drive to increase
labour force participation. Taxes, social security provisions and
subsidy schemes need to work well together.

—  Continued fair distribution. Small differences and stable access to
welfare services need to be preserved in the face of transitions, and
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as many people are living longer. In order to finance welfare
schemes, tax bases need to be robust and broad, and the tax system
needs to be adapted to social developments. The tax system is one
of the tools the Government can use in its efforts to reduce the
disparities between people, both socially and geographically.

—  Need for adaptation. Increased global tensions, climate and environ-
mental changes, and declining petroleum activity reinforce the
need to use resources wisely and appropriately. The Government is
aiming for its tax policy to provide a favourable framework for work,
investment and economic growth throughout Norway. Well-
designed resource rent taxes give society a share in the extraordi-
nary return that can arise from the use of our natural resources.
Environmental taxes at the right level, such as taxes on greenhouse
gas emissions, are part of a cost-effective and credible climate and
environmental policy and help to ensure that society’s resources
are used in the best possible way.

During this parliamentary term, ordinary personal income tax has
been reduced significantly, while wealth tax and resource rent taxes
have been increased, along with environmental taxes and dividend tax.
Such a reorientation of the tax system stimulates increased labour
supply and less environmentally harmful emissions, while also making
the tax system more redistributive. The corporation tax rate, which
affects how profitable it is to invest in Norway, relative to other coun-
tries, has been kept unchanged at a moderate level. As announced in
the Revised National Budget 2024, it is proposed that the additional
employer’s contribution will be abolished from January 1, 2025. The
high-price contribution on power production was already abolished on
October 1, 2023. With this, both of the temporary tax increases intro-
duced in connection with the 2023 budget have now been abolished.
This is in line with the government’s promise that these tax increases
were temporary. It is important to emphasize that in the special situa-
tion we were in, with increased expenses in many areas and extraordi-
narily high electricity prices, it was absolutely necessary to take these
two temporary measures. The alternative would have been significant
welfare cuts or large tax increases for households.
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The Government aims to make tax rules easy for taxpayers to
understand and comply with and simple for the Norwegian Tax
Administration to enforce. Administrative costs for taxpayers and the
public sector can be kept down by making the most of the opportuni-
ties provided by digitalisation. The Government is considering modifi-
cations to the regulations on an ongoing basis, with the aim of further
simplifying these for business and industry.

1.2 Main features of the tax programme for 2025

Executive summary

The tax programme for 2025 is adapted to the economic situation
described in Report No. 1 (2024-2025) to the Storting, National
Budget 2025, and the long-term challenges described in the 2024
white paper on Long-term Perspectives on the Norwegian Economy.
This Government is making clear political choices and is pursuing a
prudent and responsible economic policy. People should and will be
better off.

The Government is not proposing any major tax reform in the
2025 budget, but is continuing its efforts to make the tax system more
redistributive. The total net tax and fee reductions in the govern-
ment’s proposal are NOK 17.5 billion, fully phased in.

As announced in the Revised National Budget for 2024, the
Government is proposing a discontinuation of the temporary addi-
tional employer’s National Insurance contributions with effect from
1 January 2025. The tax relief is estimated to be about NOK 12 billion
accrued in 2025. In addition to the discontinuation of the additional
employer’s National Insurance contributions, the Government is pro-
posing net tax reductions of about NOK 5.5 billion, when the changes
are fully phased in. The booked tax reductions in 2025 are estimated
to be about NOK 9,3 billion; see Table 1.1.

The Government is prioritising targeted tax relief for people on
low incomes. The exemption card limit (the threshold for the payment
of National Insurance contributions) will be increased from NOK
70,000 to NOK 100,000, and the threshold for paying other taxes on
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wage income and pension income will be increased from about
NOK 163,000 to about NOK 200,000. Lower National Insurance contri-
butions on wages, benefits and self-employment income, combined
with a bracket tax increase, will provide tax relief for low and medium
incomes and slightly higher taxes on high incomes. The total reduc-
tions in income tax for individuals (excluding dividend tax) under this
government amount to NOK 10.5 billion with the proposal for the
2025 budget.

The Government is proposing to reduce value added tax on water
and sewage services from 25 per cent to 15 per cent from 1 May 2025.
This will have an estimated full-year tax relief effect of NOK 4 billion
and will help to reduce the cost of living for many households whose
purchasing power has been reduced as a result of high inflation and
increased interest rates.

The current exit tax rules do not ensure that capital gains on
shares, etc., accrued while the owners are resident in Norway are
taxed in Norway, and that the tax is actually paid. The Government is
therefore proposing to change the exit tax to ensure that the rules
work as intended and support a robust, redistributive and fair tax
system. The proposed changes are more lenient than the proposal
that has circulated for consultation.

The Government has delivered on its plan to increase climate
taxes. The tax proposal for 2025 entails additional steps in the same
direction, including a further linear increase in climate taxes on non-
ETS emissions to NOK 2,000 per tonne of CO4 at 2020 prices in 2030
(equivalent to NOK 2,400 at 2025 prices). The green transition
envisaged by the Government needs to also take into account the
increased cost of living experienced by large groups over several
years. The Government is therefore proposing to return the
increased climate tax revenues from road traffic by reducing road
usage tax and traffic insurance tax. Climate policy also needs to be
considered in the context of other proposals with favourable distri-
butional effects.

Selected tax system thresholds that have been frozen for many
years will be increased. In addition, the Government has proposed
travel allowance relief, along with relaxation of the two-year rule for
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commuters. The Government is also proposing more favourable and
simpler taxation of the sale of surplus electricity in private homes by
introducing a tax-free threshold of NOK 15,000 for such income. The
Government proposes to eliminate the remaining overpricing of fee-
financed services in 2025. For 2025, this means reductions in the
Brenneysund Register Centre fees, road user and vehicle fees at the
Norwegian Public Roads Administration, as well as the lien fee. It will
benefit both individuals and businesses that public service fees are
thereby aligned with actual costs. With this budget, the overpricing
elimination effort has been completed.

Other proposed tax changes

The Government is also proposing other changes to the tax system

with effect from 2025:

— The introduction benefit is taxed as wage income.

— The threshold for tax-free employee discounts is increased to NOK
10,000.

— The general threshold for wage income reporting is increased to
NOK 2,000.

— The threshold for tax-free sales of berries and garden products,
etc., is increased to NOK 10,000.

— The threshold for tax-free letting of own holiday property and
short-term letting of own home is increased to NOK 15,000.

— The residence rule for expatriated employees, etc., is amended,
with such employees being considered resident in Norway for tax
purposes.

— Some income tax and wealth tax thresholds are kept unchanged in
nominal terms.

— The Global Minimum Tax Act is amended to introduce the Under-
taxed Profits Rule (UTPR) and the associated transitional UTPR
Safe Harbour.

— The natural resource tax on hydropower plants is increased to
NOK 0.0021 per kWh for counties and NOK 0.0113 per kWh for
municipalities.
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— The contract exemption for fixed-price agreements under the
resource rent taxes on hydropower and wind power is continued
without any time limit.

— The emission factor for the waste tax is modified.

- A COy tax is introduced on fishing in distant waters at 25 per cent
of the full rate.

- A CO, tax is introduced on international shipping.

— The reduced tax rate on mineral oil is increased to comply with the
minimum rate under the Energy Taxation Directive.

— The tax rate on shipping emissions subject to ETS is reduced.

— The air passenger tax is reduced.

— The threshold for what is considered to be de minimis value in the
value added tax regulations is circulated for consultation with a
view to changing it with effect from 1 January 2025.

— The sectoral taxes under the Norwegian Water Resources and
Energy Directorate (NVE) and the Norwegian Communications
Authority are increased, while new sectoral taxes are introduced
under the Norwegian Ocean Industry Authority and the Norwe-
gian Offshore Directorate.

Several of the proposals serve to simplify the tax system, particularly
within personal taxation. These include the proposals to increase the
exemption card limit and to simplify the rules on taxation of the sale of
surplus electricity in private homes. Simpler rules on the taxation of
expatriate foreign service employees are also proposed, along with
taxation of the introductory benefit as wage income. In addition, a
noticeable increase in various minimum thresholds will mean simplifi-
cation.

1.3 Revenue effects of the proposed tax changes

Table 1.1 provides an overview of the revenue effects of the Govern-
ment’s proposal. Accrued effects are changes in payment obligations
for the 2025 income year as a result of the Government’s proposal,
while booked effects are changes in payments in the same year.
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Payment routines may lead to discrepancies between accrued and
booked effects. For example, companies pay income tax in subse-
quent years, and not all changes can be fully taken into account in the
withholding tax. Proposals may have an accrued effect in years
beyond the budget year, for example when the effective date is not
1 January of the budget year.

The revenue effects of the tax programme have been calculated in
relation to a benchmark system for 2025. The benchmark system is
based on the 2024 rules, adjusted upwards primarily by projected
price, wage and wealth growth. Allowances and thresholds, etc., in the
standard rate structure of personal taxation have been adjusted to
2025 levels based on projected wage growth of 4.5 per cent in the
benchmark system. Special allowances and other thresholds under
personal taxation have primarily been adjusted by projected consumer
price inflation of 3.0 per cent from 2024 to 2025. A taxpayer who only
has ordinary allowances and whose ordinary income and personal
income both increase by 4.5 per cent will on average pay approxi-
mately the same amount of income tax under the benchmark system
for 2025 as in 2024. In the benchmark system, all per unit taxes (for
instance taxes per kg or litre) have been adjusted by the projected
growth in consumer prices from 2024 to 2025. In real terms, the
benchmark system thus results in unchanged tax levels from 2024 to
2025.
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Table 1.1 Estimated revenue effects of the Government’s proposed
tax programme for 2025. Negative numbers signify tax reductions.
The estimates have been calculated in relation to the benchmark
system for 2025. NOK million

2025

Accrued  Booked

Personal income tax...................... -1,330 -1,146
Adjust standard allowances (personal allowance and basic

AllOWAIICE) ... -130 -105
Reduce National Insurance contributions on wages/

benefits and self-employment income -2,245 -1,795
Adjust the Bracket tax .......cccceveveeeeeeereeeeereeeeeeeeeee e sesanaene 1,580 1,265
Increase the exemption card limit to NOK 100,000...........c.c...... 515 410
Abolish two-year time limit on commuter allowance for

employees living in workers’ Sheds .........cccoeevveeeerereeceeerenenennnn -100 -80
Travel allowance relief in excess of price growth...........ccceuee.... -35 -30
Specific nominal thresholds - increase the employee

discount threshold to NOK 10,0001 ........cccoeevuvevevivierererrseerereereneens -75 -60
Specific nominal thresholds — increase the threshold

for wage income reporting to NOK 2,000 -50 -40
Specific nominal thresholds - increase the threshold for

tax-free sales of berries, etc., to NOK 10,000 ........ccccceevereverenennne. -6 4
Tax the introduction benefit as wage income.................cccouu..... 40 32
Increase the threshold for tax-free letting of own holiday

property and short-term letting of own home to NOK 15,000 ... -50 -40
Introduce a tax-free threshold of NOK 15,000 for income

from household energy installations 0 0
Abolish the residence rule for expatriated employees, etc. ....... 1 1

Keep allowances and thresholds unchanged in nominal terms,
interaction effects, etc. 180 140
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Table 1.1 (cont'd)

2025

Accrued  Booked
Amend the exit tax TUIES ......coocevevereecrereieeeeteteee e 100 0
Expand the special arrangement for employee options.............. -25 -20
Wealth tax ...........cccooeeervrerrnernnes 75 60
Keep allowances and thresholds unchanged in nominal terms,
rounding ettt s s re s s b tens 75 60
Business taxation..................... -20 0
Increase the natural resource tax on hydropower plants™.......... 0
Continue contract exemption for fixed-price agreements
(north/south exemption)............. -20 0
Climate-, environmental- and car taxes .............ccccccerevreneee. 1,702 1,727
Increase taxes on non-ETS emissions by 16 per cent)................ 2,235 2,050
Modify the emission factor for the waste tax .........c.ceeveveevervnnene 50 45
Compensate public transport operators with private
provider contracts for increased COg tax .......cooeeveereereereererrennenne -100 -100
Introduce a CO, tax on fishing in distant waters
(25 per cent of the full rate) .......cceeeeeeieieeeeeeeeeeeeeeere e 140 130
Introduce a CO, tax on international shlpplng
(NOK 500 per tonne COy) .......... 500 450
Increase the reduced tax rate on mineral oil to comply with
the minimum rate under the Energy Taxation Directive............ 2 2
Reduce the road usage tax on biodiesel by
NOK 0.32 PEI TIIE ...ttt -80 -75
Reduce the road usage tax on petrol by NOK 0.50 per litre....... 270 -250
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Table 1.1 (cont'd)

2025

Accrued  Booked
Reduce the road usage tax on fuel by NOK 0.10 per litre........... -300 275
Reduce the traffic insurance tax on passenger cars and vans
with internal combustion engine............ -430 -210
Reduce the tax rate on shipping emissions subject to ETS ....... -45 -40
Other excise duties......................... -596 -547
Adjust the reduced rate of electricity tax due to exchange
rate Changes .........ooeeeerererererererennnns 4 3
Reduce air pasSeN@Er tAX.........uvvevereeervererererererereneeenesesesesesesesesens -600 -550
Value added tax............ccccuuueuene.e. -2,750 -2,042
Reduce value added tax on water and sewage fees
to 15 per cent from 1 May 2025...........ccuune. -2,700 -2,000
Increase the threshold for what is considered to be
de minimis value in the value added tax regulations.................. -50 42
Sectoral taxes and overpriced fees -507 -443
Increase the sectoral taxes under the Norwegian Water
Resources and Energy Directorate (NVE) .......ccooevevererercrerenenee. 17 17
Eliminate the overpricing at the Brenneysund Register
CRINLIE ...ttt se s s s s s s b s s s bene -128 -128
Eliminate the overpricing of the lien fee...........ccoeeeeeveveveennene -466 -402
Increase the sectoral tax under the Financial Supervisory
Authority of NOIWAY ......cooveveeevereeeeeereeeeeeteveveee e seseaens 21 21
Increase the sectoral tax under the Norwegian
Communications Authority (Nkom) ...... 6 6
Introduce a new sectoral tax under the Norwegian Ocean
Industry Authority ........cceeveverernneee. 10 10
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Table 1.1 (cont'd)

2025

Accrued  Booked

Introduce a new sectoral tax under the Norwegian Offshore

DIFECLOTALE ...ttt ettt ssasasnenes 45 45
Set fees for road user and vehicle services under the

Norwegian Public Roads Administration at cost................c......... -12 -12
Proposed new tax changes in 20252 -3,426 -2,391
Discontinue additional employer’s National Insurance

CONHDULIONS (GTOSS) «.vvviveveeerrerereeeeterereeeee v res e s sssaenenes -12,030 -6,360
Total tax changes in the 2025 budget® ..................oo.... -15,456 -9,251

1

Considered in isolation, the proposal will reduce booked central government corpo-
ration tax in 2026 and increase natural resource tax for municipalities and counties
by about NOK 50 million. However, the total tax revenues of the central, regional and
local government sectors will not be affected. This is implied by the goal that muni-
cipal tax revenues should account for 40 per cent of total revenues within the muni-
cipal funding programme. Hence, an increase in the natural resource tax will only
influence the composition of total tax revenues for the local government sector,

and not their level. Overall, there is this no change for either the local government
sector or central government. The natural resource tax is directly deductible against
the corporation tax paid to central government, and therefore does not normally
constitute any burden for companies.

The total accrued revenue effect is NOK -5,501 million when the changes are fully
phased in. The discrepancy between this figure and the accrued revenue effect in
2025 is primarily due to the proposed reductions in the traffic insurance tax and

the value added tax on water and sewage fees also having an accrued effect in
subsequent budget years.

Fully phased in, the total amount of tax and fee changes in the 2025 budget is

NOK -17 531 million. This is the sum of new tax and fee changes in the 2025 budget
(NOK -5 501 million, see footnote 2) and the accrued effect of abolishing the
additional employer’s contribution (NOK -12 030 million).

Source: Ministry of Finance.
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Table 1.2 presents estimated booked tax revenues for 2025, as well as
estimates for 2024 and accounting figures for 2023, specified by chap-
ter and item.

Table 1.2 Booked tax revenues specified by chapter and item.

NOK million
Budget estimate 2024
Accounts Balanced Estimate Proposal
Chap. Item Designation 2023 budget NB25 for 2025
5501 Taxes on wealth and income
70 Bracket and wealth tax............ 103,944 118,001 124,400 136,186
72  Equalisation tax to central
government, etc., from
personal taxpayers................... 144,290 155,900 156,600 151,488
74  Corporation taxes, etc.,
from non-personal taxpayers
outside the petroleum
SECLOT ouevrereerereeters e senaseeses 158,468 129,200 131,100 129,100
75  Wealth tax! ............coovvrerrrrrrrnes 9,006
76  Withholding tax on
dividends........ccccererereeerenenennnes 11,201 10,000 12,750 13,250
77 Withholding tax on interest
payments 57 100 20 25
78 Withholding tax on royalty
PAYMENES .....vcveeeerrrerererereeeneenens 0 0 0 0
79 Withholding tax on rent
payments for certain
physical assets........cccoeeerererrnnee 42 75 10 15
5502 Financial activity tax
70 Tax on payrolls 2,552 2,600 2,600 2,704
71  Tax on profits.......ceeevveeveverenene. 2,009 2,650 2,200 2,400
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Table 1.2 (cont'd)

Budget estimate 2024
Accounts Balanced Estimate Proposal
Chap. Item Designation 2023 budget NB 25 for 2025
5506 70 Tax on inheritance and gifts... 46 0 15 0
5507 Tax on petroleum production
71  Ordinary tax on wealth
and inCome.........coevveeeerrerrnnnnes 188,239 151,600 130,100 119,500
72  Special tax on petroleum
INCOME ....vvvererererererererrereeaenene 426,187 330,700 277,300 259,700
74 Areatax, etC. ...coceeeveveererennne 1,319 1,500 1,400 1,300

5508 70 Tax on CO, emissions in
the petroleum sector on

the continental shelf................ 7,496 7,800 7,800 8,000
5509 70 Tax on NOyx emissions in
the petroleum sector on
the continental shelf................ 4 0 2 1
5511 Customs revenues
70  Customs duti€es.........cccerererennene 3,506 3,500 3,600 3,550
71  Auction revenues from
customs quotas.........ccceeeneee. 227 285 285 300
5521 70 Value added tax.......ccoceuueenee 378,585 398,897 389,500 409,258
5526 70 Taxonalcohol ... 16,353 17,000 16,600 16,800
5531 70 Tax on tobacco
products, etC.......ccevevererrrennen. 7,392 7,300 7,600 7,600
5536 Tax on motor

vehicles, etc.

71  Motor vehicle registration

L7:1 OOUUUU 6,944 7,158 7,500 6,500
72 Traffic insurance tax............... 10,577 11,250 10,850 10,190
73  Annual weight-based tax........ 277 300 280 290

75 Reregistration tax................... 1,747 1,900 1,700 1,850



18

Prop. 1LS (2024-2025) Proposition to the Storting (Bill and Draft Resolution)

Taxes 2025
Table 1.2 (cont'd)
Budget estimate 2024
Accounts Balanced Estimate Proposal
Chap. Item Designation 2023 budget NB 25 for 2025
5538 Road usage tax on fuel
70  Road usage tax on petrol ........ 3,710 3,650 3,600 3,280
71 Road usage tax on auto
dieSel.....vuerrrccererrereneeeennenne 8,099 7,470 6,700 6,520
72 Road usage tax on natural
gasand LPG..........ccooeeverernneene. 7 5 4 4
5540 70 Tax on power production........ 7,594 -500 -160 0
5541 70  Electricity taX.....ccocoveeeeeeceeeennne 8,643 8205 10,300 10,803
5542 Tax on mineral oils, etc.
70  Base tax on mineral oils, etc... -18 0 0 0
5542 71 Tax on lubricating oils, etc. .... 113 110 120 120
5543 Environmental tax on
mineral products, etc.
70 CO taX c.errrermrecrcrerrermenaenenne 14,237 16,341 16,100 18,437
71  Sulphur taX........ccceveeeeeeerenenee 8 5 10 10
5546 70 Waste incineration tax............. 222 630 600 695
5547 Tax on hazardous chemicals
70 Trichloroethene (TRI) ............ 0 0 0 0
71 Tetrachloroethene (PER) ....... 0 0 0 0
5548 Environmental tax on certain
greenhouse gases
70 Tax on hydrofluorocarbons
(HFCs) and perfluorocarbons
023 S 0L) I 413 580 330 355
71  Tax on SFg ..o 10 60 50 60
5549 70  Tax on NOY cocecevcererecccrrcnnenne 48 40 30 30
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Taxes 2025
Table 1.2 (cont'd)
Budget estimate 2024
Accounts Balanced Estimate Proposal
Chap. Item Designation 2023 budget NB 25 for 2025
5550 70 Environmental tax on
pesticides......couevevereeereeeennnne. 71 65 65 65
5551 Taxes relating to mineral
operations
70 Tax on subsea limestone
extraction, etc. ......cccooeeveueneneee. 0 1 3 1
71  Annual tax relating to
MINETAlS ....ooceereeereerreeererieeeenns 12 14 19 20
5552 70 Tax onfarmed fish.................. 869 1,300 1,310 1,350
5553 70 Tax on wild marine
TESOUICES ..uvueererererrerrernsesesesns 124 140 130 130
5554 70 Tax on wind power.................. 319 387 355 395
5557 70 Tax on sugar, etc.......ceceuererenee 208 200 200 200
5559 Tax on beverage packaging
70 Base tax on disposable
packaging ..........cceevevereeernnenen. 2,699 2,700 2,850 3,000
71 Environmental tax on
cardboard .........ccooveueviveernnnnne 55 55 60 60
72  Environmental tax on
PlaStiCS ..evveveveeree e 41 40 55 55
73  Environmental tax on
MELAlS...oovreeeerereeereeeerererereeaes 9 10 10 10
74 Environmental tax on glass 5 5 5 5
5561 70 Air passenger taX.........cooeeune. 2,032 2,300 2,300 1,850
5565 70 Stamp duty .......cceceeeererenenee. 11,713 11,400 11,300 12,200
Sectoral taxes? ........oommvvveeeen. 4,696 4,486 4,667 4,711
5583 70 Tax on frequencies and
JIYD1091 1) < YR 393 402 407 675
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Budget estimate 2024
Accounts Balanced Estimate Proposal
Chap. Item Designation 2023 budget NB 25 for 2025
5584 70 Abolished taxes, and interest
and coercive fines on excise
AULES v 36 0 0 0
5700 National Insurance Scheme
revenues
71 Personal National Insurance
contributions.........cceceeevererennnne 180,792 190,787 191,300 197,315
72  Employer’s National
Insurance contributions.......... 247,960 264,673 266,800 269,420
Total oo 1,975,587 1,873,277 1,803,727 1,811,782

from 2024.

Source: Ministry of Finance.

Chapter 5501, item 75 was discontinued and incorporated in chapter 5501, item 70

Reference is made to Table 1.1 and Chapter 12 for a specification of which sectoral taxes are
changed.

Table 1.3 presents booked effects of proposed new rule changes in
2025, specified by chapter and item.

Table 1.3 Estimated booked revenue effects of the tax programme for
2025, specified by chapter and item. Calculated in relation to the
benchmark system for 2025. NOK million

Chap. Item Designation Change
5501 Taxes on wealth and incomel
70  Bracket tax and wealth tax, etC. .......oevveveveerieieieieeeieresene 1,327
72  Equalisation tax to central government, etc., from
PErSONAl LAXPAYEL'S.......vveeeerereeererereeeerereseeeseseseeeseseaeseseseaesesens -207
74  Corporation taxes, etc., from non-personal taxpayers
outside the petroleumm SECLOT ........cvvieveivveiereeeeeereeereereeerenene 0
76  Withholding tax on dividends .........cccoeevveieeveeeneeeeeeieerenens 0
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Taxes 2025
Table 1.3 (cont'd)
Chap. Item Designation Change
77 Withholding tax on interest payments............ccccoceeeeveverennnnes 0
78  Withholding tax on royalty payments...........ccccceeeeverereceererenenene 0
79 Withholding tax on rent payments for certain
PhYSICAl ASSELS ....cueveveveeiietctceiee et ene 0
5502 Financial activity tax
70 Tax on PAYTOIIS ....cvcueueiereieieieteteiie ettt ettt eve e 0
71 Tax ON ProfitS.....ccceeeecieieieeeeeieeee ettt reee 0
5506 70 Tax on inheritance and @ifts..........cccoveeeeveeeeeeereeeeereeeeeenene 0
5507 Tax on petroleum production?
71  Ordinary tax on wealth and income ............ccoeeveveereveerenrenenene. 0
72 Special tax on petroleum INCOME...........cocvereereeerevrereerereerernenenn. 0
T4 ATEALAX, EIC. wovvieeieeieiirereetesteseseee et ettt et e stessessessessesssssssnsenes 0
5508 70 Tax on CO, emissions in the petroleum sector on
the continental Shelf.........c.coooeoeevnecrnnccrrccercceccenen 0
5509 70 Tax on NOyx emissions in the petroleum sector on
the continental Shelf............cooviueieinierreiereer e 0
5511 Customs revenues
70 CuStOmS dULIES...c.oveureeeeiecieirereeeee ettt eeeeaes 0
71  Auction revenues from customs qUOLas.........oeevevvereeveeereeenenn. 0
5521 70  Value added taX .....c.coeeveereeieeeeniceeecececcteseee e eneens -2,042
5526 70  Tax on alcOnOl .....ccceuevvecucirininieiriecieneccieistecieeeeseeseeseeaeneene 0
5531 70 Tax on tobacco products, €C. ......ceevevreeerervererrereereeererereerennes 0
5536 Tax on motor vehicles, etc.
71  Motor vehicle registration tax .........cccoeceevevereeeeeseeneeesneeenenns 0
72 Traffic INSUTANCe taX ......cccoveveeererenererenererenineesesereseseseseseseseseseens 210
73 Annual weight-hased taX........cocvevveeveiieeeeeiececceeeeee s 0
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Table 1.3 (cont'd)

Chap. Item Designation Change

75  Re-registration taX ......cccveeveeeeieeneeneereeeceereeeereereeseseessensenns 0
5538 Road usage tax on fuel

70  Road usage taX on Petrol..........ccovevereeeeeereeeerereeeeerereseeeesenenns -320

71 Road usage tax on auto dieSel...........cooeeveverereeeeereerererereeenenes -280

72 Road usage tax on natural gas and LPG............cccccoerevveierennnn. 0
5540 70 Tax on pOWer ProducCtiOn........ccoeeeereveeierereerervereereresrereerersereenes 0
5541 70  ElECtriCIty tAX .coveviereiereeerieerereeeereeereeereereseeresereeeere s eeresesennes 3
5542 Tax on mineral oils, etc.

70  Base tax on mineral oils and biodiesel, etc. .......ocovvvvieievennenns 0

71  Tax on lubricating 0ilS, €tC. .....cooevevvereveeierieereeeeeereeeeeeeeereene 0
5543 Environmental tax on mineral products, etc.

70 CO9 LAX ereviireieirireeieir sttt ettt et saeaeaes 2,537

71 SUIPRUL EAX ...viveeeecteeeeeeeeteee ettt et er et seneaan 0
5546 70 Waste incineration taX..........ccececeeeeeeieereeirineneninisieeeesiseeeseseneeens 45
5547 Tax on hazardous chemicals

70  Trichloroethene (TRI) ....ccoooovevivieiiiiiceeceeeeeeeveeeeeeeeeeane 0

71 Tetrachloroethene (PER) .....ccoovovvivieieieiiieeieeeereseeereenene 0
5548 70 Tax on hydrofluorocarbons (HFCs) and perfluorocarbons

(PECS) ettt ettt sen 45

71 Tax 0N SFg et eesesesseneaeaen 10
5549 70 Tax 0N NOY ccerrerecrerrerecrereereceteeecrenseseee et seesesesessescaesenses 0
5550 70 Environmental tax on pesticides........coeevverevrerereerenreeerenverennes 0
5551 Taxes relating to mineral operations

70  Tax on subsea limestone extraction, €tC. ........ccevevevevervevvennenns 0

71  Annual tax relating to mineralS..........oceeveeeeeereeeereneererreeenens 0
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Table 1.3 (cont'd)
Chap. Item Designation Change
5552 70 Tax on farmed fish ........cocoerininieininencenineccreeeeeeeeeene 0
5553 70 Tax on wild Marine reSOUICES........coceurereucueureneeemeereneaeeeereerennane 0
5554 70 Tax on WiNd POWET ......c.cceeeerereereererenieeereeereeereeseeeseeeseseseesennes 0
5557 70  Tax On SUZAL, €1C. ..cceveereererereeereeereteeeee et e se e re e s seeesenees 0
5559 Tax on beverage packaging

70 Base tax on disposable packaging...........cceceeeerevveereererrernerennens 0

71  Environmental tax on cardboard .........cocccceveveecuernnececrrencnceennes 0

72 Environmental tax on plastiCS.......coveveereeenernerererinreeereeenenns 0

73 Environmental tax on metals ........cccceevevcuerrenencernnencenencncnennes 0

74  Environmental tax on glass........ccoeveeereveerinreeereneirinrereereeenenns 0
5561 70 Al PASSENZET LAX...covirierirerierereirinrereeeessesreressesessessesessesesessssennes -550
5565 70  StAmP AULY «.cvovieieiceeeieecteeeeeee ettt 0

Sectoral taxes and overpriced EESZ oo -443

5583 70 Tax on frequencies and nUMbErS. ........ccoceeeevereeeererereeeenenene 0
5700 National Insurance Scheme revenues

71  Personal National Insurance contributions..........cccccoeuvuecucnecee -2,186

72  Employer’s National Insurance contributions...........cccceveuee. -6,880
1

Effects apply to the central, regional and local government sectors. Reference is
made to Section 3.10 in Prop. 1 LS (2023-2024) Skatter og avgifter 2025 for a
discussion of regional and local government tax revenues.

2 Reference is made to Table 1.1 and Chapter 12 in Prop. 1 LS (2023-2024) Skatter og
avgifter 2025 for a specification of which sectoral taxes and overpriced fees are being
changed.

Source: Ministry of Finance.
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1.4 Social and geographical profile of the tax
programme

1.4.1 Social distributional effects

The tax policy of the Government is characterised by social and geo-
graphical redistribution. This profile is maintained in the 2025 budget,
with the Government proposing moderate modifications with redistribu-
tional effect. Taxpayers on very low incomes will experience the greatest
tax reliefs. Figure 1.1 illustrates how an increased exemption card limit
and increased personal allowance, combined with a reduced basic allow-
ance, provide targeted relief at the lower end of the income distribution.

50000 - 50000
40000 4 40000
30000 - 4 30000
20000 |- 4 20000
10000 v .- H 10000
’l
0 o 0
0 100 000 200 000 300 000
Bracket tax M Tax on ordinary income [l Personal National Insurance contributions
- =Total tax under the benchmark system for 2025
— Total tax under the Government's proposal

Figure 1.1 Tax relief on low wage income as a result of increased
exemption card limit (light blue field) and increased threshold for paying
tax on ordinary income (pink field). Taxpayer with only wage income and
standard allowances. The Government’s proposal compared to the
benchmark system for 2025

Sources: Ministry of Finance.
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To measure the short-term impact of income tax changes on different
income groups, the proposals are compared with the 2024 rules
applied to 2025 (the benchmark system); see Table 1.4. The estimates
include changes in rates, allowances and thresholds under personal
income taxation. The isolated, net income tax reduction resulting
from the changes included in the calculations is estimated at about
NOK 1,235 million accrued.

It is estimated that more than 85 per cent of taxpayers will pay less
or the same amount of income tax. The increase in the exemption
card limit and the switch from basic allowance to personal allowance
mean that the greatest reductions will be experienced by taxpayers on
the lowest incomes.

The most important income tax changes for which it is not possi-
ble to calculate distributional effects in the Statistics Norway tax
model are the proposals to tax the introductory benefit as wage
income, to abolish the two-year time limit on commuter allowance for
construction workers, and to amend the exit tax rules.

The Hurdal Platform sets out the Government’s intention to keep
the overall level of taxes and levies on people’s incomes and consump-
tion unchanged. This is based on the assumptions that dividend tax
and wealth tax are excluded and that households’ share of tax
changes is included. With the Government's proposal for the 2025-
budget, the tax relief for households according to this definition adds
up to NOK 10.9 billion under this government; see Table 1.5.
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Table 1.4 Estimated distributional effects of income tax changes for
persons aged 17 and over. Negative numbers are tax reductions.
Compared to the benchmark system for 2025

Average tax Average tax Change as
Gross income?! under the under the Average a percentage
including tax-free benchmark benchmark  change of gross
benefits. alternative.  alternative.  in tax.? income.
NOK Number NOK Per cent NOK Per cent
0-100,000........coceceeuee 308,300 1,200 3.3 -200 0.6
100,000-200,000......... 211,900 8,200 54 -2,200 -14
200,000-250,000......... 132,200 13,000 5.7 -1,200 -0.5
250,000-300,000......... 201,300 18,600 6.7 -400 0.1
300,000-350,000......... 250,700 33,800 104 -200 0.1
350,000-400,000......... 288,100 52,000 13.9 -200 0.1
400,000-450,000......... 286,200 69,400 16.3 -200 0.1
450,000-500,000......... 271,900 86,400 18.2 -200 0.1
500,000-550,000......... 283,000 103,000 19.6 -400 0.1
550,000-600,000......... 273,300 118,800 20.7 -400 0.1
600,000-700,000......... 510,400 141,800 21.9 -400 0.1
700,000-800,000......... 424,000 174,200 23.3 -400 0.0
800,000-1,000,000...... 508,000 229,400 259 -200 0.0
1,000,000-2,000,000... 547,600 406,200 31.3 600 0.1
2,000,000-3,000,000... 59,700 889,000 37.5 600 0.0
3,000,000 and above... 33,600 2,556,200 41.6 400 0.0
Total....ccevveeerenee 4,590,200 165,600 25.1 -200 0.0

Gross income includes wages, National Insurance benefits, pension income, self-

employment income and capital income before tax and tax-free benefits.
2 The numbers are rounded to the nearest NOK 200.
Sources: Ministry of Finance and the Statistics Norway tax model; LOTTE-Skatt.



Prop. 1 LS (2024-2025) Proposition to the Storting (Bill and Draft Resolution) 27
Taxes 2025

Table 1.5 Estimated total revenue effects of changes in personal taxes on
income and consumption. Fully phased in. The annual contributions
have been calculated in relation to the benchmark system for each year.
NOK million accrued

2022-2025 2025

(total)  (proposal)

Tax on personal income (excluding dividend tax) ................ -10,500 -1,300
Climate-, environmental- and car taXeS.......ccoeeveeeereereesveenenne 3,400 -800
Value added taX.....cccovvveviveiieriieeieeceieeereeeceeeeesee et saesesesnene -2,100 -4,100
Other eXCISE AULES.....coveuvevieieieeieeeeeeeeeeeee e eeaenis -1,000 -400
SECLOTAl TAXES ...vuvevevveeeeeirireeieirieeeiet sttt sttt aeeseenes -700 -500

Total annual contribution to the Government’s tax
BT 0LLS) 010 () 4 WSRO RS RRT -10,900 -7,100

Source: Ministry of Finance.

Over time, the Government has prioritised tax relief for people on low
and medium incomes. Table 1.6 presents estimates of distributional
effects of adopted income tax changes from previous budgets. People
are arranged by gross income and divided into ten equally sized
groups for each year (deciles). Each group includes around 450,000
people. Table 1.7 presents corresponding estimates for annual
changes in wealth tax specified by estimated net wealth.

It should be noted that the columns cannot be added up directly.
Firstly, the same person may be in different deciles in different years.
Secondly, the estimates in the table have been calculated on the data
basis and with the wage and price growth estimates, etc., that under-
pinned each budget. Updated estimates will give different results.
Furthermore, the estimates only include tax changes that can be cal-
culated in the Statistics Norway tax model; LOTTE-Skatt. Neverthe-
less, the tables provide a clear illustration of the distributional profile
of the income tax programme for individuals for the various years.
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During the period, broad income tax relief has been granted,
partly financed by tax increases for people on the highest incomes.
Over time, the Government has prioritised a sharp increase in the per-
sonal allowance, and the threshold for paying tax on ordinary income
in the form of wage income and pension income has been more than
doubled in nominal terms, from about NOK 97,000 in 2021 to about
NOK 200,000 under the proposal for 2025. Personal National Insur-
ance contributions on wage income and pension income have been
reduced from 8.2 per cent 2021 to 7.7 per cent in the proposal for 2025.
For high incomes, the National Insurance contribution increase is
offset by a bracket tax increase. The tax increases for top earners are
primarily a result of increased dividend tax in 2022 and 2023. The
change in the Revised National Budget for 2023 only applies to pen-
sion tax, for which relief was granted in respect of relatively low pen-
sions.

Changes to wealth tax in the 2022 and 2023 budgets made wealth
tax more progressive, thus implying that those with the highest
wealth pay somewhat more. Valuations have been increased for sev-
eral assets (shares, primary dwelling value in excess of NOK 10 mil-
lion and secondary dwellings), and a new tax bracket has been intro-
duced for net wealth over NOK 20 million, for which the rate is 1.1%.
At the same time, the standard allowance has been increased. There
are no major changes to wealth tax in the 2024 budget and in the pro-
posed 2025 budget.
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Table 1.6 Historical estimates and estimates for 2025 for distributional
effects of income tax changes for persons aged 17 and over. Negative
numbers are tax reductions. The annual estimates are calculated in
relation to the benchmark system for each year. Divided into deciles
by gross income, incl. tax-free benefits

Average tax change. NOK

NB NB RNB NB  Proposal

2022 2023 2023 2024 2025

Decile 1. -200 0 0 0 -1,000
Decile 2. -800  -1,600 -400 -400 -800
Decile 3 ... -1,200  -1,200  -1,600 -200 -200
Decile 4 ... -1,400  -1,400 -400 -200 -200
Decile 5. -1,600  -1,600 -200 -400 -400
Decile 6. -2,000  -2,000 0 -400 -400
Decile 7 ... 2,200 -2,200 0 -400 -400
Decile 8. -1,400 -400 0 -200 -200
Decile 9. 0 400 -200 200 200
Decile 10.....ovveerereereereireeeennes 9,200 8,000 -200 1,600 600
Of which top 1% ..c.eveeeereereeencnnee 62,600 44,800 -200 2,200 400
Total..eeeeeeeeeeceereereeeieenene -200 -200 -400 0 -200

Sources: Ministry of Finance and the Statistics Norway tax model; LOTTE-Skatt.
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Table 1.7 Historical estimates and estimates for 2025 for distributional
effects of wealth tax changes for persons aged 17 and over. Negative
numbers are tax reductions. The annual estimates are calculated in
relation to the benchmark system for each year. Divided into deciles
by estimated net wealth

Average tax change. NOK

Proposal

NB 2022 NB 2023 NB 2024 2025

Decile 1.................. 0 0 0 0
Decile 2.................. 0 0 0 0
Decile 3..........c....... 0 0 0 0
Decile 4.................. 0 0 0 0
Decile 5.........cu..... 0 0 0 0
Decile6.................. 0 0 0 0
Decile 7........ccuccuu... 0 0 0 0
Decile 8..........c..... 0 200 0 0
Decile 9.................. 200 400 0 0
Decile 10.....cvrrreerererecnrcreneceerennens 14,400 5,800 0 200
Of Which top 1% c..ceeeeeemereccencrenecrrcrennnes 120,800 35,000 0 400
TOtAl oot 1,400 600 0 0

Sources: Ministry of Finance and the Statistics Norway tax model; LOTTE-Skatt.

1.4.2 Geographical distributional effects

The geographical distributional effects of the proposed income tax pro-
gramme for 2025 are minor. Table 1.8 presents the estimated average
tax change from the Government’s proposed income tax changes for
people in six centrality zones. Zone 1 is the most central and includes
Oslo and some neighbouring municipalities, while zone 6 is the least
central. The table shows that the estimated tax changes are evenly dis-
tributed across Norway when rounded to the nearest NOK 200.
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Table 1.8 Estimated geographical distributional effects of income tax
changes for persons aged 17 and over. Negative numbers are tax
reductions. Compared to the benchmark system for 2025

Average Average

Average Average tax under the change

gross calculated benchmark inincome

Centrality Number of income. net worth. system. tax.1
zone taxpayers NOK NOK NOK NOK
Z01.....e. 888,300 763,000 3,856,600 215 200 -200
Z02 . 1,170,900 671,200 2,410,200 171 000 -200
Z03 e 1,171,700 629,000 1,912,400 150,800 -200
Z04 ... 737,800 614,800 1,526,800 142,200 -200
205 421,200 611,600 1,551,600 141,400 -200
206 200,100 597,200 1,648,800 137,600 -200
Total.............. 4,590,200 660,400 2,309,000 165,600 -200

1 The numbers are rounded to the nearest NOK 200.
Sources: Ministry of Finance and the Statistics Norway tax model; LOTTE-Skatt.

1.5 Taxrates and thresholds

Table 1.9 presents key tax rates, allowances and thresholds in 2024
and the Government’s proposal for 2025. After adjustment for pro-
jected growth in wages, pensions or prices, etc., from 2024 to 2025, the
general allowances and thresholds have been rounded off. The
upward adjustment may therefore deviate somewhat from the level
indicated by the various growth projections. Wage growth is esti-
mated at 4.5 per cent, consumer price inflation at 3.0 per cent and pen-
sion growth at 3.65 per cent. Reference is also made to the proposed
tax decision in this proposition and to the overview of allowances and
thresholds on the Ministry’s website.
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Table 1.9 Tax rates, allowances and thresholds in 2024 and proposals

for 2025
Proposal Change
2024 rules 2025 rules 2024-2025
Tax on ordinary income
Individuals! ..oo.oveeereeveeevreeerenne 22% 22%
Businesses?...........c.ooow. 22% 22%
Tax on resource rent industries
Petroleum (special tax)® oo 71.8% 71.8%
Hydropower
(resource rent tax)? ....veervvvernnnns 57.7% 57.7%
Aquaculture
(resource rent tax)® ..., 32.1% 32.1%
‘Wind power
(resource rent tax)® .......ovceemnnns 32.1% 32.1%
Bracket tax
Bracket 1
Threshold........c.ccoveeeereneenecrreeneanece NOK 208,050 NOK 217,400 4.5%
RALE oot 1.7% 1.7%
Bracket 2
Threshold.........cocvveeeeerierrenrcerereannce. NOK 292,850 NOK 306,050 4.5%
RALE oo 4.0% 4.0%
Bracket 3
Threshold........cccveeeevcnerccrrcerennece. NOK 670,000 NOK 697,150 4.1%
Rate 13.6% 13.7% 0.1pp
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Table 1.9 (cont'd)
Proposal Change
2024 rules 2025 rules 2024-2025
Bracket 4
Threshold .........coeeeeereeveenerreenenennee NOK 937,900 NOK 942,400 0.5%
Rate 16.6% 16.7% 0.1pp
Bracket 5
Threshold.........ccoeeeeeveeneeneneeecneanee NOK 1,350,000 NOK 1,410,750 4.5%
Rate....ocoevrrrveeeennee 17.6% 17.7% 0.1pp
National Insurance contributions
Lower thresholds for the payment
of personal National Insurance
CONtribUtioNS ....o.oeeeeeeeeeeereeereeenne NOK 69,650 NOK 99,650 43.1%
Levelling rate .........cooeveevevereeennnee. 25% 25%
Rate
‘Wage INCOME ........ccveverereerererernnne 7.8% 7.7% 0.1pp
Fishing and childcare........oo...... 7.8% 7.7% -0.1pp
Other self-employment income..... 11.0% 10.9% 0.1 pp
Pension income, etc...........ccuune.. 5.1% 5.1%
Rate on gross income for
Sforeign employees
(Withholding tax) .............cccceeue.. 25% 25%
Employer’s National Insurance
contributions
Z0NE L.ucreneeceeereeceneanenne 14.1% 14.1%
Zone I’ 14.1/10.6% 14.1/10.6%
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Table 1.9 (cont'd)
Proposal Change
2024 rules 2025 rules 2024-2025
Zone II 10.6% 10.6%
Zone Il ... 6.4% 6.4%
Zone IV 5.1% 5.1%
Zone [Va 7.9% 7.9%
ZONE V...t evesenans 0% 0%
Additional employer’s National
Insurance contributions on To be
salaries over NOK 850,000 ............ 5% - discontinued
Maximum effective marginal
tax rates
Wage income, excluding
employer’s National Insurance
CONribUtioNS......cceveerreeeerreerrrnenrnens 47.4% 47.4%
‘Wage income, including
employer’s National Insurance
contributions.........ceeeeeverereeeenerernnns 55.8% 53.9% -1.9pp
Pension incomeS .........ooovvvvvvvevveee. 44.7% 44.8% 0.1pp
Self-employment income................ 50.6% 50.6%
Dividends, excluding
COrporation tax ...........cceeeeeeveerernee 37.8% 37.8%
Dividends, including
corporation L A 51.5% 51.5%
Personal allowance..................... NOK 88,250 NOK 108,550 23.0%
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Table 1.9 (cont'd)
Proposal Change
2024 rules 2025 rules 2024-2025
Basic allowance against wage
income, etc. 10
Rate 46% 46%
Upper limit........c..cevveeee. NOK 104,450 NOK 92,000 -11.9%
Basic allowance against pension
income'®
Rate 40% 40%
Upper imit........occeereeneeeecenerneceecnnenne NOK 86,250 NOK 73,150 -15.2%
Tax credit for pension income
Maximum amount............c.ceeeee.. NOK 34,350 NOK 35,600 3.6%
Downscaling, bracket 1
Threshold .........coceeveeveererreceenennee NOK 258,400 NOK 267,850 3.7%
Rate....ueeeeereeerercceeeeereceeennens 16.7% 16.7%
Downscaling, bracket 2
Threshold ........ccoeeeeereeveererreenenennee NOK 391,550 NOK 405,850 3.7%
RAte..oueecerrceeeeceeeeeieeeeiennens 6.0% 6.0%
Tax limitation rule
Levelling rate .......ceeeevevceveneennns 55% 55%
Tax-Afree net income
Single Person ..........ceeeeevererererenes NOK 147,450 NOK 147,450
Married person..........ceeeeeevererennnns NOK 135,550 NOK 135,550
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Table 1.9 (cont'd)
Proposal Change
2024 rules 2025 rules 2024-2025
Wealth supplement
RALE e 1.5% 1.5%
Single Persomn ........ceeveeeeeereveveeenaenes NOK 200,000 NOK 200,000
Married person........ceeeeeeeeenenes NOK 100,000 NOK 100,000
Special allowance in Finnmark
and Northern Troms
(@ction Zone) .............cccceeeeueunnn.. NOK 30,000 NOK 30,000
Special allowance for seafarers
Rate ... 30% 30%
Upper imit ........ccoevereeerererercerennee. NOK 83,000 NOK 83,000 -
Special allowance for fishermen
Rate 30% 30%
Upper Imit .......cevveeeeerereeereerernnns NOK 154,000 NOK 154,000 -
Special allowance against
self-employment income from
agriculture, etc. LS
Income-independent allowance .... NOK 93,000 NOK 95,800 3.0%
Rate applicable to amounts in
excess of the income-independent
aAllOWANCE ... 38% 38%
Maximum total allowance.............. NOK 195,000 NOK 200,850 3.0%
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Table 1.9 (cont'd)
Proposal Change
2024 rules 2025 rules 2024-2025
Maximum allowance for
payments to individual
pension schemes.......................... NOK 15,000 NOK 15,000
Allowance for travel between
home and work
Rate per Km.......ccccueveeveecreerenerennne. NOK 1.76 NOK 1.83 4.0%
Lower allowance threshold............ NOK 14,950 NOK 15,250 2.0%
Upper Bmit........ccoeveereeerencerenerennnns NOK 97,000 NOK 100,880 4.0%
Maximum allowance for
donations to charities.................. NOK 25,000 NOK 25,000
Maximum allowance for paid
trade union subscriptions, etc. ..... NOK 8,000 NOK 8,250 3.1%
Home investment savings scheme
for people below the age of
34 years (BSU)
Tax deduction rate ..........ccoeuevevennee 10% 10%
Maximum annual savings.............. NOK 27,500 NOK 27,500
Maximum total savings under
the scheme........ccooueeerceercerencerennne NOK 300,000 NOK 300,000
Parental allowance for
documented childcare expenses
Upper limit
One child ..o NOK 25,000 NOK 25,000
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Table 1.9 (cont'd)
Proposal Change
2024 rules 2025 rules 2024-2025
Supplement per additional child ... NOK 15,000 NOK 15,000
Wealth tax'
Local government
Threshold.........ccoeereereeneeneereeeennee NOK 1,700,000 NOK 1,760,000 3.5%
Rate ..ooovvereennen. 0.7% 0.525% 0.175pp
Central government
Threshold, bracket 1...................... NOK 1,700,000 NOK 1,760,000 3.5%
Rate, bracket 1.......ccccouvererererernnnes 0.30% 0.475% 0.175 pp
Threshold, bracket 2 ...................... NOK 20 million NOK 20.7 million 3.5%
Rate, bracket 2.......oeuveevevervrenennes 0.4% 0.575% 0.175 pp
Valuation
Primary dwelling ............ccceoevueuennee. 25% 25%
High-valuation primary
dwelling!* 70% 70%
Secondary dwelling
(and assigned debt) ........ccceveuenee.. 100% 100%
Shares (including commercial
property) and assigned debt ......... 80% 80%
Operating assets (and assigned
AEDE) e 70% 70%
Financial activity tax
Financial activity tax on payrolls... 5% 5%
Financial activity tax on profits ..... 3% 3%
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Table 1.9 (cont'd)
Proposal Change
2024 rules 2025 rules 2024-2025
Depreciation rates
Asset group a
(office machinery, etc.)........coun.... 30% 30% -
Asset group b
(acquired goodwill) ..........ccerveenenenee 20% 20% -
Asset group ¢
(heavy goods vehicles, lorries,
buses, vans, etc.)% oo 24% 24% -
Asset group d (passenger cars,
machinery and equipment, etc.) ... 20% 20% -
Asset group e
(ships, vessels, rigs, etc.) ............... 14% 14% -
Asset group f
(aircraft, helicopters) ... 12% 12% -
Asset group g (facilities for the
transmission and distribution of
electricity and electrotechnical
equipment in power companies)... 5% 5% -
Asset group h (buildings and
installations, hotels, etc)6 ............ 4 (6/10/200% 4 (6/10/20)% -
Asset group i (office buildings) ..... 2% 2% -
Asset group j (technical facilities
in office buildings and other
commercial buildings)..........cc....... 10% 10% -

L For taxpayers in the action zone in Finnmark and Northern Troms, the rate is 18.5 per

cent in both 2024 and 2025.

The tax rate on ordinary income for businesses subject to financial activity tax is

25 per cent in both 2024 and 2025.

Since calculated corporation tax is deducted from the special tax base, a formal tax
rate of 71.8 per cent will correspond to an effective tax rate of 56 per cent.

Since resource rent-related corporation tax is deducted from the resource rent tax
base, a formal tax rate of 57.7 per cent will correspond to an effective tax rate of 45 per
cent.

2

3
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Table 1.9 (cont'd)

5 Since resource rent-related corporation tax is deducted from the resource rent tax

base, a formal tax rate of 32.1 per cent will correspond to an effective tax rate of 25 per
cent.

Self-employed persons engaged in fishing, or in childcare in their own home (children
under the age of 12 or with special care needs) pay National Insurance contributions
on self-employment income at the rate of 7.8 per cent in 2024 and 7.7 per cent in 2025.
The lower National Insurance contribution rate for fishing is related to this industry
paying product tax, with such tax being intended to cover, inter alia, the difference
between this lower rate and the contribution rate payable on other self-employment
income.

In zone Ia, employer’s National Insurance contributions shall be paid at a rate of

10.6 per cent until the difference between what the enterprise pays in employer’s
National Insurance contributions at this rate and what the enterprise would have paid
in employer’s National Insurance contributions at a rate of 14.1 per cent is equal to the
tax-free allowance. The rate of 14.1 per cent is applied to the excess contribution base.
In 2025, the tax-free allowance is NOK 850,000 per enterprise.

For persons encompassed by the tax credit for pension income, the highest effective
marginal tax rate may be up to 47.8 per cent in both 2024 and 2025.

Includes corporation tax and an upward adjustment factor for dividends, etc. In both
2024 and 2025, the corporation tax rate is 22 per cent and the upward adjustment
factor for dividends, etc., is 1.72.

Taxpayers with both wage income, etc., and pension income will be granted the sum
total of the basic allowance against wage income and pension income. The upper limit
on the basic allowance against wage income applies as the upper limit on the sum total
of the basic allowances.

The income-independent element of the reindeer husbandry allowance will be
increased to NOK 95,800, and the maximum allowance will be increased to

NOK 200,850 in 2025.

The thresholds are for single taxpayers. For married couples, whose taxes are
assessed jointly on joint wealth, the thresholds are double those specified in the table.
The valuation applies to assets owned directly by the taxpayer liable for wealth tax.
High-valuation primary dwelling applies to the part of the property value in excess of
NOK 10 million in both 2024 and 2025.

The ordinary depreciation rate for asset group c is 24 per cent, with a higher rate of
30 per cent for vans, the abolition of which is proposed for 2024.

Livestock buildings in agriculture can be depreciated at a higher rate of 6 per cent.
Buildings with such a simple structure that their useful life must be assumed not to
exceed 20 years, can be depreciated at a rate of 10 per cent. The rate of 10 per cent
also applies to facilities where the useful life must be assumed not to exceed 20 years.
Costs for the establishment of fruit and berry fields can be depreciated on a declining-
balance basis at a rate of 10 and 20 per cent, respectively.

Source: Ministry of Finance.
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Table 1.10 presents the current rates for value added tax and excise
duties, as well as the proposed rates for 2025. All excise duties have
been generally adjusted upwards by 3.0 per cent to take into account
anticipated inflation. Minor deviations may be due to rounding of the
rates. Reference is also made to the decision on indirect taxes pro-

posed in this proposition.

Table 1.10 Rates of indirect tax in 2024 and proposed rates for 2025

2024 Proposal Change in
Tax category rules  for 2025 per cent
Value added tax, per cent of sales value
Standard rate ...........cceeeveeierereeieeeee e 25 25 -
Reduced rate.........cooveveveeeeerereeieeeeee e 15 15 -
LOW Fate .ottt 12 12
Tax on alcohol
Spirits-based beverages containing over
0.7 per cent alcohol by volume, NOK
per volume per cent per litre .........ccoeeveeeveveerennenen, 8.77 9.03 3.0
Other alcoholic beverages containing from 4.7
to 22 per cent alcohol by volume, NOK per
volume per cent per litre ........oeveeevevvceeeeeeenne. 5.14 5.29 29
Other alcoholic beverages containing up to
and including 4.7 per cent alcohol by volume,
NOK per volume per cent per litre
0.0-0.7 volume per cent .........cceevevvereevererverenne -
0.7-2.7 volume per cent .........ceeveveereeererverenene 3.53 3.64 3.1
2.7-3.7 volume per Cent .........ooevevvereeerervereenene 13.28 13.68 3.0
3.7-4.7 volume per Cent .........ooevevvereverervereenene 22.99 23.68 3.0
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Table 1.10 (cont'd)

2024 Proposal Change in

Tax category rules  for 2025 per cent
Fermented alcoholic beverages containing from
3.7 up to and including 4.7 per cent alcohol by
volume, produced by small breweries. .................. variable variable -
Tax on tobacco products
Cigars, NOK per 100 grams........c.cceeeereeeeerreeereene 315 324 29
Cigarettes, NOK per 100 units.........ccccevevereerereenene. 315 324 2.9
Smoking tobacco, NOK per 100 grams ................. 315 324 29
Moist snuff, NOK per 100 grams...........ccceveveueenen.. 97 100 3.1
Chewing tobacco, NOK per 100 grams ................. 128 132 3.1
Cigarette paper, NOK per 100 units.........c.cceevenene 4.82 4.96 29
E-liquids containing nicotine, NOK per 100 ml..... 511 526 2.9
Tobacco for heating, NOK per 100 grams............. 315 324 2.9
Other nicotine products, NOK per 100 grams...... 48.25 49.70 3.0
Motor vehicle registration tax
Passenger cars, etc. Tax group al
All passenger cars
Kerb weight, NOK per kg

FIrSt SO0 KG covevveveveeeereeererereereeereeeee e 0 0

FEMAINAET «..eeeviceietreecieieereeeieeecieeeseeaenees 12.98 13.37 3.0
Pas§enger cars, etc., with internal combustion
engine
Kerb weight, NOK per kg

FIrSt 500 KG covevveveveeeereeereecreereeereeeee e 0 0
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Table 1.10 (cont'd)
2024 Proposal Change in
Tax category rules  for 2025 per cent
NEXE 700 K ooeuviiecreirieecierecierereeneeeeeneneenes 28.98 29.85 3.0
NEXE 200 K oocuevviiereiricnceerecieiereeeeeseenenenes 72.22 74.38 3.0
NEXE 100 K oot 22568 23245 3.0
FEMAINAET ...t 262.46 270.34 3.0
NOy emissions, NOK per mg/km.........cccccurueueee. 83.38 85.88 3.0
CO, emissions, NOK per g/km
firSt 70 @/KM ... 0 0
NEXt 48 G/KM..eviiiiieieeereee s 1,402.64 1,444.72 3.0
NeXt 37 /KMo 1,571.81 1,618.96 3.0
NeXt 70 /KMo 3,050.96 3,142.49 3.0
FEMAINAET «..cevvienrereereereieeeeretrereeieeeeseseeeaes 4,866.87 5,012.88 3.0
allowance for emissions below 70 g/km,
applies down to 50 g/km and only for vehicles
with emissions of less than 70 g/km............... 887.13 913.74 3.0
allowance for emissions below 50 g/km,
only applies to vehicles with emissions of
less than 50 @/KM.....c.ceeeeeveeeencenencrnencrrecineenne 1,043.72  1,075.03 3.0
Vans class 2. Tax group b
Kerb weight, per cent of passenger car rate......... 20 20 -
NOx emissions, per cent of passenger car rate.... 75 75
CO, emissions, NOK per g/km
first 84 @/KIM c.eveueeieeeeeecececcreeeeeeveee e 0 0
NEXt 30 /KMueuiiriiieireieeeeeeceecee e 432.01 44497 3.0
NEXE 36 G/ KMeevriieieieeeeeee s 484.12  498.65 3.0
FEMANAET ...t 939.70 967.89 3.0
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Table 1.10 (cont'd)
2024 Proposal Change in

Tax category rules  for 2025 per cent

allowance for emissions below 84 g/km,

applies down to 48 g/km and only for vehicles

with emissions of less than 84 g/km............... 266.14 274.13 3.0

allowance for emissions below 48 g/km,

only applies to vehicles with emissions of

less than 48 @/Km ......cccevecereecencenencinccenccincennnes 31311 32251 3.0
Motorhomes. Tax group c?
Kerb weight, per cent of passenger car rate ......... 22 22 -
Piston displacement............coeevvereveerevrereereneerenrennen. variable variable -
Motorcycles. Tax group £
Piston displacement tax, NOK per cm®

FIrSt 500 CIN®....oooveeeeeeeeeeeeeee e 0 0

NEXt 400 CM3 ..o 3451 3555 3.0

FEMAINAET ..o 80.65 83.07 3.0
CO4 emissions, NOK per g/km

fIrSt 75 /KMt 0 0

NEXt 60 €/ KM ...oueviirreciricirireecinecinecireceneienaes 767.91 790.95 3.0

FS 10114 L (<) OO 1,038.33  1,069.48 3.0
Snowmobiles. Tax group g
Kerb weight, NOK per kg

first 100 K@ oevovreneeeeeirececeeeeceireeeereeeeseieeseneaens 16.21 16.70 3.0

NEXE 100 KE vttt 3242 33.39 3.0

rEMAINAET ...t 64.82 66.77 3.0
Engine power, NOK per kW

fIrst 20 KW ..o 26.03 26.81 3.0

NEXE 20 KW .o 52.09 53.65 3.0
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Table 1.10 (cont'd)
2024 Proposal Change in
Tax category rules  for 2025 per cent
FEMAINAET «..evvieneeierreereieeeeretreeeieaeeeseseeenes 104.15 107.27 3.0
Piston displacement, NOK per cm?®
ISt 500 CM3 occoeveereerrceesssseneeensesessssenssensees 0 0
FEMAINAET ...t 11.40 11.74 3.0
Minibuses. Tax group j4
Kerb weight, per cent of passenger car rate.......... 40 40 -
CO4 emissions, NOK per g/Km ......c.ccocvevcrrevcunence variable variable -
Traffic insurance tax, NOK per day5
Passenger cars, vans, €tC. ......ccocuevvevverreeeeenenieenens 7.60 6.38 -16.1
Diesel cars without factory-fitted particle filter..... 9.11 7.93 -13.0
MOLOTCYCIES.....vveveeerereveeiie ettt 5.23 5.39 3.1
Tractors, mopeds, €tC. .....ccuvevveverereereereierereierenens 0.37 0.38 2.7
ELECtriC Cars....oceueureeeirirecciriecieriecie et 8.70 8.96 3.0
Annual weight-based tax, NOK per year ............... variable variable
Re-registration tax..............coceveeeeeceeeeceeeeeeneeennnn. variable variable
Road usage tax on fuel
Petrol, NOK per itre .........coevveeerevereveeeereeereeenns 4.62 4.16 -10.0
Mineral oils, NOK per litre 2.71 2.69 0.7
Bioethanol, NOK per litre ........ccoeevveveenveeereeenene 2.16 2.12 -1.9
Biodiesel, NOK per Litre.........ccoeeeeveeeeeveeerenenns 3.02 2.69 -10.9
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Table 1.10 (cont'd)

2024 Proposal Change in

Tax category rules  for 2025 per cent
Natural gas, NOK per Sm®............ccoouusevrerrreressiis 2.96 3.05 3.0
LPG, NOK per Kg.....covuveeurereneerrireeeienneerenneneenenns 3.86 3.98 3.1
Electricity tax, NOK 0.01 per kWh
Standard rate .........ooceeeeeveeenneeeeeeeeeeene 16.44 16.93 3.0
Lower standard rate in January-March.................. 9.51 9.79 3.0
Reduced rate........ccooueeveeeereneeeereeeeeeeeeeeeeens 0.58 0.60 34
Tax on lubricating oils, NOK per litre................... 2.54 2.62 3.1
CO, tax on mineral products
Petrol, NOK per litre......ccoveevveicvereerercriereecrevenen 2.72 3.25 19.5
Mineral oils, NOK per litre

standard rate...........coeeeurerencernininceieneceeeeenas 3.17 3.79 19.6

subject to ETS ..ovnieeceeceee e 0.24 0.25 4.2

domestic aviation ............coceceurnereeirincncucneneenes 3.00 3.58 19.3

domestic aviation subject to ETS ..................... 1.72 1.77 2.9

domestic shipping subject to ETS® 2.07 1.96 5.3

fishing in diStant Waters” ..........veeeveeeereeereeeenens - 0.93 New

international shipping8 ...................................... - 1.33 New
Natural gas, NOK per Sm3

standard rate........c.ocoeeeererereereinencenneneceeneneeees 2.34 2.80 19.7

subject to ETS ..o 0.066 0.066

chemical reduction, €tC.? ......ooovvveevveerrcrrresrs 0 0
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Table 1.10 (cont'd)
2024 Proposal Change in
Tax category rules  for 2025 per cent
greenhouse iNdustry ........ccceeeeveeveceeeerereeeennne. 0.35 0.42 20.0
domestic shipping subject to ETS.e. 1.54 1.46 5.2
fishing in diStant Waters’ ......oeeveereeeeseerseeennees - 0.70 New
international Shipping®.........oooveooveereeeereeereene. - 1.00 New
LPG, NOK per kg
standard rate ........coeveveeeerrrnrneeeenes 3.53 4.22 19.5
SUbjeCt to ETS . 0 0
chemical reduction, €tC.% ..vveooveeerreerereerrreenn. 0 0
greenhouse INAUSHIY .....cvoueereeereveereneereereeerenene 0.53 0.63 18.9
domestic shipping subject to ETSC oo 2.33 2.21 5.2
fishing in diStant Waters’ .......meeeeveeeeseeerseeernees - 1.05 New
international Shipping®.........ovveveeeeveeeoreeerennn. - 1.50 New

Waste incineration tax, NOK per tonne COq
NON-ETS emiSSIONS ....c.coveveereerrerrereeereneenrenreseennens 882 908 29
Emissions subject to ETS.......ccccoooiieiiieeeeene 176 182 34

Tax on HFCs and PFCs, NOK per tonne CO,

EQUIVALENLS....cvevireeiereeceerccreteree e 1,176 1,405 19.5
Tax on SFg, NOK per kg SFg
Undiluted SFg....voceevcrreerreeinerreneireceneenneneneneeenene 27,636 33,018 19.5

SFg included in products 5,523 6,604 19.6
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Table 1.10 (cont'd)

2024 Proposal Change in
Tax category rules  for 2025 per cent
CO, tax in the petroleum sector
mineral oils, NOK per litre........cceveevveeereeerenenene 2.10 2.17 3.3
natural gas, NOK per Sm>......veeeereeeereesreeeeseee 1.85 1.90 2.7
natural gas discharged into the atmosphere,
NOK PEE SIP ..o seeses e 16.89 20.17 194
Sulphur tax, NOK 0.01 per litre.........cccoeevvvvennnenn. 15.20 15.70 3.3
Tax on NOx, NOK per kg.......ccccovevenerinenecnnnn 25.59 26.36 3.0
Tax on farmed fish, NOK perKg........c..cccovveennnn. 0.935 0.965 3.2

Tax on wild marine resources, percentage of gross
sales value less fees paid to fishermen’s

cooperative sales assoCiation ..............ceeeeeuveenne.. 0.42 0.42
Tax on wind power, NOK 0.01 per kWh............... 2.30 2.37 3.0
Tax on sugar, NOK per Kg........cccovveeeeeeeeeeennnn, 9.18 9.46 3.1

Tax on beverage packaging, NOK per unit

Base tax, disposable packaging .........c.ccceerverennen.. 1.38 142 2.9

Environmental tax
glass and metal...........ccoeveeeereneereneeiereeeeereeene 6.71 6.91 3.0
PIASHIC cevviveneetecreereectee ettt 4.06 4.18 3.0
cardboard and cartons........c.cocecvevevcecerercrcucnenne 1.65 1.70 3.0
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Table 1.10 (cont'd)

2024 Proposal Change in

Tax category rules  for 2025 per cent

Air passenger tax, NOK per passenger

LOW Fate ..ottt 85 60 -29.4
High rate....c.ceeveeeeeeeeeceeecee e 332 342 3.0
Stamp duty, per cent of sales value....................... 2.5 2.5 -

1

Group a: Passenger cars, vans class 1 and buses less than 6 metres in length with up
to 17 seats. Piston displacement is used as the tax component for vehicles whose
CO,, emissions are not specified.

Group c: Motorhomes. Not subject to NOy component.

Group f: Motorcycles. Vehicles for which CO5 emissions are not registered are
subject to tax per unit and tax on engine power, in addition to piston displacement
tax.

Group j: Buses less than 6 metres in length with up to 17 seats, of which at least 10
are forward-facing. The highest bracket of the CO5 component does not apply to
group j. Not subject to NOx component.

The tax that each insurance policy triggers is determined on the basis of the tax
rates that applied as of the start date of the policy. The 2022 rates apply to insurance
policies that were established or had their main expiry date before 1 March 2023.
The 2023 rates apply to insurance policies that were established or had their main
expiry date between 1 March 2023 and 29 February 2024. The 2024 rates apply to
insurance policies that are established or have their main expiry date after 1 March
2024.

The introduction of a reduced rate for domestic shipping subject to ETS requires the
issue of state aid to be clarified with the ESA.

The exemption on fishing in distant waters will be discontinued in 2025, and a
reduced rate corresponding to 25 per cent of the general level for non-ETS
emissions will be introduced; see Section 10.9.4 in Prop. 1 LS (2023-2024) Skatter og
avgifter 2025.

A separate rate for emissions from international shipping will be introduced in the
CO,, tax on mineral products in 2025, provided that this does not contravene the state
aid rules; see Section 10.9.4 in Prop. 1 LS (2023-2024) Skatter og avgifter 2025.

The tax on natural gas and LPG for chemical reduction, etc., has not entered into
effect, pending ESA approval of the exemption for businesses subject to ETS.

Source: Ministry of Finance.
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1.6 Distribution of public tax revenues

Table 1.11 provides a general overview of the main groups of taxes
and the parts of the public sector that receive revenues from each
main group. Total tax revenues are estimated at NOK 2,084 billion in
2024. Of this amount, about 86 per cent will accrue to central govern-
ment, 12 per cent to local government and 2 per cent to regional

government.

Table 1.11 Accrued taxes by tax creditor. Estimates for 2024. NOK billion

Central Local Regional

Total government government government
Personal taxpayers ..............cuuu....... 731.0 470.6 218.2 422
Tax on ordinary income ................... 395.1 156.4 196.5 42.2
Tax on personal income ................... 113.3 113.3
Personal National Insurance
contributions........coceeeeveeceevrerccrennene. 190.5 190.5
Wealth taX ....c.cooveererenencrenencrcreenenenee 32.1 10.4 21.7
Companies (whose taxes are
payable in arrears) .......................... 130.6 128.7 1.6 0.3
Income tax (including power plants)  129.8 127.9 1.6 0.3
Wealth tax .....ccceveveeerrenenceeenncceenenee 0.8 0.8 0.0
Financial activity tax....................... 5.1 5.1 0.0 0.0
Tax on payrolls .........cceevevereeeeerennes 2.7 2.7

Tax on profits........ccceeeveereeeereeeennene. 24 24
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Table 1.11 (cont'd)
Central Local Regional
Total government government government
Property tax...........cccoueeevvveeeveeennan, 182 18.2
Employer’s National Insurance
CONEVEDULIONS ..., 269.4 269.4
Indivect taxes............ccueeeeevvueeeeeenn. 504.7 504.7
Value added tax.......ccoeevevveeerevenennene. 392.1 392.1
Excise duties and customs duties..... 112.6 112.6
Petroleum .......ueueeeeeeeeeeeeceereeiereenanns 357.1 357.1 0.0 0.0
Tax on INCOME.......cveververererereerennes 349.1 349.1
Tax on extraction, etC........ccoverveevene. 8.0 8.0
ONET tAKES....eeeeeeeveeeeereeerevrreerereenaenns 68.7 63.2 4.5 1.0
National Insurance and pension
premiums, other central
government acCCoOUNts .........ccoeeevennns 41.5 36.0 4.5 1.0
Tax on dividends to foreign
shareholders.........coeeveevvereereeerenne. 12.8 12.8
Other taXesS ....covevevereeveeereeereeeeenne 14.5 14.5
Total taXxes......ocoevvveevreeeeneeereeeennnn 2,084.8 1,798.8 242.5 434

1 Excluding certain excise duties and sectoral taxes that are recognised as taxes in the

fiscal budget, but are grouped as property income or user payments in the national
accounts.

Including, inter alia, the Norwegian Public Service Pension Fund.

3 Including some revenue items that are grouped as tax revenues in the national
accounts, but are not recognised as tax revenues in the fiscal budget.

Source: Ministry of Finance.
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2 Overview of the tax system

2.1 Introduction

This chapter provides an overview of the fundamental principles for a
good tax system, as well as the general rules for 2024. There are some
exceptions to these general rules; so-called tax expenditures. Tax
expenditures are discussed in Section 2.8 and described in more detail
in Appendix 1.

Direct taxes include, inter alia, ordinary income taxes from indi-
viduals and businesses, resource rent taxes, employer’s National
Insurance contributions, wealth tax and property tax.

Indirect taxes include value added tax, excise duties, customs
duties and sectoral taxes.

Total public sector tax revenues are estimated at NOK 2,084 billion
in 2024; see Table 1.11. Figure 2.1 presents estimates for total taxes to
central government, regional government and local government for
2024, specified by tax type based on the numbers in Table 1.11. In
2024, personal income tax, i.e. the sum total of personal National
Insurance contributions, tax on ordinary income and bracket tax, will
constitute the largest component of total tax revenues. Revenues from
value added tax constitute the second largest component, but central
government revenues from petroleum sector taxes are also a major
component. Taxes from the petroleum sector are included in the
central government’s net cash flow from petroleum activities, which is
transferred to the Government Pension Fund Global.
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Others 68,7

Excise duties and customs
duties 112,6

Value added tax 392,1

Income tax from individuals 698,9

Employer’s National Wealth tax and property tax 50,3

Insurance contributions 269,4 . .
Corporation tax (mainland

businesses) 135,7
Petroleum tax 357,1

Figure 2.1 Taxes accrued to central government, regional government
and local government. Estimates for 2024. NOK billion

1 Corporation tax includes resource rent taxes on aquaculture and power.
Source: Ministry of Finance.

2.2 Guidelines for an efficient tax system

Taxes are necessary for financing public services and transfers. The
tax system also influences labour supply, consumption, savings and
investments. To ensure that society’s resources are allocated as effi-
ciently as possible, the tax system design should be based on the fun-
damental principles of broad tax bases, low rates, the equal treatment
of industries, as well as types of enterprises and investments, and the
symmetrical treatment of income and expenses. This serves to keep
taxation costs down and makes for equal treatment of taxpayers.

Broad tax bases that capture all types of income are also a pre-
requisite for the progressive tax system to actually contribute to the
intended redistribution of income and to stabilising economic develop-
ment. The principle of broad tax bases and relatively low tax rates
guided the 1992 tax reform. This caused taxable income to better
reflect actual income and meant that the behaviour of individuals and
businesses was less affected by the tax rules.
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Exceptions and special arrangements that deviate from the stand-
ard rules make the tax system less efficient. In order to maintain tax
revenues, other taxes need to be increased, and the economic costs of
taxation tend to increase more than proportionally with tax rate
increases. If it is desirable to support a specific activity or specific
group, measures on the expenditure side of the budget are often less
costly and more targeted. As a general rule, revenues from individual
taxes should not be earmarked for specific forms of expenditure. Such
constraints impede the real prioritisation of funds on the expenditure
side of the budget.

The principle of a broad tax base and relatively low tax rates, with
few exceptions and special arrangements also makes for a simpler tax
system. The tax rules should be as easy as possible for taxpayers to
comply with and for the Norwegian Tax Administration to enforce.
This will reduce administrative costs and facilitate digitalisation and
automation. These are prerequisites for further improvements and
simplifications to the tax authority reporting solutions. Overall,
simpler regulations will contribute to more effective resource use,
while strengthening the rule of law and predictability for taxpayers.

In addition, the tax system needs to be designed in such a way as
not to violate Norway’s obligations under the EEA Agreement or
other international obligations; see the discussion in Sections 2.5 and
2.6.

Public financing of comprehensive welfare services makes it nec-
essary to maintain considerable tax revenues. The tax system also
needs to address other important considerations in addition to gene-
rating government revenues; primarily social and geographical
redistribution considerations, as well as environmental, climate and
health considerations.

In some instances, there may be conflicts between the various
objectives for the tax system. Different considerations therefore need
to be weighed against each other when designing the tax rules. A
single type of tax should generally not be targeted at multiple objec-
tives.

The tax system contributes to redistribution by, inter alia, increas-
ing the average tax rate with income and by taxing net wealth. Taxes
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on wages will tend to reduce labour supply, and it is therefore impor-
tant that the tax system inhibits labour force participation, education
and career choices as little as possible.

People with the lowest incomes pay little or no tax. Changes to the
income tax system are therefore of little significance to this group.
Many people with persistently low incomes are not working. The tax
rules should, insofar as possible, be structured to make it worthwhile
to work. For people receiving social security benefits to compensate
for loss of labour income, the interplay between social security rules
and tax rules is of importance to the incentives to return to work or to
increase working hours. One challenge in the context of tax and wel-
fare policy is to balance the consideration of income security against
the consideration of work incentives. This is illustrated in Box 2.1,
which demonstrates that there may, in some cases, be little financial
gain from working rather than receiving social security benefits.

Environmental taxes and climate taxes contribute to more accu-
rate pricing of environmentally harmful activities and greenhouse gas
emissions if they are correctly designed. Such taxes motivate indivi-
duals and businesses to engage in more environmentally and climate-
friendly behaviour, which is consistent with the “polluter pays” prin-
ciple. However, environmental taxes and climate taxes may have
undesirable distributional effects; socially or geographically. It is
therefore important to ensure that the overall tax policy, together with
redistributive benefits and transfers, pays heed to the desired distribu-
tional considerations.

Taxes on businesses should primarily aim to generate revenues
for central government, and such taxes should have the minimum
possible impact on commercial decisions. The most consistent and
uniform taxation of all real income helps to ensure that resource utili-
sation is not influenced by, for example, tax-motivated investments.
The profits that are taxed should correspond to the actual profits that
are made.

Greater mobility of capital, goods and services means that taxation
differences between countries may become of increasing significance.
Norway needs to have good general tax rules to ensure that it can
retain and attract commercial activities and capital. However, localisa-
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Box 2.1 Incentives to work depend on both the tax
system and the National Insurance system

Incentives to work are influenced by both tax rates on wage
income and by net transfers to the individual. The income protec-
tion system in Norway (primarily the National Insurance Scheme)
consists of various transfer schemes to ensure that people who, for
various reasons, are not working have an income on which to
sustain themselves, such as disability benefit and unemployment
benefit. These schemes often lapse entirely or in part when a per-
son starts working, and thus function as an extra “tax” on labour.
In other words, the “effective tax” is the tax on wage income plus
the net benefit (the benefit after tax) that is forfeited. This is not an
actual tax rate, but it influences work incentives.

Figures 2.2 and 2.3 show average effective tax rates on wage
income in the transition from unemployment to full employment
for the Nordic countries for 2023. The calculations generally only
take into account the level of transfers, while time limits on benefit
payments and activity requirements for recipients are some of the
other factors that will influence incentives to work. The calcula-
tions must therefore be interpreted with caution. The examples in
the figures are for a sole provider with two children and a couple
with two children, one of whom is a homemaker. The figures show
that the effective tax rate on labour can be considerable. For
example, a sole provider with two children who has an income that
is 67 percent of the average will effectively be taxed at 78 per cent
of his/her gross wage income in Norway when the loss of
unemployment benefit is included.
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Box 2.1 (cont'd)
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Figure 2.2 Effective average tax when transitioning from
unemployment benefit' to full-time employment. Sole provider?.
2023. Percentage

1 The calculations are based on unemployment benefits in the various countries

as calculated in OECD Benefits and Wages 2023. The benefit level is the level
paid for the first year of unemployment.

Based on 67 per cent of the average wage in the various countries, both as a
basis for calculating benefits and as a level of earned income in full-time
employment.
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Box 2.1 (cont'd)
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Figure 2.3 Effective average tax when transitioning from
unemployment benefit to full-time employment. Couple with one
person in the labour force? and two children. 2023. Percentage

1 The calculations are based on unemployment benefits in the various countries
as calculated in OECD Benefits and Wages 2023. The benefit level is the level
paid for the first year of unemployment.

Based on 100 per cent of the average wage in the various countries, both as a
basis for calculating benefits and as a level of earned income when transitioning
to full-time employment. The spouse/cohabitant is assumed to be a home-
maker.

Sources: OECD and Ministry of Finance.
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tion decisions depend on more than tax. Political stability, infrastruc-
ture, access to qualified labour, functioning financial markets, pro-
perty rights, as well as stable and predictable regulations, are also
important aspects of the overall framework conditions for commercial
activities.

In industries that exploit natural resources, an additional return
may be generated in the form of resource rent. It is desirable to
ensure that society receives a high proportion of this return, without
reducing investments in the industries that exploit these natural
resources. Resource rent taxes are a good way of attending to these
considerations. In Norway, special taxes are levied on the profits
generated by petroleum, hydropower, onshore wind power and aqua-
culture.

Low economic costs of the tax system can be achieved by having a
large proportion of taxes that contribute to better resource utilisation,
such as taxes on activities that are harmful to health and the environ-
ment, along with neutral taxes, such as resource rent taxes. However,
in order to raise sufficient tax revenues and meet redistribution objec-
tives, most tax revenues need to come from broad, distortionary
taxes. In recent years, there has been a shift from distortionary taxes
on labour income to taxes on resource rent, environmentally harmful
activities and greenhouse gas emissions.

The scope of public services and transfers varies between coun-
tries, and influences the need for tax revenues. In Norway, this is rela-
tively high. Figure 2.4 compares tax revenues as a percentage of gross
domestic product (GDP) for Norway, Sweden, Denmark and the
OECD average. The figure provides a rough overview of differences
in the size of public expenditure and differences in the overall level of
taxation. Such a comparison does not take into account sources of
revenue other than tax, nor that the tax revenue share will vary
depending on, inter alia, whether public pension and social security
payments are taxable. In Norway, part of total expenditure via public
sector budgets is financed by fund revenues from the Government
Pension Fund Global (GPFG). For 2024, fund withdrawals measured
by the non-oil budget deficit account for 14 per cent of total public
sector expenditure.
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Figure 2.4 Public tax revenues. Percentage of GDP

1 Mainland Norway includes taxes on petroleum industry employees.

2 Non-weighted average for the OECD.

3 For Sweden and Denmark, figures for 2007-2022 have been obtained from the
OECD. Figures and forecasts for 2023-2025 have been obtained from the two finance
ministries.

Sources: Ministry of Finance and the OECD.

The tax level, measured by tax revenues as a percentage of GDP, will
vary from year to year in different countries. Since 1985, tax revenues
in Norway have varied between 38 and 44 per cent of GDP. Some of
the variations are due to changes in tax revenues from petroleum
activities, which are transferred to the Government Pension Fund
Global. This complicates comparisons with other countries in indivi-
dual years. In recent years, high revenues from the petroleum activi-
ties have served to increase the tax to GDP ratio in Norway. In
Sweden, the tax to GDP ratio has ranged from 41 to 50 per cent, while
it has been between 42 and 51 per cent in Denmark. Over the same
period, the average tax level in the OECD has varied between 30 and
35 per cent of GDP.
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2.3 Direct taxes

2.3.1 Income tax for personal taxpayers
Rate structure and tax base

Personal income tax is calculated using two different tax bases.
Firstly, a flat tax rate of 22 per cent is paid on ordinary income less the
personal allowance and certain special allowances. Ordinary income
comprises all taxable income (wages including taxable benefits in
kind, social security benefits, pensions, net self-employment income,
taxable income from shares and other forms of capital income), less
basic allowance, deductible losses and expenses such as debt interest,
parental allowance and other allowances.

Secondly, National Insurance contributions and bracket tax are
paid on personal income, which comprises gross wage income, social
security benefits and pension income, without deductions. Calculated
personal income for self-employed persons is also included in per-
sonal income.

High-income earners pay a larger proportion of their income in tax
than low-income earners. Such progressivity is achieved through the
lower threshold for the payment of National Insurance contributions,
the standard allowances (basic allowance and personal allowance) and
the rate structure of the bracket tax. Box 2.2 shows how income tax is
calculated under 2024 rules for a person who only has wage income
and standard allowances.



62  Prop.1LS (2024-2025) Proposition to the Storting (Bill and Draft Resolution)
Taxes 2025

Box 2.2 Calculation of tax on wage income
under 2024 rules

Figure 2.5 illustrates total tax in NOK at different income levels for
a person who only has wage income and standard allowances.
Table 2.1 presents examples of how tax is calculated for some
selected income levels.

600 - 4 600

500 500

400 400
300 300
200 200
100 100

0

0 200 400 600 800 1000 1200 1400
— Total tax ¥ Bracket tax
M Tax on ordinary income M Personal National Insurance contributions

Figure 2.5 Tax at different levels of wage income for a person who
only has wage income and standard allowances. 2024 rules.
Wage income and tax measured in NOK 1,000s

Sources: Ministry of Finance.
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Box 2.2 (cont'd)

Table 2.1 Calculated tax for selected wage income levels. 2024 rules.
NOK

Wage income 200,000 650,000 1,000,000

- Basic allowance . 92,000 104,450 104,450

- Personal allowance...........oeeeeeeeeeeeennne 88,250 88,250 88,250

=Taxable ordinary income...................... 19,750 457,300 807,300

Tax on ovdinary income

(22 per COnt) ... 4,345 100,606 177,606

Personal National Insurance

contributions (7.8%) ......ccceeeeeeecueevnnnnn. 15,600 50,700 78,000

Bracket 1 (1.7 per cent

above 208,050) . 0 1,442 1,442

Bracket 2 (4 per cent

above 292,850) ......ceverererererererererenenes 0 14,286 15,086

Bracket 3 (13.6 per cent

above 670,000) .....c.cererererererererereiennans 0 0 36,434

Bracket 4 (16.6 per cent

above 937,900) 0 0 10,309

Bracket 5 (17.7 per cent

above 1,350,000) 0 0 0

Total bracket tax ..............coeeeeeeeeueeennne. 0 15,728 63271
19,945 167,034 318,877

Total tax (10 per (25.7 per (31.9 per

(per cent of wage income) ............... cent) cent) cent)

Source: Ministry of Finance.
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Box 2.2 (cont'd)

Figure 2.6 illustrates the marginal tax rate on wage income, i.e.
the tax rate applicable to any incremental increase in income,
along with tax as a percentage of wage income. With a progressive
rate structure, those with the highest taxable income will pay the
largest proportion of their income in tax. The marginal tax rate
influences employees’ decisions about how much they choose to
work. See Box 2.7 on the labour supply effects of reducing the
taxation of labour income.

Figure 2.6 shows that the marginal tax rate predominantly
increases with income, and that the average tax rate is lower than
the marginal tax rate:

— No tax is paid up to the lower threshold for the payment of
personal National Insurance contributions (NOK 69,650).
Thereafter, a levelling rate (25 per cent) is paid until it becomes
preferable to pay National Insurance contributions at the ordi-
nary rate (7.8 per cent) on the entire income; in 2024 at an
income of NOK 101,235.

— When income exceeds the sum total of the personal allowance
and the minimum allowance (46 per cent of income), from NOK
163,426, tax is payable on ordinary income (22 per cent). The
marginal tax rate increases to 19.7 per cent (7.8 per cent + 22
per cent x (100 per cent — 46 per cent)).

— From NOK 208,050, bracket tax is paid at the rate of 1.7 per
cent, and the marginal tax rate is increased to 21.4 per cent.

— When income exceeds NOK 227,065, the taxpayer has reached
the maximum basic allowance (NOK 104,450), and the mar-
ginal tax rate is increased to 31.5 per cent (7.8 per cent + 22 per
cent + 1.7 per cent).

— Thereafter, the bracket tax rate increases from bracket to
bracket, until the maximum marginal tax rate of 47.4 per cent is
reached at an income of NOK 1,350,000.
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Box 2.2 (cont'd)

0
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— Total average tax rate M Personal National Insurance contributions
M Tax on ordinary income ¥ Bracket tax
— Marginal tax rate

Figure 2.6 Marginal tax rate and average tax rate (dotted line),
excluding employer’s National Insurance contributions, at various
wage income levels (NOK thousands) for an employee who only has
wage income and standard allowances. 2024 rules.

Percentage

Sources: Ministry of Finance.

Figure 2.7 illustrates the highest marginal tax rate on wage income
in selected countries in 2023. The figure includes the employee’s con-
tributions to social security schemes (personal National Insurance
contributions in Norway), while the employer’s contributions to social
security schemes for the employee (employer’s National Insurance
contributions in Norway) are excluded. The figure shows that the
highest marginal tax rate in Norway is at a level comparable with the
highest marginal tax rate in countries such as the UK, Germany and
the US, while some of the other Nordic countries have higher mar-
ginal tax rates on the highest salaries.
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Figure 2.7 Highest marginal tax rate on wage income, excluding the
employer’s contributions to social security schemes for the employee.
Some selected countries in 2023. Percentage

Sources: OECD Tax database and Ministry of Finance.

Tax on pension income

Special tax rules mean that pensioners and recipients of certain social
security benefits pay less tax than wage earners. National Insurance
contributions on pensions are lower than on wages. On the other
hand, the basic allowance is somewhat lower for pension income than
for wages.

A special tax credit for pension income is granted to those on
contractual early retirement pension (AFP) and ordinary retirement
pension. The tax credit results in no tax being paid on any pension
income up to about NOK 262,480 in 2024, which is slightly above the
minimum retirement pension level for singles under the National
Insurance Scheme. Above this level, total tax paid is lower on pen-
sions than on wages. The tax credit is reduced with regard to pension
income above two thresholds, thus implying that the difference
between the tax on pension income and the tax on wage income
declines as pension income increases.
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Figure 2.8 shows tax under the 2024 rules as a proportion of
pension income for recipients of contractual early retirement pension
(AFP)/ordinary retirement pension and wage income for wage
earners, respectively. It is assumed that taxpayers have no income
other than pensions and wages, respectively. It is also assumed that
taxpayers can claim no other allowances than the standard allow-
ances. The tax on a NOK 300,000 retirement pension represents 5.7
per cent of the pension income, while tax as a proportion of the same
amount of wage income comes to 16.2 per cent.

35 ¢ 4 35
30 + 130
25 ¢ 4 25
20 | 420
15 + 415
10 + 410
50 15
0 0
0 50 100 150 200 250 300 350 400 450 500 550 600
— Wage earners — Recipients of contractual early retirement pension (AFP) and
ordinary retirement pension

Figure 2.8 Average tax rate at various gross income levels for wage
earners and recipients of contractual early retirement pension (AFP) and
ordinary retirement pension under the 2024 rules.! Percentage

1 It is assumed that the taxpayers only have wage income and pension income,
respectively, and can claim no other allowances than the standard allowances.

Source: Ministry of Finance.
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Tax on income from shares accruing to individuals

Income from shares (ownership income) consists of realised divi-
dends and capital gains from limited liability companies to owners.
The difference between the highest marginal tax rates on wage
income and income from shares should not be excessive. When there
is a significantly lower marginal tax rate on income from shares than
on wage income, there is much to be gained from representing what
is actually income from work as income from shares in order to pay
less tax (income shifting). In 2024, the difference between the highest
effective marginal tax rate on wages and share dividends, respectively,
is 4.3 percentage points; see Figure 2.9.
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ordinary income
income (corporation tax)
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Figure 2.9 Maximum marginal tax rate on wages and dividends under

the 2024 rules’. Percentage

1 The marginal tax rate is calculated as a proportion of total wage costs (including
employer’s National Insurance contributions) and thus the tax on ordinary income

will be less than 22 per cent in the column for the maximum marginal tax rate on
wages.

Source: Ministry of Finance.
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The shareholder model implies that income accruing to a personal
shareholder from shares, in excess of a risk-free return allowance, is
taxed on the part of such shareholder. Taxable income from shares is
first multiplied by an upward adjustment factor, and thereafter added
to ordinary income. The upward adjustment factor was introduced in
2016 to maintain the desired level of dividend tax when the tax rate on
ordinary income was reduced. For 2024, the upward adjustment factor
is 1.72 and the total marginal tax rate on dividends is 51.5 per cent.

The purpose of the risk-free return allowance is to counteract dis-
tortions in household investments and the financing structure of com-
panies as a result of dividend taxation. The risk-free return allowance
is calculated by multiplying the risk-free return base, which is the cost
of the share plus any unused risk-free return allowance from previous
years, by a risk-free rate of return. The risk-free rate of return is the
interest rate on three-month Norwegian treasury bills plus 0.5 per-
centage points.

If the income from the share is less than the risk-free return allow-
ance, any unused risk-free return allowance is added to the risk-free
return base for the next year. In practice, this means that any unused
risk-free return allowance is carried forward at an interest rate equiva-
lent to the risk-free rate of return. Unused risk-free return allowance
is specific to each share and is deductible against subsequent divi-
dends and realised capital gains on the share.

For practical reasons, it is the holder of a share as of 31 December
who is granted the risk-free return allowance for that year. Upon
selling the share, the seller may deduct any previously unused risk-
free return allowance from any capital gain. In the event of a loss, the
entire loss is deductible against ordinary income. Any unused risk-
free return allowance will then lapse.

Tax on business income

Owners of sole proprietorships are taxed under the enterprise model,
while those holding ownership interests in entities assessed as part-
nerships (general partnerships, limited partnerships and others) are
taxed under the partnership model. The basic principle underpinning
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both of these models is the same as for the taxation of income from
shares, i.e. that income not exceeding the risk-free return allowance
shall only be taxed once as ordinary income. This entails a high
degree of uniformity in the taxation of different types of business
entities.

The profits of companies assessed as partnerships are taxed as
ordinary income on the part of the owners, as these accrue. In addi-
tion, any distributed partnership profits in excess of the risk-free
return allowance are taxed once more as ordinary income on the part
of owners who are natural persons, adjusted upwards by 1.72.

Income from sole proprietorships in excess of the risk-free return
allowance is taxed as calculated personal income and is subject to
bracket tax and National Insurance contributions. The calculated per-
sonal income is therefore taxed on an ongoing basis. Income from
shares, on the other hand, is not taxed as ordinary income until the
time of dividend payment or realisation. This difference needs to be
considered in the context that sole proprietorships are not separate
legal entities. Consequently, the distribution of funds will only repre-
sent a transfer of funds within the owner’s own financial sphere.

The self-employed pay higher National Insurance contributions
than wage earners on personal income from self-employment. On the
other hand, the self-employed do not pay employer’s National Insu-
rance contributions on their personal income. However, in some cases
the self-employed receive lower social security benefits than wage
earners. Self-employed fishermen pay National Insurance contribu-
tions at a medium rate (like wage earners), but are also subject to a
product tax on first-hand sales of fish.

2.3.2 General business taxation
Employer’s National Insurance contributions

Employers in both the private sector and the public sector are
required to pay employer’s National Insurance contributions on
wages, etc. The rate of employer’s National Insurance contributions
depends on where the enterprise is located. The differentiation of
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employer’s National Insurance contributions means that enterprises
in sparsely populated areas pay lower employer’s National Insurance
contributions than enterprises in other municipalities. The rate of
employer’s National Insurance contributions varies from zero in the
action zone in the counties of Troms and Finnmark to 14.1 per cent in
central areas; see Table 1.9 in Chapter 1. The objective of this arrange-
ment is to counteract population decline in sparsely populated areas
by stimulating employment and commercial activity.

The regional differentiation of employer’s National Insurance con-
tributions involves state aid. The EFTA Surveillance Authority (ESA)
has been notified of the existing arrangement. This arrangement has
been approved for the period from 2022 to 2027 on specific conditions
stipulated for that period. No changes can be made to the aid without
a new authorisation from ESA. Employer’s National Insurance contri-
butions entail an increase in the marginal tax rate on wages; see
Figure 2.9.

With effect from 1 January 2023, temporary additional employer’s
National Insurance contributions were introduced on salaries, etc.,
over NOK 750,000 as a situational measure. The additional contribu-
tions were intended to cover part of the extraordinarily high expendi-
ture in the fiscal budget for 2023. With effect from 1 January 2024, the
threshold was increased to NOK 850,000. The rate is set at 5 per cent
and applies to salaries, etc., in all zones, including the action zone. For
employers in the most urban parts of the country (zone 1), employer’s
National Insurance contributions shall be paid at a rate of 19.1 per cent
(14.1 + 5.0) on salaries, etc., over NOK 850,000 in 2024.

Ordinary corporation tax

Company profits are taxed as ordinary income at a flat tax rate of 22
per cent in 2024. Losses can be carried forward and deducted against
future profits. The corporation tax system places a particular empha-
sis on the principles of equal treatment of different investments, fund-
ing structures and organisational structures, as well as the symmetri-
cal treatment of income (gains) and costs (losses). This implies, inter
alia, that taxable profits should, insofar as possible, be determined in
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accordance with commercial profits. “Durable and significant” ope-
rating assets shall be capitalised under various asset groups and
depreciated at rates intended, in principle, to reflect their expected
annual decline in value.

The exemption method means that, as a general rule, companies
are exempted from the taxation of dividends received and capital
gains on shares, etc. At the same time, there is no right to deduct cor-
responding losses. The purpose of the exemption method is to avoid
chain taxation in the corporate sector, i.e. that dividends and capital
gains are taxed multiple times for companies owned by other compa-
nies.

The corporation tax rate in Norway remained unchanged at 28 per
cent from 1992 to 2013. The rate was then gradually reduced to 22 per
cent from 2014 to 2019. A corporation tax rate of 22 per cent is slightly
below the OECD average, but somewhat higher than the average for
Sweden, Denmark and Finland; see Figure 2.10.
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Figure 2.10 Formal corporation tax rates.! 1981-2024. Percentage

1 Non-weighted average for Sweden, Denmark, Finland and the OECD.
Sources: OECD and Ministry of Finance.
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The effective taxation of companies will also depend on the tax base.
The effective average tax rate is the tax paid as a proportion of a com-
pany’s actual profit. The effective rate may be lower than the formal
tax rate due to interest deductions or if investments entail tax credits,
for example in the form of excessive depreciation rates. The effective
average tax rate is the key variable when a company decides which
country to invest in for tax reasons. The effective marginal tax rate is
the key variable when a company decides the level of investment.

Table 2.2 presents formal tax rates and calculated effective
average and marginal tax rates in selected countries in 2023. Effective
tax rates are calculated on the basis of a hypothetical investment that
provides a given return, and take into account both formal tax rates
and key parts of the tax base (depreciation rates, etc.). The calcula-
tions assume a hypothetical investment across selected investment
objects, and that the investment is partly funded by equity and partly
by debt.
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Table 2.2 Formal and calculated effective corporation tax rates in 2023.
Percentage

Effective Effective

Formal average marginal
Country tax rate tax rate tax rate
Ireland .......ccooveveeevencnccienenecerecceeneees 12.5 124 13.2
Switzerland.........cceveveevenineerenecenneaes 19.7 18.5 14.6
Finland.......ocoooeennenennneeerccerecceenee 20.0 19.7 22.6
SWEAEN ...cneieieieeieeteee et 20.6 19.6 17.1
Iceland.......ccoeveereeeeereccerreeeeeeeeeeee 21.0 18.8 14.9
Denmark .......ooeeeeeeneeeereeeeeeeeeeas 22.0 20.4 14.2
NOIWAY ...cvvirirerrrecrerrereerereeeesenseeaenenens 22.0 214 23.1
AUSLLIA .o 23.0 22.9 22.0
SPAIN .. 25.0 23.3 18.2
United Kingdom.........cooevevevevereverenrenenns 25.0 22.6 11.5
United States......c.coeveeverrereerernerecueenenenenen 25.6 22.7 7.0
The Netherlands .......cocccevvevecuernenccrennence. 25.8 24.5 22.8
France......ccocoeeeveeeeeccccccccceceenene 25.8 23.7 154
GEIMANY ....vcverereeeereeereereeeresteeeteeeresseseans 29.9 26.6 11.0

Source: OECD Corporation tax statistics.

Company profits are also taxed on the part of their owners, by way of
dividend and capital gains taxation; see Section 2.3.1. Figure 2.11
illustrates the total formal marginal tax rate on dividends on the part
of companies and their owners in selected countries in 2024.
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Figure 2.11 Total marginal tax rate on dividends on the part of
companies and their owners in selected countries. 2024. Percentage

Source: OECD.

Taxation of shipping companies

Since the 2007 income year, companies taxed as shipping companies
have been exempt from tax on shipping income, and only pay a
tonnage tax. The tonnage tax is an annual tax calculated based on the
net tonnage of ships, the rate of which varies between different
tonnage intervals. The rate may be reduced for ships, etc., that meet
environmental requirements stipulated by the Norwegian Maritime
Authority. Qualifying for a tax exemption under the shipping tax
scheme is subject to a number of requirements, including that the
company owns or leases ships that are of a certain size and that travel
over a certain distance. For example, the scheme does not include
ships that are in scheduled short-distance traffic between Norwegian
ports, fishing vessels or pleasure craft, etc.

Financial activity tax

In 2017, a separate tax on payrolls and profits in the financial industry
was introduced to compensate for the absence of value added tax on
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financial services. The sale and distribution of financial services are
exempted from value added tax, primarily because it would be difficult
to establish a suitable basis for calculating tax on margin-based ser-
vices, for example, the interest margins of banks. The financial activity
tax applies to financial undertakings and comprises a 5 per cent tax on
payrolls (the basis for employers’ National Insurance contributions)
and a tax on company profits, whereby the tax rate on ordinary
income is three percentage points higher than for other undertakings.

2.3.3 Taxonresource rent industries

In Norway, several industries have exclusive access to valuable
natural resources, such as hydropower, wind power, petroleum and
aquaculture. Access to valuable natural resources means that such
location-specific industries can, over time, achieve higher returns than
other industries; so-called resource rent. The principle that a large
share of the return on natural resources should be channelled to
society has served Norway well.

Of the commercially exploited natural resources, the petroleum
industry has generated by far the highest resource rent over time,
with the power industry in second place. In recent years, the resource
rent in aquaculture has also at times been in the same order of magni-
tude as the resource rent in the power industry. Figures 2.12 and 2.13
illustrate estimated resource rent in selected industries over the
period 1984-2022.
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Figure 2.12 Estimated resource rent on oil and gas extraction.
1984-2022. NOK billion at 2024 prices

Sources: Dalen, Greaker and Hagem (2023) and Ministry of Finance.
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Figure 2.13 Estimated resource rent on power production1,
aquaculture and fishing. 1984-2022. NOK billion at 2024 prices

1 Estimates for the power industry include hydropower, wind power and thermal

power.
Sources: Dalen, Greaker and Hagem (2023) and Ministry of Finance.
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The tax system plays a decisive role in ensuring that the resource rent
from the use of shared natural resources benefits society. For hydro-
power and petroleum resources, resource rent taxes have been used
for a long time. In recent years, resource rent taxes have also been
introduced on aquaculture and onshore wind power.

The resource rent taxes on petroleum, hydropower, onshore wind
power and aquaculture are based on some common main principles,
although with adaptations for each industry. Resource rent tax is paid
to central government and is payable in addition to ordinary corpora-
tion tax. All resource rent taxes are designed as cash flow taxes,
which means that investment costs are expensed immediately rather
than deducted over time. With a correctly designed resource rent tax,
investments that are profitable before resource rent tax will also be
profitable after resource rent tax and vice versa. In other words, the
resource rent tax has a neutral effect on companies’ incentive to
invest. Moreover, resource rent taxes are well suited for cyclical
industries with varying profitability because the tax is automatically
adapted to profitability.

In addition to resource rent tax and ordinary corporation tax paid
to central government, these industries are subject to several
schemes that benefit their host municipalities and counties. This
means that many municipalities that are rich in natural resources have
high per capita revenues.

The taxation of each of these industries is outlined in more detail
below.

Petroleum

Through their production licences, petroleum companies have an
exclusive right to explore, drill and extract petroleum on the Norwe-
gian continental shelf. Petroleum is a highly valuable non-renewable
natural resource, and the income from the sale of petroleum extracted
on the Norwegian continental shelf exceeds the total production
costs. Having exclusive access to such a natural resource thus gene-
rates a resource rent.
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In 1975, a special tax (resource rent tax) payable to central govern-
ment was introduced on income from petroleum extraction, in addi-
tion to ordinary corporation tax. The formal special tax rate is 71.8 per
cent in 2024. A calculated corporation tax is deductible against the
special tax base, thereby resulting in an effective special tax rate of 56
per cent and a total marginal tax rate of 78 per cent.

Since 2022, the special tax has been structured as a cash flow tax
with immediate expensing of investments. For both tax bases, income
from the sale of crude oil is valued at administratively determined
norm prices. If a company operates with a loss in the special tax base,
the taxable value of the loss is paid in connection with the tax assess-
ment.

Temporary petroleum tax rules were introduced in the spring of
2020; see Proposition 113 L (2019-2020); Temporary amendments to
the Petroleum Taxation Act, and Recommendation 351 L (2019-2020).
The temporary rules mean that, in addition to the investment cost, an
uplift amount is immediately expensed in the special tax base. The
rules apply to investments covered by a plan for development and
operation (PDO) or a plan for installation and operation (PIO) submit-
ted to the Ministry of Petroleum and Energy prior to 1 January 2023
and approved by the Ministry prior to 1 January 2024, but only until
the year of the planned start of production or operation of the petro-
leum deposit/facility. The uplift rate in 2024 is 12.4 per cent of the
investment cost. Companies are thus granted an immediate deduction
equivalent to 112.4 per cent of the investment cost.

The State’s Direct Financial Interest (SDFI), through which cen-
tral government takes a direct financial interest in production
licences, is also an important source of central government revenues
from the Norwegian continental shelf. The SDFI has the same charac-
teristics as a field-specific cash flow tax, whereby the central govern-
ment covers its share of investments and operating costs on an ongo-
ing basis and receives the same share of the income. The SDFI’s
share varies between licences.

Central government revenues from the SDFI, as well as taxes on
petroleum activities, form part of the cash flow that is transferred to
the Government Pension Fund Global in its entirety.
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Figure 2.14 illustrates the composition of central government reve-
nues from petroleum activities. The majority of central government
revenues are based on net profits in petroleum activities, and tax
revenues will therefore automatically adjust to the industry profita-
bility.
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Figure 2.14 Total net central government revenues from the petroleum
sector (NOK billion) and oil price developments
(NOK per barrel) from 1971 to 2024. NOK at 2024 prices'

1 Estimates for 2024.
Source: Ministry of Finance.

Hydropower

The climate, topography and precipitation conditions create an excel-
lent basis for hydropower production in Norway. The hydropower
industry has exclusive access to a scarce renewable natural resource
that generates resource rent.

In 1997, a resource rent tax payable to central government, in addi-
tion to ordinary corporation tax, was introduced for hydropower
plants. The formal resource rent tax rate is 57.7 per cent in 2024. A cal-
culated corporation tax is deductible against the tax base, thereby
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resulting in an effective resource rent tax rate of 45 per cent and a
total marginal tax rate of 67 per cent.

The resource rent tax has a predominantly neutral structure, thus
implying that projects which are profitable before resource rent tax
are also profitable after resource rent tax. However, power plants with
generators below 10 MVA (lower threshold) are exempted from the
resource rent tax, thereby giving companies an incentive to reduce
the output of their power plants.

The resource rent tax base (resource rent income) is calculated as
a standardised market value of the power generated (as a general
rule, actual power generated multiplied by spot market prices), less
investment costs, operating costs, licence fees and property tax. For
some sales agreements, the contract price is used as the basis for
determining income, instead of spot market prices. Since 2021, the
resource rent tax has been structured as a cash flow tax, with imme-
diate expensing of new investments. Investments made prior to 2021
will continue to be deducted through depreciation and uplift. Negative
resource rent income in one power plant can be coordinated with
positive resource rent income in other power plants within the same
consolidated tax group. Furthermore, the taxable value of any nega-
tive resource rent income following coordination between power
plants is paid out.

Hydropower plants are also subject to a natural resource tax at the
rate of NOK 0.013 per kWh. The natural resource tax serves as a spe-
cial mechanism for redistributing part of the resource rent from cen-
tral government to host municipalities and host counties. The natural
resource tax is directly deductible against the assessed corporation
tax to central government, and will therefore normally not constitute
any extra burden for companies. Hydropower producers also pay
licence fees to host municipalities and to central government, while
also being required to sell concessionary power to host municipalities
and host counties at a cost-based price. In addition, municipalities may
impose property tax on hydropower plants in accordance with specific
rules.
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Aquaculture

Norway has some of the world’s best climatic conditions for salmon
farming. Norwegian sea areas are characterised by beneficial cur-
rents and oxygen-rich waters with favourable temperatures. More-
over, the fjords provide shelter from the weather. Production in
Norwegian fjords can take place at lower costs than in most other
places in the world. Licences to engage in aquaculture are issued by
central government and provide a protected and indefinite right to
conduct business activities. The resource rent in aquaculture arises
partly as a result of the favourable production conditions for aqua-
culture activities, and partly as a result of environmentally based
restrictions on the number of licences that can be granted.

In 2023, a resource rent tax was introduced for aquaculture, pay-
able in addition to ordinary corporation tax. The formal resource rent
tax rate is 32.1 per cent for 2023. A calculated corporation tax is
deductible against the tax base, thereby resulting in an effective
resource rent tax rate of 25 per cent and a total marginal tax rate of 47
per cent.

The resource rent tax has a predominantly neutral structure, thus
implying that projects which are profitable before resource rent tax
are also profitable after resource rent tax. There is a standard allow-
ance of NOK 70 million per company group.

The resource rent tax is limited to the sea phase. Gross income is
determined on the basis of the fish’s market value at the edge of the
pen, and investments and operating costs in the sea phase are imme-
diately deductible. Any unused deductions are carried forward at a
risk-free rate of return and are deductible against positive resource
rent income in subsequent years. From the second half of 2024, a
pricing council may determine tax assessment prices (norm prices)
for use in assessing income for resource rent tax purposes.

In order to redistribute resource rent tax from central government
to the local government sector, the production of salmon, trout and
rainbow trout is also subject to a production tax. From 1 July 2024, this
tax is NOK 0.935 per kg of fish produced. The production tax is
directly deductible against the assessed resource rent tax, and will
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therefore normally not constitute any extra burden for companies that
pay resource rent tax. The production tax revenues are channelled to
aquaculture municipalities and aquaculture counties via the Aqua-
culture Fund. In addition, 55 per cent of the proceeds from the sale of
new aquaculture licences are allocated to the Aquaculture Fund.

Onshore wind power

The wind power industry has exclusive access to wind resources. By
exploiting a location-specific natural resource, the wind power indu-
stry can reap a resource rent, partly because wind conditions in
Norway are favourable and partly because access to resources is
limited by the licensing system. According to the Norwegian Water
Resources and Energy Directorate (NVE), wind resources in Norway
are among the best in Europe.

In 2024, a resource rent tax payable to central government, in addi-
tion to ordinary corporation tax, was introduced for onshore wind
power plants. The formal resource rent tax rate is 32.1 per cent.
Resource rentrelated corporation tax is deductible against the tax
base, thereby resulting in an effective resource rent tax rate of 25 per
cent and a total marginal tax rate of 47 per cent.

The resource rent tax has a neutral structure for new investments,
thus implying that projects which are profitable before resource rent
tax are also profitable for companies after resource rent tax. Generous
transitional arrangements were adopted, which will reduce the
resource rent tax for existing wind power plants.

The resource rent tax base (resource rent income) is calculated as
a standardised market value of the power generated (as a general
rule, actual power generated multiplied by spot market prices), less
investment costs, operating costs and property tax. For some sales
agreements, the contract price is used as the basis for determining
income, instead of spot market prices. Investments are expensed
immediately. Historical investments are deducted by way of input
values (which are calculated according to special rules; see Proposi-
tion 2 LS (2023-2024) and Recommendation 124 L (2023-2024)) being
depreciated on a straight-line basis over 5 years, with the addition of a
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deferral rate (corresponding to the uplift under the resource rent tax
on hydropower). The resource rent tax is calculated per wind farm,
and negative resource rent income will for existing wind farms be car-
ried forward at a risk-free rate of return and be deductible against
future positive resource rent income. Upon the discontinuation of
operations, central government will make payment of the tax value of
any outstanding negative resource rent income.

In order to redistribute resource rent tax from central government
to host municipalities, wind farms are made subject to a production
tax of NOK 0.023 per kWh for 2024. The production tax is directly
deductible against the assessed resource rent tax to central govern-
ment. In addition, municipalities may impose property tax on wind
farms in accordance with specific rules.

2.3.4 Taxon capital assets
Wealth tax

Individual taxpayers pay wealth tax at a rate of 1.0 per cent of their tax-
able net wealth, i.e. gross wealth less debt, in excess of a standard
allowance of NOK 1.7 million in 2024. Married couples are granted a
joint standard allowance of NOK 3.4 million. For net wealth in excess
of NOK 20 million, wealth tax is paid at a rate of 1.1 per cent. In 2024,
total revenues from wealth tax are estimated to be about NOK 32.9 bil-
lion. The wealth tax makes the overall tax system for individuals more
progressive than does the income tax considered in isolation. This is
illustrated by Figures 2.15 and 2.16.
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Figure 2.15 Tax as a proportion of gross income in various gross income
intervals (NOK thousands) in 2022. Percentage

Sources: Statistics Norway and Ministry of Finance.
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Figure 2.16 Tax as a proportion of gross income in various income
groups' in 2022. Percentage

1 Persons aged 17 years and over are divided into ten groups of equal size (deciles) by
rising gross income. The top decile is then divided into percentiles (hundredths).

Sources: Statistics Norway and Ministry of Finance.
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In principle, the taxable value of assets is equal to their market value.
However, a number of assets are, in part, valued well below their
market value. This is due to both statutory valuation discounts in tax
regulations and the difficulty in valuing certain assets.

Primary dwellings (the residential property in which one lives) are
valued at 25 per cent up to an estimated market value of NOK 10 mil-
lion, while the excess value is valued at 70 per cent. Personally owned
secondary dwellings (residential properties other than the primary
dwelling, which are not commercial properties or holiday properties)
are valued at 100 per cent of estimated market value. Owners of
primary dwellings, secondary dwellings and commercial properties
can have the estimated value reduced to a lower documented value
(the safety valve).

The taxable value of holiday properties is based on historical
construction costs and, unlike primary dwellings and secondary
dwellings, is not determined as a proportion of the estimated market
value. However, the taxable value of holiday properties shall not
exceed 30 per cent of their market value.

The valuation of shares and commercial properties is at 80 per
cent while directly owned operating assets are valued at 70 per cent.

Deductions for debt are granted when assessing wealth tax. Debt
attributed to commercial properties, secondary dwellings, bank
deposits, shares and operating assets is valued at the same formal
percentage rate as the asset. Debt is allocated proportionally based on
the proportion of gross wealth accounted for by the various assets.
However, debts attributed to primary dwellings and holiday proper-
ties are valued in full, despite the low valuation.

The proportion of people paying wealth tax has declined over time
as a result of the increased basic allowance. It is estimated that
approximately 15.2 per cent of taxpayers will pay wealth tax in 2024;
see Figure 2.17. The average tax amount for those who pay wealth tax
has generally increased over the past two decades, with the largest
increase being registered from 2021 to 2022. The increase over the
period is partly due to wealth tax having become more progressive,
but is also largely a result of increased wealth and people having
become richer.
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Figure 2.17 Percentage of people (resident in Norway and aged 17 years

and over) paying wealth tax' and average wealth tax.

1998-2024. Estimates for 2023 and 2024. NOK at 2024 prices

1 Income tax before any reductions as a result of the 80 per cent rule (only relevant for
the years 1998-2008).

Sources: Statistics Norway and Ministry of Finance.

Property tax

Each municipality decides whether to levy property tax within the
limitations laid down in the Property Tax Act. The revenues will
accrue in their entirety to the municipality. In 2023, municipalities’
total revenues from property tax were about NOK 17.6 billion, of
which NOK 8.7 billion was property tax on residential properties and
holiday properties, see Figure 2.18.

The property tax rate shall be between 0.1 and 0.7 per cent of the
valuation basis, with a maximum tax rate of 0.4 per cent for residential
properties and holiday properties in 2024. The property tax base shall
be determined by ordinary valuation every tenth year. Alternatively,
municipalities may choose to use the wealth tax base in their valuation
of residential properties. 113 municipalities are exercising this option
in 2024, and the property tax base will thus develop in line with
market prices. Municipalities shall apply a reduction factor of at least
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30 per cent when valuing residential properties and holiday proper-
ties. They may also apply a standard allowance to reduce the valuation
basis. Since 2017, municipalities have been able to choose to exempt
holiday properties from property tax. No municipalities are exercising
this option in 2024. Property tax on power plants is governed by spe-
cial valuation rules, based on production value and subject to mini-
mum and maximum thresholds.

As of 2024, 323 of the 357 municipalities have introduced property
tax, of which 250 levy the tax on residential properties in all or parts of
the municipality.
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Figure 2.18 Municipal property tax revenues 2007-2023. NOK billion at

2023 prices

Source: Statistics Norway (KOSTRA).

Tax on capital assets internationally

Box 2.3 provides an overview of tax revenues from capital assets as a
share of total tax revenues in selected OECD countries.
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Box 2.3 Tax revenues from capital assets
in the OECD countries

The OECD tax statistics provide an overview of revenues gene-
rated by different types of taxes. Taxes on capital assets include
taxes on the use, ownership and transfer of capital assets, inclu-
ding real estate. Taxation of returns is not included. In the case of
Norway, municipal property tax, wealth tax and stamp duty are all
included. Many countries do not have wealth tax, but have inheri-
tance tax and, in some cases, significantly higher property tax
than Norway.

For some countries, there may be a difference between the
gross and net tax on capital assets. This applies to, for example,
the US, where many taxpayers can deduct any local property tax
paid when calculating the federal income tax. The OECD figures
are based on non-weighted averages of gross taxes.

Figure 2.19 illustrates revenues from taxes on capital assets in
selected OECD countries. As with other international compari-
sons, the numbers should be interpreted with caution. In Norway,
the tax on capital assets account for 2.5 per cent of total
tax revenues. This is well below the OECD average of 6.1 per cent.
The capital asset tax share of total tax revenue is low in Norway
compared with several other OECD countries. This is largely due
to property tax being lower in Norway than in other countries, as
well as to Norway having no inheritance tax. At the same time, it is
important to emphasise that the OECD figures include different
taxes that have different effects on behaviour. For many of the
countries, property taxes on real estate account for the largest
share of tax on capital assets. In the estimate for Norway, wealth
tax accounts for a larger share. This also includes wealth tax on
assets other than real estate, including shares, etc.
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Box 2.3 (cont'd)
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Figure 2.19 Tax on capital assets. Percentage of total tax revenues.

2022

1 Figures for the OECD are non-weighted averages for the countries that repor-
ted for 2021.

Sources: OECD (https://data-explorer.oecd.org) and Ministry of Finance.

2.4 Indirect taxes

2.4.1 Value added tax

Value added tax is a general tax on the domestic consumption of
goods and services, which is intended to raise revenues for central
government. In 2024, revenues from value added tax are estimated to
be about NOK 390 billion. This represents just under one-quarter of
total tax revenues, excluding petroleum revenues.
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Value added tax is calculated in all parts of the sales chain. Busi-
nesses that are liable for value added tax may deduct input value
added tax on their procurement. This serves to ensure that the tax is
not charged to the businesses in the sales chain, but on the final
consumption of goods and services. Since the tax is charged on final
consumption, it does not distort production decisions.

Value added tax should have as little impact as possible on which
goods and services are produced and consumed, while at the same
time ensuring stable revenues for central government. Besides, the
administrative costs of collection and payment should be minimised.
This implies that the number of exceptions, exemptions and special
arrangements should be curtailed.

The standard rate of value added tax in Norway is 25 per cent.
Denmark and Sweden apply the same standard rate. This rate is high
by international standards. Revenues from value added tax as a share
of GDP are higher in Norway than the OECD average, although it is
somewhat lower than in Denmark and Sweden. Box 2.4 compares the
value added tax systems in selected OECD countries.

The existing value added tax is, as a main rule, a general tax on
consumption, although this is modified by various exceptions, exemp-
tions and reduced rates. In Norway, foodstuffs are taxed at reduced
rate of 15 per cent, while a number of services are taxed at a low rate
of 12 per cent.

Some goods and services are exempted (so-called zero-rating),
which means that the value added tax on goods and services for use in
a business is fully deductible on the part of that business, although no
value added tax is changed on its sales. Furthermore, several services
fall outside the scope of the Value Added Tax Act, including financial
services, health services and educational services. The value added
tax on goods and services for use in a business that falls outside the
scope of the Value Added Tax Act is not deductible on the part of that
business.

Value added tax on international trade is based on the destination
principle, which means that the country in which the consumption
takes place has the right of taxation. This principle also means that
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Box 2.4 Value added tax in OECD countries

Value added tax has been introduced in more than 170 countries.
In OECD countries, value added tax revenues now account for an
average of 20 per cent of total tax revenues.

The OECD compares the ability of value added tax to raise
revenue in each of the member countries. This is done by compar-
ing the actual value added tax revenues of a country with what
such revenues would have been if the entire potential tax base had
been subject to a single standard rate. If the entire potential tax
base is taxed at the standard rate of value added tax, the value
added tax revenues as a proportion of consumption will also be
equal to the value added tax rate. A number of factors may cause
the revenue proportion to be lower than the standard rate. For
example, reduced rates, exemptions and exceptions contribute to
reducing the revenue proportion. Tax collection and compliance
issues, including the extent of tax planning, evasion and fraud, can
also influence the revenue proportion. The revenue proportion
needs to be interpreted with caution, but may serve to illustrate
how effectively the value added tax system functions.

Figure 2.20 presents the standard value added tax rates for
Norway, the OECD average and some other countries. The figure
also presents value added tax revenues as a proportion of consump-
tion. Norway has the same standard rate of value added tax as
Denmark and Sweden. Denmark does not have reduced rates of
value added tax, and value added tax revenues therefore account for
a higher proportion of consumption in Denmark than in Norway
and Sweden. New Zealand has a value added tax system with one
uniform rate and few exemptions and exceptions. Consequently, vir-
tually all consumption is taxed at the standard rate, including public
services. Since the taxation of public services is not included in the
OECD'’s definition of the potential tax base, the actual tax revenues
in New Zealand are higher than the estimated revenue potential.
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Box 2.4 (cont'd)
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Figure 2.20 Standard rate of value added tax and value added tax
revenue as a percentage of total consumption. 2020

Sources: OECD (2022), Consumption Tax Trends, and Ministry of Finance.

value added tax is charged on imports, but not on exports. This
means that value added tax is neutral with regard to the country in
which goods and services are produced.

A general value added tax charged at a single rate on all goods and
services would provide the most neutral system. The use of reduced
rates, exemptions and exceptions means that value added tax influ-
ences the relative pricing of various goods and services, and thus the
composition of consumption and production. Businesses whose sales
are outside the scope of value added tax also have an incentive to
produce services themselves, without any value added tax, instead of
buying services with value added tax. In addition, reduced rates,
exemptions and exceptions result in higher administrative costs. In
general, the value added tax system is not well suited for addressing
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distributional considerations, supporting specific objectives or shift-
ing consumption in a desired direction. If, for example, the intention is
to reduce the consumption of goods that are considered harmful to
individuals and society, it will be more effective to use excise duties or
measures on the expenditure side of the budget.

2.4.2 Excise duties

Excise duties are taxes on specific goods and services, etc., as
opposed to value added tax, which is a general tax on the sale of goods
and services. Excise duties generate revenues for the treasury, with-
out any form of earmarking, and serve to finance public expenditure.

Most excise duties are taxes on goods. For these, the tax liability
arises upon domestic production or importation. This serves to keep
the number of entities liable to tax low, thereby reducing the admi-
nistrative costs of tax collection. Although manufacturers and import-
ers are liable for paying the duties, it is reasonable to assume that a
significant proportion of the excise duties are passed on in the pricing
of goods, thus implying that buyers of the goods on which excise
duties are charged will bear the true cost of such duties. The degree
of pass-through depends on market conditions.

Some excise duties are solely intended to raise central govern-
ment revenues and are often referred to as fiscal taxes. Excise duties
increase the price of goods, etc., and contribute to distorting the com-
position of production and consumption. Excise duties can therefore
be used to influence behaviour, for example to reduce production or
consumption that is harmful to health and the environment.

The purpose of a tax has a bearing on how it should be designed.
In order to limit the economic costs of taxation, fiscal taxes should not
be levied on manufactured intermediate goods. On the other hand,
environmental taxes that are intended to put a price on an environ-
mental problem should include all sources of that environmental pro-
blem, and the tax rate should reflect the environmental damage.

Figure 2.21 shows revenues from excise duties, etc., in selected
OECD countries, as a percentage of GDP and total taxes. The figure
illustrates that revenues from excise duties account for a lower share
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of both GDP and total taxes in Norway than in other comparable coun-
tries. In the OECD, excise duties averaged 4.1 per cent of GDP in 2005
and 3.6 per cent in 2021. In Norway, by comparison, excise duties
represented 4.1 per cent of GDP in 2005 and 2.7 per cent of GDP in
2021. The contribution made by excise duties to total tax revenues has
therefore declined more sharply in Norway than in the OECD. This is
due, in particular, to the sharp decline in car tax revenues; see
Box 10.3 for further details.
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Figure 2.21 Revenues from excise duties, etc.', as a percentage of GDP

and total taxes. 2021

1 Category 5000 Taxes on Goods and Services less category 5110 General Taxes on
Goods and Services.

Sources: OECD (2024) Revenue Statistics and Ministry of Finance.
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Taxes in relation to health and social issues

The consumption of certain goods can entail social costs and health
costs for society that are not reflected in market prices. The consump-
tion of alcohol and tobacco are examples of this. Such consumption
can result in increased health costs for society that have to be covered
from the public purse, while also imposing burdens on people other
than those who use the goods. Consumers do not necessarily pay
sufficient heed to the long-term effects of their consumption, or may
be inclined to ignore unfavourable effects. Taxes on alcohol and
tobacco products raise revenues for central government, but also
serve to ensure that the prices of these products better reflect the
costs that their use impose on society.

A high level of tax on consumer goods can lead to increased cross-
border shopping, duty-free shopping, smuggling and illicit alcohol
distillation. Such unrecorded sales undermine consumption control
and entail a tax revenue loss. The health effects of the consumption
reduction normally attained by levying excise duties need to be
assessed against the social costs of unrecorded sales.

Environmental taxes and environmentally-related taxes

The costs to society of environmentally harmful activities are not
normally reflected in market prices. Environmental taxes cause
market prices to increase, and thereby serve to curtail such environ-
mentally harmful activities. The revenues from environmental taxes
can be used to reduce other distortionary taxes, thus contributing to a
more efficient tax system.

The use of environmental taxes is consistent with the “polluter
pays” principle. This principle calls for the polluter to pay for the costs
that the environmentally harmful activities impose on others in
society.

Environmental taxes include climate taxes, but also taxes such as
road usage tax, lubricating oil tax, sulphur tax, tax on emissions of
NOy, environmental tax on pesticides and environmental tax on
beverage packaging.
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In addition to environmental and energy taxes, there are other
taxes which are fiscally motivated, but which also serve environmen-
tal purposes. This applies to, for example, the motor vehicle registra-
tion tax, which is differentiated on the basis of, inter alia, CO5 and
NOx emissions. Taxes on fuels and motor vehicles account for a large
portion of environmentally-related taxes.

Climate taxes

Greenhouse gas emissions and the associated negative consequences
of a warmer climate for humans and nature are an example of negative
externalities resulting from economic activity. This type of market
failure can be corrected by government(s) actively contributing to
increasing the price of goods and services in order to make such price
reflects the costs to society of the harmful activity. The damage
caused by the emission of one tonne of CO, is global and independent
of where the emission occurs. Emissions can be priced either by
levying a tax on the activity that creates emissions or by creating a
market for tradable emission allowances. Climate taxes are taxes that
aim to price greenhouse gas emissions. Pricing emissions through
climate taxes and participation in the EU ETS constitutes the most
important policy instrument in Norwegian climate policy.

A properly structured climate tax should encompass all sources of
emissions, both nationally and globally, at one uniform rate. This
would serve to reduce emissions at the lowest possible cost to society
(cost-effectiveness). Pricing greenhouse gas emissions provides
incentives to develop climate- and environmentally friendly techno-
logy by making such technology more profitable. Both taxes and
emission allowance systems can be cost-effective measures for
achieving specific climate goals. Emission allowances and taxes are
discussed in more detail in Box 2.5. Other market failures mean that
there is also a need, in addition to the pricing of emissions, for other
measures such as support for research and development, investments
in infrastructure and information to the population.
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Box 2.5 The relationship between taxes and
tradable emission allowances

When a price tag is put on greenhouse gas emissions, it becomes
financially profitable for market participants to implement meas-
ures that reduce emissions and that cost less than the tax, either
in the form of reduced production, changes in production
methods or investments in technological solutions with lower or
no emissions. With a tax, the authorities put a price on emissions,
but do not control the amount of emissions directly. In a system of
tradable emission allowances, on the other hand, the authorities
determine the amount of emissions, while the price of emissions is
determined through supply and demand in the emission allow-
ance market. An emission allowance entitles the holder to emit a
given amount of greenhouse gases. The price of tradable emission
allowances will be determined by the cost of the emission-reduc-
ing measures that can be implemented, as well as expectations
regarding future access to emission allowances.

If the emission allowances in an emissions trading system are
auctioned, these can generate government revenues on a par with
taxes. If the emission allowances are handed out free of charge,
government forfeits such revenues and misses out on the opportu-
nity to achieve additional economic benefits by reducing other
taxes. Whether emission allowances are handed out free of charge
or auctioned does not affect how large emission reductions will be
provided by the emissions trading system as a whole.

When climate taxes work as intended, they serve to reduce emis-
sions and thereby also reduce government revenues from the tax. If
climate taxes are replaced by emission allowances that are not sold
(free emission allowances), or other types of policy instruments, this
serves to further reduce government revenues. Reduced revenues
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from climate taxes may mean that other taxes need to be increased in
order to maintain the level of tax revenues needed to finance public
services.

The use of climate taxes in Norway is extensive, also in compari-
son with other industrialised countries in Europe and beyond. Almost
all use of fossil fuels in Norway is priced through taxes and/or the
emission allowance system, and the tax rates on the use of fossil fuels
are also relatively high. The OECD calculates the net effective carbon
price (see Box 2.6) of energy use in the OECD and G20 countries on a
regular basis, along with a carbon price score for each country. A car-
bon price score of 100 per cent means that all energy emissions are
priced at more than EUR 60 per tonne of CO,, while a score of 0 per
cent means that none are. There is a great deal of variation in the pro-
gress made by different countries in the pricing of emissions; see
Figure 2.22. The OECD calculations show that Norway had a carbon
price in excess of EUR 60 for about 85 per cent of emissions in 2021.
The OECD data are several years old and their estimates differ some-
what from those of the Norwegian Ministry of Finance. For 2024, the
Ministry of Finance estimates that about 97 per cent of all Norwegian
CO5 emissions are priced at more than EUR 60 per tonne.

A uniform and gradually increasing carbon price in all countries
would result in a cost-effective reduction of global emissions. This
means that we could have achieved greater emission reductions glo-
bally for a given level of the total cost of measures for all countries.
When the price of emissions is higher in Norway than in other coun-
tries, there are incentives to make investments and adopt measures in
Norway that entail lower emission reductions than if the same invest-
ment had been made in another country. Different pricing also entails
a risk of carbon leakage. In other words, that businesses relocate to a
country with a lower emissions price. Such relocation can reduce
emissions in the country from which the business is moving, but this
can be offset by increased emissions in the country to which the busi-
ness is relocating. Hence, global emissions may be more or less
unchanged, or even higher.
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Figure 2.22 Carbon price score for energy use in selected countries in
2021 at a benchmark price of EUR 60 per tonne of CO, equivalents.
Percentage

Source: OECD.

In 2024, the general tax level on greenhouse gas emissions under the
Effort Sharing Regulation is NOK 1,176 per tonne of CO, equivalents.
In comparison, the average emission allowance price is estimated to
be about NOK 748 per tonne of CO, in the period from January to
August 2024. The price of emission allowances varies over time. After
a marked increase throughout 2021, the price averaged just under
EUR 85 in 2022 and 2023. Prices fell in the second half of 2023 and the
first quarter of 2024, but have since risen. With the proposed escala-
tion of the tax level, it is expected that the general level for emissions
under the effort sharing will be well above the emission allowance
price in 2025.
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Figure 2.23 Net effective and explicit prices on greenhouse gas
emissions in various sectors. Tax level in NOK per tonne of CO,
equivalents in 2024 and emission allowance price of NOK 748 per tonne
of CO,. Emission figures are from 2022.

Sources: Statistics Norway, Norwegian Environment Agency and Ministry of Finance.

Some sectors are subject to both emission allowance requirements
and tax. This distorts the pricing situation and may result in the most
profitable investments not being prioritised over less profitable invest-
ments that are subject to a lower carbon price. The carbon prices
faced by the various sectors in Norway are presented in Figure 2.23.
The vertical axis of the figure indicates the marginal CO, price in
various sectors, while the horizontal axis indicates the amount of
emissions in million tonnes of CO4 equivalents. A distinction is made
between effective and explicit carbon prices; see Box 2.6.

Oil and gas extraction is, for example, faced with an explicit carbon
price of NOK 1,539 and has total emissions of 9.8 million tonnes; see
Figure 2.23. Coastal shrimp trawlers pay a CO, tax on mineral
products, but also receive a subsidy from the Guarantee Fund for
Fishermen based on how much fuel they consume. This subsidy is
considerably more than the tax measured in NOK per litre of fuel, and
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Box 2.6 Net effective and explicit carbon prices

Explicit carbon prices are all pricing mechanisms that are aimed at
pricing greenhouse gas emissions. These may be taxes or emis-
sion allowance systems. Effective carbon prices also include other
taxes and mechanisms, regardless of purpose. In some sectors,
mineral oils and petrol are also subject to road usage taxes which
serve purposes other than reducing greenhouse gas emissions,
but which nevertheless increase the effective carbon price. Calcu-
lations of net effective carbon prices also take into account subsidies
or other arrangements that serve to reduce the effective carbon
price.

It is the net effective carbon price that determines the price of
activities that emit greenhouse gases, for example through the
price at the pump. Measures of net effective carbon prices are
therefore important for understanding how changes to taxes and
subsidies may collectively influence greenhouse gas emissions.

A cost-effective climate policy requires all greenhouse gas
emissions to be priced uniformly, as measured by explicit carbon
prices. This is evident from the fact that greenhouse gas emis-
sions, measured in CO, equivalents, are equally harmful to the cli-
mate irrespective of where these occur or who emits them. When
all emissions are subject to the same explicit carbon price, emis-
sions will be reduced where this costs the least. Emissions targets
can thus be attained at the lowest possible cost to society by
increasing the explicit carbon price. However, pricing of emissions
through taxes may have undesirable distributional effects. The
impact of climate taxes on various groups will depend on, inter
alia, the ability of stakeholders to adapt to increased climate taxes.
Compensation to particularly affected groups should not take the
form of a reduced tax, but rather a reduction in other taxes, or the
introduction of subsidy schemes that do not weaken the emission
reduction incentives.
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Box 2.6 (cont'd)

Comparing explicit carbon prices shows whether the carbon
pricing has been designed in a cost-effective manner. However, it
is not necessarily appropriate for all market participants to face the
same effective carbon price. One of the reasons for this is that
externalities other than climate can vary significantly between
different sectors. Subsidies or other arrangements that serve to
make the net effective carbon price lower than the explicit carbon
price, make climate policy less cost-effective.

the total net effective carbon price for the industry is therefore
NOK -500 per tonne of COs.

2.4.3 Customs duties

Customs duties serve to protect domestic producers from foreign
competition. Customs duties normally result in more expensive goods
for consumers and higher production costs for businesses. In addi-
tion, customs duties may limit the range of goods available to con-
sumers. Furthermore, customs duties reduce trade volumes and pre-
vent countries from fully utilising their comparative advantages in the
production of goods and services. Trade in goods and services has
enabled Norway to utilise its competitive advantages.

Norway is one of the countries in the world with the lowest
customs barriers for manufactured goods. Certain types of clothes
and textiles are the only manufactured goods subject to customs
duties. Customs protection for agricultural products is a key agri-
cultural policy instrument for ensuring emergency preparedness and
food supply security in Norway. Import protection can contribute to
higher domestic production of agricultural goods. The customs duty
rates for agricultural goods are highly variable, depending on the
need for protection.
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Customs duties have been capped through international agree-
ments. Like other industrialised countries, Norway applies lower cus-
toms duties to developing countries under the Generalized System of
Preferences (GSP). Under this system, industrialised countries grant
developing countries better market access for their goods. The GSP
system is unilateral and may be revoked or amended at any time.

2.4.4 Fees and sectoral taxes

The provision of services and the exercise of authority by central
government are normally funded by appropriations via the fiscal
budget, although fees and sectoral taxes are used in some areas. The
Ministry of Finance has laid down general provisions for central
government funding through fees and charges. Fee schemes may be
established when the public sector performs a clearly defined service
for the payor and payment is not made for anything other or more
than the cost of producing and delivering such service. Consequently,
cost-reflective funding through fees is not to be considered taxation.
In contrast, fees that are higher than the cost of producing and
delivering the service will entail an element of hidden taxation. This
type of overpricing has been reduced over time.

Sectoral taxes serve a broader purpose as a source of funding and
may be used to fund joint measures for an industry or sector if such
taxes are paid by stakeholders belonging to, or closely affiliated with,
the relevant sector. For example, the operations of a number of super-
visory bodies are funded in full or in part by sectoral taxes. Changes
to the base or rate of sectoral taxes are therefore classified as part of
the tax programme. The provisions laid down by the Ministry of
Finance stipulate that considerable restraint should be exercised in
introducing sectoral taxes to fund central government expenditure.

2.5 Relationship to the EEA Agreement

There is no obligation under the EEA Agreement to harmonise
Norwegian tax rules with EU regulations and directives. Neverthe-
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less, the general provisions in the EEA Agreement on the Four
Freedoms and the prohibition on state aid set clear restrictions on the
content of the Norwegian tax rules.

The provisions on the Four Freedoms refer to the principles of free
movement of goods, services, capital and persons/establishments
within the EU/EEA. In the field of tax law, the specific limitations
implied by the principle of the Four Freedoms have primarily been
developed by the EFTA Court and the European Court of Justice. As a
general rule, Norway cannot apply provisions that treat cross-border
movements and transactions between Norway and other EEA states
more strictly than purely domestic movements and transactions. In
certain cases, however, Norway may maintain or introduce provisions
that would in principle entail a restriction. This applies where there are
so-called justification grounds. In the field of taxation, a restriction may
be justified, in particular, by the need for a balanced distribution of taxa-
tion powers between states and the need to counteract tax avoidance.
Effective tax collection is another relevant consideration. In order to
justify a provision that would in principle constitute a restriction, it is an
additional requirement that such provision be suitable for attending to
the relevant consideration, and that it is not stricter than necessary to
attend to the said consideration (proportionality requirement).

The prohibition on state aid means that Norway cannot, as a gene-
ral rule, apply tax provisions that give individual enterprises or groups
of enterprises more favourable tax treatment than these are entitled to
under the general provision applicable to such enterprises. The prohi-
bition restricts both advantages for individual enterprises and advan-
tages for certain sectors or geographical areas. However, the EEA
Agreement contains various rules that allow for the granting of state
aid under certain conditions. The EFTA Surveillance Authority (ESA)
adopts guidelines on the interpretation and application of these rules.
The said rules, which reflect the relevant EU regulations, stipulate
strict conditions for considering the aid to be compatible. Such aid
shall be notified to the ESA and cannot be implemented until it has
been approved by the ESA. Exemptions from the notification require-
ment have been laid down in the so-called General Block Exemption
Regulation. In certain cases, aid may even be authorised without
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notification or reporting. This applies to aid that meets the de minimis
aid criteria under the Regulation.

Norway is not part of the EU customs union. Nonetheless, the
Norwegian customs authorities are increasingly affected by regula-
tions incorporated into the EEA Agreement within areas that fall
under the responsibility of other authorities. In recent years, the EU
has adopted a number of legal acts that impose requirements on
goods imported from third countries for free circulation on the single
market. Such requirements pertain to the methods of production,
properties, etc., of the products. When goods encompassed by the
relevant legal acts are imported into the EU, such goods are checked
by the EU customs authorities by way of product passports, certifi-
cates, etc. When such rules are incorporated into the EEA Agree-
ment, the Norwegian customs authorities will have a similar task of
inspecting goods imported from third countries.

2.6 International tax cooperation

Differences between tax systems and in tax levels between countries
may provide opportunities for undesirable international tax planning
and harmful tax competition between countries. This can reduce the
tax revenues of countries and shift taxation to less mobile tax bases,
such as real estate and labour income. In addition, it provides a
breeding ground for economically unfavourable forms of taxation,
such as gross withholding taxes on services.

These issues have long been high on the political agenda in
Norway and internationally. Several international processes are cur-
rently underway to develop multinational standards and agreements
aimed at counteracting the unfavourable effects of tax planning and
harmful tax competition, etc. Norway participates as an active contri-
butor in all of the ongoing processes, including the OECD, the Inclu-
sive Framework on BEPS, the Global Forum on Transparency and
Exchange of Information for Tax Purposes, as well as the UN.

The OECD/G20 Inclusive Framework, which comprises 147 juris-
dictions, is seeking to negotiate a reform package for the allocation of
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taxation rights over large multinational enterprises (Pillar 1), as well
as the introduction of a global minimum tax (Pillar 2). This package is
known as the Two-Pillar Solution. The regulations on a global mini-
mum tax (Pillar 2) were introduced in Norway with effect from 2024.

In July 2024, the G20 finance ministers, with Norway as guest
country, agreed a tax declaration that highlighted some areas in
which they particularly want to expand international tax cooperation.
There is a consensus that additional international coordination is
necessary to facilitate more progressivity. This is because high levels
of capital income and wealth can be difficult to tax as the result of tax
planning. For example, very rich people are often more inclined to
move to countries with lower taxes. The declaration therefore
expressed a desire to improve the practical scope for each country to
increase progressivity in the taxation of individuals. In their declara-
tion, the G20 finance ministers acknowledge that adequate taxation of
the very rich is difficult without expanded cooperation between coun-
tries.

UN negotiations on a mandate for a Framework Convention on
International Tax Cooperation took place in 2024. The UN General
Assembly will consider the proposed mandate this autumn. It is
expected that this Framework Convention will be negotiated over the
period from 2025 to 2027.

2.7 Distributional effects of the tax system

Many complex factors influence the development of economic dispari-
ties. Economic cycles and structural factors influence the distribution
of market income; see the discussion in Report No. 1 (2024-2025) to
the Storting, National Budget 2025 Chapter 6. The tax system is one
of the factors that can influence income distribution, both directly and
indirectly. The tax system contributes to the redistribution of income
because it is, inter alia, progressively designed (the average tax rate
increases with the level of income or wealth). Moreover, tax revenues
finance transfers to households and public services in areas such as
health and education, which also has an equalising effect. Further-
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more, taxes can, together with transfers and public services, influence
the economic decisions of taxpayers and thereby also the distribution
of market income (before tax).

The total equalisation contribution from taxes and transfers has
been relatively stable over the past 30 years; see Figure 2.24. The
figure shows inequality measured by the Gini coefficient for income
before and after taxes and transfers. The figure uses the same income
measure as the Statistics Norway income statistics, which includes
most cash income received by households. However, a number of
contributions to households’ material standard of living are not cap-
tured by this definition of income, such as the value of public services,
the return on owner-occupied housing, as well as any profits retained
in private companies.

Since returns on capital are only captured when realised, the
measured income inequality is greatly affected by the extraordinarily
high dividend payments made prior to the introduction of the dividend
tax in 2006 and the dividend tax increases announced in 2016 and
2022. See Report No. 1 (2024-2025), National Budget 2025 Chapter 6,
for an analysis of income inequality under an expanded income defini-
tion where retained profits in private companies are included in their
owners’ income.
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Figure 2.24 Income inequality before and after taxes and transfers. Gini
coefficients for equivalent income per consumption unit (EU scale).
1995-2022

1 Fluctuations around the years 2000, 2005, 2015 and 2021 should be considered in the

context of tax rule amendments that have caused short-term spikes in tax-motivated
transactions.

Market income includes, inter alia, wage income, business income and capital
income. Disposable income is market income plus transfers less assessed tax and
negative transfers, such as child maintenance payments and pension premiums.

Source: Statistics Norway.

The significance of personal taxes to income distribution

The progressivity of the tax system is clearly illustrated in Figure 2.25,
which shows that tax as a percentage of income increases with the
level of income. This figure includes both income tax and wealth tax.
Figure 2.16 in Section 2.3.4 shows the same without wealth tax, and
illustrates that the tax system is regressive, i.e. the tax percentage
declines at the very top of the income distribution if wealth tax is not
included. The degree of progressivity has been relatively stable in
recent decades, except at the very top of the income distribution.
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Figure 2.25 Tax as a percentage of gross income in various income
groups. Percentage

Source: Statistics Norway.

For those with the very highest income, the tax rate has varied
considerably over time. This is due to both amendments to the divi-
dend tax rules and short-term spikes in dividend distributions moti-
vated by the said amendments; see Figure 2.26. In the late 1990s, the
tax rate (including wealth tax) for the richest 0.1 per cent was about
20-25 per cent. The decline in the tax rate from 2001 to 2005 is largely
due to large dividends caused by expectations of a dividend tax intro-
duction. A temporary dividend tax was applied in 2001, and a perma-
nent tax on dividends was introduced in 2006. In subsequent years,
the tax rate of the richest has also varied somewhat as a result of divi-
dend distribution fluctuations. In years in which extraordinarily high
dividends are distributed, such as 2021, the tax measured in NOK will
increase, while the tax rate will decline. This is because dividends are
taxed at a slightly lower rate than high labour income. The tax rate of
the richest is nevertheless at a higher level now (35-40 per cent) than
before the introduction of the dividend tax (20-25 per cent) when the
tax is measured as a percentage of gross income as defined in the
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official statistics (excluding ownership income retained in compa-
nies).

40 - - 100

1 80
30 +

160
20 |
140

4 20
0.......||...||||||||||IIIIII||0
1993 1996 1999 2002 2005 2008 2011 2014 2017 2020

Gross income (NOK million) [l Tax (NOK million)
— Tax as a percentage of gross income (right-hand axis)

Figure 2.26 Average gross income, tax and tax as a percentage of gross
income for the top 0.1 per cent. NOK at 2022 prices. 1993-2022

Source: Statistics Norway and Ministry of Finance.

The significance of indirect taxes to income distribution

When examining how the tax system influences households’ con-
sumption opportunities and welfare, one should ideally take into
account that indirect taxes also influence consumption opportunities.
Indirect taxes do not depend on an individual’s income or wealth.
Unlike direct taxes, indirect taxes are not normally levied directly on
consumers, but indirectly via producers and importers of the goods
and services subject to such taxes. The extent to which the tax burden
is passed on in the prices charged to consumers depends, inter alia,
on supply and demand for the goods and services subject to the rele-
vant indirect tax. However, no information is available that would
show whether the tax burden is carried by individuals or businesses,
respectively, or how this tax burden is divided across various income
intervals for any given indirect tax. In Figure 2.27, the Ministry has
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estimated aggregated revenues from indirect taxes by income decile
based on the Lotte-Konsum model.
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Figure 2.27 Direct and indirect taxes per person as a percentage of
household-adjusted income by income deciles. 2024 rules.
Percentage

Sources: Statistics Norway and Ministry of Finance.

In the figure, individuals have been assigned a share of household
income and tax, adjusted for economies of scale (household-adjusted
income), and ranked by rising income in ten equally sized groups
(income deciles). Correspondingly, individuals have been assigned a
share of the estimated indirect taxes paid by their household.

The figure illustrates that people on low incomes have a lower over-
all tax burden than people on high incomes. However, indirect taxes
weaken the progressivity of the tax system. This is partly because the
calculations are based on gross household income. People with a high
gross income pay a larger proportion of their gross income in tax than
people with a low gross income and thus have a smaller proportion of
their income available for consumption. It is the income after direct tax
that can be consumed, and thus be subject to indirect taxes. Therefore,
indirect taxes will constitute a smaller proportion of the gross income of
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a person with a high gross income than that of a person with a low gross
income. If the calculations were based on income after tax (disposable
income), the burden of indirect tax would have been more equal as a
proportion of income across the various income groups.

2.8 Estimated tax expenditures and tax sanctions

The tax system includes a number of exemptions, exceptions and spe-
cial arrangements that serve to reduce government revenues. When
compared with taxation under the ordinary rules, these exemptions,
exceptions and special arrangements represent an advantage to those
who fall within their scope.

The Norwegian tax system is based on the principle that all
income and assets should be taxed, and that the tax base should cor-
respond to actual, financial values. However, to the extent that this is
not the case in practice, the explanation may, for example, be a desire
to attend to other considerations or to serve specific purposes.

Correspondingly, the tax system may feature tax sanctions, i.e.
that a tax is sometimes levied that is higher than what is stipulated in a
general and uniform set of rules or key principles. One example is
fiscal taxes on input factors in business activities.

Unlike measures funded via the expenditure side of the budget,
the Storting does not decide the level of tax expenditures and tax
sanctions in the annual budgets. This implies that tax expenditures
are not subject to annual budgetary prioritisation in the same way as
schemes on the expenditure side. This section is therefore intended
to provide supplementary information and to highlight the budgetary
effects of deviations from the tax rules. The overview of such exemp-
tions is not complete, as it has not been possible to, inter alia, quantify
all tax expenditures. Appendix 1 provides a detailed overview of the
Ministry’s calculations of tax expenditures and tax sanctions, as well
as further analysis of tax expenditures.

The extent of tax expenditures and tax sanctions depends on how
the benchmark system is defined. For the main part, the standard tax
rules are applied. In some areas, the main principles underpinning the
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structure of the tax system are applied, as established in, inter alia, the
1992, 2006 and 2016 tax reforms. Examples include depreciation rates,
the taxation of residential properties and certain indirect taxes. As in
most other countries, the Ministry uses the so-called revenue-fore-
gone method, i.e. the tax expenditures are estimated as the tax reve-
nues foregone by the government as the result of more lenient rules
than would be indicated by the benchmark system. It is important to
note that a weakness of this model is that the calculations disregard
behavioural changes. In many cases, the calculations will therefore
not provide a realistic estimate of the revenues that would be gene-
rated by removing or reducing tax expenditures. The figures there-
fore need to be used with considerable caution. The tax expenditures
are discussed in more detail in Appendix 1.

Figure 2.28 illustrates how net tax expenditures in 2024 are distri-
buted across different areas. The largest tax expenditures are the
result of value added tax exemptions/special arrangements, the
absence of income taxation of owner-occupied housing, as well as
wealth tax valuation discounts.

Special taxes 5% Wages and pensions 4%

Employer's National
Insurance contributions 10%

Residential property; lower
income tax and stamp duty
24%

Companies 10%

Primary industries 1%
Financial capital and pension
savings 7%

Wealth tax discounts 17%
Value added tax 23%

Figure 2.28 Net tax expenditures in 2024 specified by different areas.
Percentage

Source: Ministry of Finance.
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2.9 Revenue calculation methods

The effects of changes in the tax rules on central government reve-
nues are often referred to as revenue effects, and differ from changes
in tax revenues caused by other developments, including economic
cycles. The Ministry of Finance uses a number of different methods
for estimating the revenue effects of tax changes. These methods vary
from sophisticated models to simple estimates based exclusively on
statistics. The method used will depend on which models have been
developed, the data that are available and the deadline by which the
calculation has to be made. The calculation methods are summarised
below.

29.1 Benchmark system and benchmark alternative
Benchmark system for the tax rules

The revenue effects of changes in the tax rules in the budget year are
calculated in relation to a benchmark system for the tax rules. In the
benchmark system, taxes are kept unchanged in real terms from the
year prior to the budget year. This means that the limits and rates! in
the tax rules are adjusted by an estimate of the relevant growth factor,
such as the growth in consumer prices, wages, pensions or asset
values. If a rate or limit that is adjusted in the benchmark system is
kept unchanged in nominal terms, a revenue effect will therefore be
calculated.

The benchmark system for direct taxes is based on the tax rules
applicable in the current year, with allowances and income thresholds
under the standard rate structure for individual taxation being, as a
main rule, adjusted in line with projected wage growth. A taxpayer
who only has standard allowances (personal allowance and basic
allowance) and whose ordinary income and personal income both

1 Tax rates specified as a percentage, such as the rates for value added tax and

National Insurance contributions, are kept unchanged from the previous year in the
benchmark system.
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increase by the projected wage growth rate, will pay approximately
the same average income tax in the benchmark system as in the cur-
rent year. Pension tax rules are adjusted on the basis of the growth in
the minimum level of the retirement pension and the growth in the
ordinary retirement pension. Correspondingly, the standard allow-
ance against wealth tax in the benchmark system is adjusted such that
a person with a wealth composition equal to the average is subject to
the same wealth tax in the benchmark system as in the current year,
measured as a proportion of the wealth. Special allowances and cer-
tain other personal taxation thresholds are adjusted by the estimated
inflation rate.

Under the benchmark system for excise duties, all per unit rates are
adjusted by projected inflation (changes in the consumer price index).
The tax burden under the benchmark system thus remains
unchanged in real terms. The benchmark system for value added tax
is based on the current value added tax regulations.

Benchmark alternative for tax revenues

Under the benchmark alternative for tax revenues in the relevant
budget year, all taxes are kept unchanged in real terms from the
previous year. The benchmark alternative is determined by the bench-
mark system for the tax rules and by estimated developments in the
tax base. Tax base projections are based on factors such as estimated
macroeconomic developments. The total revenue estimate for a
budget item will therefore be comprised of the estimate under the
benchmark alternative plus the estimated effect of any regulatory
changes. It is the booked effects that form the basis for appropriation
decisions.

2.9.2 Revenue calculationsthatdo notincorporate behavioural
effects

The most basic form of revenue calculation assumes that the tax
change has no influence on the behaviour of households and busi-
nesses. The revenue effect will therefore only reflect the direct effect
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on tax revenues. For example, the revenue effect of a change in the
tax rate is calculated as the tax base multiplied by the change in the
tax rate.

For the budget year in which a tax rule is changed, revenue
calculations that only include direct effects will, in many cases, pro-
vide a good approximation of the revenue effects. This applies, in
particular, to instances in which there is little reason to assume that
the change will occasion significant short-term behavioural changes
or appreciably affect other tax bases.

2.9.3 Revenue calculations thatincorporate behavioural effects

Changes to taxes and certain government expenditure items may
influence government finances beyond the immediate, direct
budgetry effect. This is because such changes may influence the
behaviour of businesses and households. For example, an increase in
an excise duty will normally result in an increase in the price of the
relevant goods, and thus in a reduction in demand for such goods.

The revenue estimates for changes in taxes are intended to
contribute to making government revenue budgeting as realistic as
possible. Although behavioural effects can be an important aspect of
the justification for a change, these are only included in the revenue
estimate if they are expected to affect revenues in the relevant budget
year. It is reasonable to assume that it will take time before, for
example, changes to the taxation of wage income and pension income
induce behavioural changes with a permanent impact on labour
supply. Many people have fixed working hours and are therefore
unable to change these without finding a new job or renegotiating
their existing employment contracts. For these reasons, it will, as a
general rule, be most relevant to incorporate the revenue effects in
the budget without behavioural changes.

However, in some cases it may be relevant to include behavioural
effects already in the first year. The revenue calculation will in those
cases take into account both the rule change and how the resulting
behavioural changes on the part of households and businesses will
influence the tax base. Financial adjustments generally occur
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relatively swiftly, while changes in the real economy take more time.
For example, dividends more than halved from 2000 to 2001 as a
result of the temporary dividend tax in 2001. Changes to indirect taxes
may also have a fairly rapid impact on consumption. As a general rule,
the Ministry therefore incorporates behavioural effects in the budget
estimates for indirect taxes. In some cases, it may also be appropriate
to assume that there will be relatively rapid adaptations to certain
changes in the income tax for individuals. One example is the restruc-
turing of taxation of pensioners in 2011, which the Ministry assumed
would have some impact on the labour supply in the first year.

Adjustments may also occur before the tax change has entered
into effect. One example is adjustments to the dividend tax that was
introduced as part of the 2006 tax reform; see Section 2.7. Another
example is the reorganisation of the motor vehicle registration tax.
When the budget proposal was presented in October 2006, it became
evident that cars with low CO5 emissions would be subject to a lower
motor vehicle registration tax after 1 January 2007, while cars with
high CO, emissions would have a higher motor vehicle registration
tax. This resulted in purchases of car models that would be subject to
a lower tax being postponed, while purchases of car models that
would be subject to a higher tax were accelerated.

In some instances, it should be taken into consideration that
changes to one tax base may have behavioural effects that also
influence other tax bases. The rule change will in such case have an
indirect effect on tax revenues via a tax base that is not directly
affected by the rule change. For example, an increase in the tax on
spirits may shift alcohol consumption away from spirits and towards
wine or beer. An increase in the tax on spirits may therefore increase
the revenues from the taxes on wine and beer.
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Box 2.7 Self-financing of reduced tax on labour

When tax rates are reduced, some of the immediate revenue loss
may over time be offset by tax base growth. For taxes on labour,
this is because lower taxes lead to more people working more. Tax
cuts can therefore entail an element of self-financing. The degree
of selffinancing expresses how much of the tax cut central
government gets back due to an increased tax base. There is con-
siderable uncertainty regarding the degree of self-financing, and
this will vary between different taxes. The table below presents
estimates of the selffinancing ratios from Statistics Norway’s
simulation model LOTTE-Arbeid.

For example, a self-financing ratio of 6 per cent (as estimated
for a reduced tax rate on ordinary income) means that about NOK
6 million of an immediate revenue loss of NOK 100 million will be
recouped after a certain period of time as a result of increased
labour supply and thereby a larger tax base. There is considerable
uncertainty associated with these estimates.

The immediate loss of revenue in these calculations includes
all taxpayers (i.e. wage earners, self-employed persons, social
security recipients and pensioners, etc.), while the counteracting
effect via increased labour supply for the main part only includes
wage earners in the 26-62 age group. Increased labour supply will
also affect other parts of the fiscal budget, including expenditure
on National Insurance benefits and revenues from corporation tax
and value added tax. Such effects have also not been taken into
account in these calculations.
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Box 2.7 (cont'd)

Table 2.3 Estimates of the self-financing ratios for tax cuts through
various changes in tax rates, thresholds and allowance amounts.
The benchmark for 2024

Self-financing
Change in tax rate, threshold or allowance amount ratio
Reduced tax rate for bracket tax, bracket 3........cccceveevvvevevvevvennene 10%
Increased threshold for bracket tax, bracket 3........cccoevevevnenne. 9%
Reduced tax rate for ordinary income for individuals................ 6%
Reduced National Insurance contributions on wages/
benefits and self-employment inCome............cceeevereererererennnnen 5%
Reduced tax rate for bracket tax, bracket 2........ccevevveevvevvenvenene 4%
Increased threshold for bracket tax, bracket 2........cccoevevvevnenne. 1%
Increased cap for the basic allowance against wages/
DENETIES ...ttt ne 0%
Reduced tax rate for bracket tax, bracket 1.......ccccevvveevvevvinvenene 0%
Increased threshold for bracket tax, bracket 1........cocoevevennenne. 0%
Increased personal alloWance .............coveevreeereeereveeneeeseerenenns 0%
Increased rate for the basic allowance against wages/
DENELIES ...ttt e ne -12%

Sources: Statistics Norway (LOTTE-Arbeid) and Ministry of Finance.
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