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Background
In November 2012, the CJEU held in the case
of Commission v Finland (C-342/10) that
Finnish taxation related to dividends paid to
non-resident EU/EEA pension funds is
discriminatory.

Currently, dividends paid to pension funds
resident in other EU/EEA Member States are
subject to a withholding tax of 15% (or
possibly a lower rate under an applicable tax
treaty) on the gross basis. Dividends to
Finnish resident pension institutions are
taxed at 75% of the gross dividend with the
tax rate of 20 %, resulting, as a starting point,
in an effective tax rate of 15%. However,
Finnish pension institutions are entitled to a
specific tax deduction e.g. on the basis of their
pension liabilities.

Summary of the legislative proposal
Government Proposal (HE 157/2014)
introduces a new deduction available for non-
resident pension funds receiving Finnish
source dividends. The purpose of the
proposal is to remove the current
discrimination against foreign pension funds.

The starting point in the proposal is that
foreign pension funds are entitled to make a
specific tax deduction corresponding to the
one Finnish pension institutions are entitled
to in accordance with Finnish domestic tax
legislation. Accordingly, the withholding tax
should be levied on a net income basis in this
respect, i.e. the foreign pension funds may
deduct as costs the part of the said deduction
which corresponds to the portion the Finnish
dividends represent in the foreign pension
fund’s turnover prior to the levying of the
withholding tax.

There are several conditions for benefiting
from the deduction: (i) the ownership in the
Finnish dividend distributing corporation

must be less than 10%, (ii) the shares must
belong to the “investment assets” of the
foreign pension fund (as defined in Finnish
legislation) and (iii) the foreign pension
fund must be considered as comparable to a
Finnish pension institution.

In addition to the above, as regards non-
EU/EEA pension funds, there should be a
treaty on exchanging information between
Finland and the state of residence of the
foreign pension fund. Furthermore, Finland
must be able to de facto verify a.o. the tax
treatment of the non-EU/EEA pension fund
and the level of supervision applicable by
local authorities.

As the requirements for benefiting from the
deduction are strict, in practice, the
withholding tax would still be levied on the
gross dividend and the foreign pension fund
would have to apply for a refund from the
Finnish tax administration. In this
connection, the foreign pension fund must
present adequate documentation and
calculations.

If adopted, the amendments will apply in
respect of dividends paid on or after 1
January 2015.

What should you do?
Finland has a unique pension system and
pension provision is managed by various
pension insurance companies, company
pension funds or industry-wide pension
funds (i.e. private sector pension
institutions), and public-sector pension
institutions.

The legislative proposal contains a list of
several criteria that need to be fulfilled in
order to achieve comparability with a
Finnish pension institution. PwC can assist
you with assessing the possibilities to obtain
the new deduction and also in the filing of
withholding tax refund claims.


