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A brief country overview:  

A sparsely-populated North Atlantic island, Iceland is famous for its hot springs, geysers and active 

volcanoes. Lava fields cover much of the land and hot water is pumped from under the ground to supply 

much of the country's heating. 

Iceland became an independent republic in 1944 and went on to become one of the world's most 

prosperous economies. However, the collapse of the banking system in 2008 exposed that prosperity as 

having been built on a dangerously vulnerable economic model. 

The affluence enjoyed by Icelanders before 2008 initially rested on the fishing industry, but with the 

gradual contraction of this sector the Icelandic economy developed into new areas. 
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Key Country facts 
Official Language: Icelandic 

Currency: Icelandic króna                                                                                       

Country dial code: +354 

Country abbreviation: is 

Statutory filing payment methods: Mechanised and electronic system.   

National minimum wage: None; minimum wages are negotiated in various collectively bargained 

agreements and applied automatically to all employees in those occupations, regardless of union 

membership; while the agreements can be either industry- or sector-wide, and in some cases firm-specific, 
the minimum wage levels are occupation-specific.  

Annual filing Deadline: Taxes are assessed the year after the tax year at the end of July. If a tax return 

is not submitted, your income is estimated and taxes are assessed on the basis of this estimated amount. 

Time Zone: Greenwich Mean Time Zone (UTC+00:00) 

Public Holidays in Iceland 
 

Holidays in Iceland 2015/16 

2015 2016  Holiday Holiday Type 

01 January  01 January New Year’s Day National Holiday  

02 April 24 March Maundy Thursday  National Holiday 

03 April 25 March Good Friday National Holiday 

06 April 28 March Easter Monday  National Holiday 

23 April 21 April First Day of Summer  National Holiday 

01 May 01 May  May Day National Holiday 

10 May 08 May  Mother’s Day Not a Public Holiday 

14 May 05 May  Ascension Day National Holiday 

25 May  16 May  Whitmonday National Holiday 

17 June 17 June Independence Day National Holiday 

03 August  01 August  Commerce Day National Holiday 

08 November  13 November  Father’s Day Not a Public Holiday  

24 December  24 December  Christmas Eve National Holiday 

25 December  25 December  Christmas Day National Holiday 

26 December  26 December St Stephens Day National Holiday 
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The warm waters are rich in minerals 

like silica and sulfur and bathing in 
the Blue Lagoon is reputed to help 

some people suffering from skin 
diseases such as psoriasis. The water 

temperature in the bathing and 

swimming area of the lagoon 
averages 37–39 °C (99–102 °F). The 

Blue Lagoon also operates a research 
and development facility to help find 

cures for other skin ailments using the 
mineral-rich water. 

 

The lagoon is a man-made lagoon 
which is fed by the water output of 

the nearby geothermal power plant 
Svartsengi and is renewed every two 

days. Superheated water is vented 

from the ground near a lava flow and 
used to run turbines that generate 

electricity. After going through the 
turbines, the steam and hot water 

passes through a heat exchanger to 
provide heat for a municipal water 

heating system. Then the water is fed 

into the lagoon for recreational and 
medicinal users to bathe in. 

Iceland has a strict code of hygiene 
and guests are required to shower 

before bathing. 
  

 

Business and culture in 
Iceland 

What you need to know about processing 
payroll in Iceland 

 

Establishing as an Employer in Iceland 

Establishing a company involves liability and risk. The operating 

forms of business include: 

1. Sole proprietorship/firm. 

2. Public limited companies/publicly owned companies/private 
limited companies. 

3. Co-operative societies. 
4. Partnerships. 

5. Self-governing corporate entities. 

Special licences, permits or rights are needed to establish a 

company, as these demonstrate recognition by the authorities 

Anyone starting a business in Iceland must have an identification 

(ID) number, which is a ten-digit number. The ID number serves 

as a gateway to Icelandic society. 

Employment 

Hours of daytime work are according to collective agreements 

defined as 40 hours pr. week, divided into five eight hours working 

days from Monday to Friday, and wages determined as weekly or 

monthly wages. Paid coffee brakes, usually 35 minutes, are 

included in the 8 hour work day. 

 Day time hours usually start at 07:00 (general workers, industrial 

workers) but the time they end differs based on what collective 

agreement applies. For general workers it ends at 17:00 hours but 

for industrial workers it is usually at 18:00 hours. The decision as 

to when during this period of daily hours the workers shall work 

their 8 hours day time work is made at each workplace by the 

workers and their employer. 
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Getting down to business  
One should always make sure to shake hands with Icelandic business partners at the beginning and at the 

end of the business meeting. It is recommended that the handshake is firm, eye contact is made and no 

one is left without a handshake. It is also common to exchange business cards when meeting business 

acquaintances. 

 

Visas and work permits in Iceland 

Citizens of full European (EFTA, EEA) Member Countries are able to live and work in Iceland without a visa 
or work permit. 

Non EU nationals wishing to live and work in Iceland must apply for a work permit or Iceland Working 
Holiday Visa. 

Work permits must be applied for by the employer. 

Iceland is a member of the Schengen countries. The 15 Schengen countries are: Austria, Belgium, 
Denmark, Finland, France, Germany, Iceland, Italy, Greece, Luxembourg, Netherlands, Norway, Portugal, 

Spain and Sweden. With a Schengen visa, you may enter one country and travel freely throughout the 
Schengen zone. 

You must apply for a Schengen visa at the Embassy or Consulate of the country which is your main 
destination. 

If you intend to visit several Schengen countries but do not have a main destination, you should apply for 

a visa at the Embassy or Consulate of the country which is your first point of entry.  

Iceland joined the Schengen states on March 25, 2001, an agreement of 26 states to abolish checks at 

their common borders on the movement of persons and facilitate the transport and movement of goods at 
those borders. 

 

All persons requiring visas, not holding a valid Schengen visa in their travel document, must apply for a 
visa at the applicable embassy/consulate before travelling to the Schengen area. Embassies/consulates 

representing Iceland handle applications,  
 

Visas may be granted for business trips, tourism, private reasons (family and friends), official visits, short 

term studies and for political, scientific, cultural, sports or religious events. 
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Tax & Social Security 

Tax 
 

Persons with unlimited tax liability 

The rate of income and municipal tax is calculated on three levels;  

37.30 % for income between  ISK 0 - 309.140 pr. month 
39.74 % for income between ISK 309.141 - 836.404 pr. month 

46.24 % for income exceeding ISK 836.405 pr. month 
 

The above numbers apply after pension fund premium has been deducted from income. 

Personal tax credit, which is ISK 50.902 pr. month, is deducted from calculated taxes. 
 

If annual income is below ISK 1.637.601 no income or municipal income tax is to be paid. 
Children under 16 years of age pay 6% of income exceeding ISK 180.000 pr. year. 

 

A fee paid into the Construction Fund for the Elderly, ISK 10.159 and TV-licence tax of ISK 17.800 is levied 
on all individuals aged 16-69 with income above the aforementioned tax-free limits of ISK 1.624.603 in 

2014. 
 

Capital income tax is 20 % of capital income exceeding ISK 125.000 pr. year. Capital income tax of rental 
income is also 20%, but only 70% rental income are liable to tax. 

 

The municipalities collect real estate tax on all real estate, which is a percentage of the building's and the 
lot's real estate evaluation, and that percentage is decided by each municipality. 

 

Persons with limited tax liability 

The rate of income and municipal tax is calculated on three levels; 

37.30 % for income between ISK 0 - 309.140 pr. month 
39.74 % for income between ISK 309.141 - 836.404 pr. month 

46.24 % for income exceeding ISK 836.405 pr. month 

 
The above numbers apply after pension fund premium has been deducted from income. 

Personal tax credit is ISK 1.673 pr. day and are calculated according to the residence day in the country. 
 

Those with limited tax liability in Iceland does not have to pay a fee into the Construction Fund for the 

Elderly, or TV-licence tax. 
 

Social security  
 

Iceland’s social security system has its origins in the beginning of the 20th century and its design was 

partly based on New Zealand’s pension system from 1938. The current scheme consists of three pillars: 
 

 • The first pillar is a tax financed public pension scheme that starts to be withdrawn once a certain level of 
earnings is achieved. 

 
• An important feature of the system is the mandatory character of the second pillar: the occupational or 

private (but publicly regulated) pension scheme. The mandatory occupational programs have their origins 



17 

Copyright 
All rights reserved. No part of this publication may be reproduced, distributed, or transmitted in any form or by any means, including photocopying, recording, or 

other electronic or mechanical methods, without the prior written permission of the publisher. 
Disclaimer 
Every effort has been made to ensure that all information in this booklet is correct at time of publication. This information should be used as reference only and not as 

a sole source of decision making. 

 

in 1969, when unions and employers’ organizations signed an agreement on pension schemes. Currently, 

the occupational pension funds are legally obliged to secure a minimum benefit of 56 percent of previous 
pay, granted that a pensioner was contributing to the system for 40 years. Most of the funds follow a 

hybrid model of defined contributions/defined-benefits schemes and provide pensioners with payments 
above the minimum level of 56 percent. 

 

• The third pillar is a voluntary private pension fund involving, in most cases, defined-contributions 
schemes. Icelanders contributing to the third pillar are eligible for some tax exemptions. 

 
Tax reporting year 
 
The fiscal year in Iceland mirrors the calendar year ending on 31st December.  
 

 

Payslips 
 

Collective agreements require that payment of wages must be accompanied with a written 

pay statement (pay-slip). Workers are entitled to ask their union representatives to check 
whether their wages and deductions made by their employer are calculated correctly 

 

 

Compliance 
 

 

Employer Registration  
 

The terms in the applicable collective agreement are regarded as incorporated into the contract of 

employment of individual workers falling within its scope of application. These include the basic provisions, 

such as minimum rates of pay and other terms such as working time, the right to holiday and paid leave, 
payment of wages during sickness etc.  Contracts of employment that provide for poorer terms than those 

provided for in the applicable collective agreement are according to law null and void. 
 

 

Starters/Registration 

If a worker is hired for longer than one month and on average for more than 8 hours per week, a written 
contract of employment must be made, or terms of employment confirmed by the employer in writing, no 

later than 2 months after the work began. 
 

The contract/statement must include the following information: 

 Identities of the parties. 

 The place of work and domicile of employer; where there is no fixed or main place 

 of work, the principle that the worker is employed at various places 

 The date of commencement of the contract or employment relationship. 

 In the case of a temporary employment, the duration thereof. 

 Holiday entitlement and holiday allowance. 

 Length of the notice periods to be observed by the employer and the worker. 
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 Monthly, bi-weekly or weekly pay, other wage items and the frequency of payment of the 

remuneration to which the worker is entitled. 

 Length of the worker's normal working day or week. 

 Pension Fund affiliation. 

 The collective agreement governing the worker's terms and conditions of work and the relevant 

Trade Union. 
The information referred to above may be given in the form of a reference to the collective agreement 

governing those particular points. 
 

Where an employment relationship comes to an end within a period of two months from the start of work, 
the information mentioned above must be made available to the worker at the end the relationship. 

 

Leavers/De-registration  

The principal rule in Iceland is that employers and employees are equally authorised to cancel employment 

contracts without stating the reason for this. Employees are generally hired without time limits, in which 
instance the employment contract is cancelled with a termination notice period as stated in the collective 

agreements. The employment termination notice is mutual and such employment cancellations shall be in 
writing and in the same language as the employee’s employment contract. The employee has the right to 

an interview regarding the end of his employment and the reasons for the termination of his employment 

and can request them to be stated in writing. A request for the interview shall be given within 96 hours 
from the employees’ knowledge of the contract´s termination. Should the employer fail to fulfil the said 

request the employee is entitled to another interview with the employer in the presence of his or her union 
steward or other representative of the union, should he or she request so.  The freedom of the employer 

to terminate the employment contract is in certain cases restricted by law 

 

 

 

Data Retention  
 

Companies are required to retain all data for a minimum of ten years.  
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Statutory Absence/Payments 

Annual leave 
 

The legislation provides for a minimum of two working days of holiday for each month in employment 

during the past holiday allowance year (May 1 to April 30). The minimum holiday for each year is therefore 

24 working days. There are also 12 paid public holidays 
 
 

Parental leave 
 

In Iceland parents receive 90 days 75-80% (based on total salary over a 12 month period ending 6 

months before the birth). Max. As well as an extra 90 days to be shared freely between the parents. To 

receive this parents must have been working or studying for a period of 6 months prior to taking the leave. 

Parental leave can be taken at any time during the first 18 months of the baby's life. Pregnant women or 

fathers can't be fired. 

Parents have each an independent right to maternity/paternity leave of up to three months due to a birth, 

primary adoption or permanent foster care of a child. This right is not assignable. In addition, parents have 

a joint right to three additional months, which may either be taken entirely by one of the parents or else 

divided between them. The right to maternity/paternity leave lapses when the child reaches the age of 36 

months. The right to maternity/paternity leave is established upon the birth of a child. However, parents 

are permitted to start their maternity/paternity leave up to one month prior to the expected birth date, 

which is confirmed by a medical certificate. 

All parents, who do not enjoy full contractual salary rights from their employers, are paid by the 

Maternity/Paternity Leave Fund after they have been active in the domestic labour market for six 

consecutive months prior to the first day of the maternity/paternity leave. A parent’s working time in other 

EEA countries is taken into account if the parent has been employed in Iceland for at least one month 

during the six months prior to the first day of the maternity leave (date of birth in case of paternity leave).  

The Maternity/Paternity Leave Fund’s monthly payment to an employee on leave in 2012 amounts to 80% 

of her/his average wages (and 75% of salaries exceeding ISK 200,000) during a 12-month period starting 

6 months prior to the date of birth of the child. Maximum payment is ISK 350,000 per month. The monthly 

payment to a self-employed parent amounts to 80% of the calculated remuneration on which an insurance 

levy has been paid for the same period. However, the monthly payment during maternity/paternity leave 

to a parent in a 25-49% part-time job shall never be less than ISK 94,938, and the monthly payment to a 

parent holding a 50-100% job shall never be less than ISK 131,578. 

Parents employed by the State and local authorities are also paid by the Maternity/Paternity Leave Fund. 

They also enjoy payments from a special fund to meet the difference between their full contractual salary 

rights and the 80% payment from the Maternity/Paternity Leave Fund. 



110 

Copyright 
All rights reserved. No part of this publication may be reproduced, distributed, or transmitted in any form or by any means, including photocopying, recording, or 

other electronic or mechanical methods, without the prior written permission of the publisher. 
Disclaimer 
Every effort has been made to ensure that all information in this booklet is correct at time of publication. This information should be used as reference only and not as 

a sole source of decision making. 

 

Parents not active in the domestic labour market or in a less than 25% part-time job are entitled to a 

payment to the amount of ISK 57,415 per month and full-time students are entitled to a payment to the 

amount of ISK 131,578 per month from the social security system.  

Sickness  

Employees are entitled to wages for a certain period during sickness or after an accident at work. 

The minimum rights during the first year of service with an employer are 2 days in respect of each month. 

After one year of employment an employee is entitled to total wages for 1 month out of every 12 months, 

after three years with the same employer 1 month of total wages and 1 month with day wages out of 

every 12 months, and finally after five years with the same employer 1 month of total wages and 2 

months with day wages out of every 12 months. 

An employee who is absent from work for a longer period is entitled to payment from the union sickness 

fund. Contractual wage agreements may provide better rights. 

Benefits  

Old-Age Pensions 

The general retirement age is 67-70. Iceland’s pension system rests on three pillars: 

 the pension paid by the social security system 

 occupational pension funds 

 private pension plans 

While not a part of the social security system proper, occupational pension funds have been compulsory 

for wage-earners as well as the self-employed since 1972. In many ways, social security pensions take 
account of those paid by the pension funds, so the three systems are closely interlinked. 

 
The monthly state old age pension is ISK 34,053. The pension is reduced if a person’s income in a year is 

in excess of ISK 2,575,220. In addition to this pension, support may be obtained for general costs of living, 

but is income-related. 
 

State pensions are financed through taxes, while all wage-earners and self employed are also obliged to 
contribute to an occupation-related pension fund. Wage-earners must pay 4% of pre-tax earnings to the 

pension fund, matched by an 8% contribution from the employer (11.5% from the State). The 4% 
contribution to a pension fund by an employee is deductible from tax. An additional deduction up to 2% is 

deductible from taxable income if the employee chooses to pay it either into an occupation-related pension 

fund or private pension plan provided that the contribution is paid regularly. Most pay agreements on the 
labour market require employers to pay extra 2% to a pension fund, if the employee chooses to pay 

additional 2-4% contribution.  
The old-age pension is fully subject to income tax, which is deducted when it is paid out. 
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Unemployment Benefits 

Unemployment benefits, which are partly related to the previous salary, are paid from a separate fund, the 
Unemployment Benefit Fund, which is managed by the Directorate of Labour. Its revenues come from a 

2.45% component of the payroll tax on all wages and salaries. 

 
Benefits payable to unemployed individuals amount to ISK 172,609 a month plus ISK 6,904 per month for 

each child younger than 18 years. Maximum income-related benefits amount to ISK 272,113 a month but 
are not paid for more than 3 months. Benefits are not wealth-related.  

 
An unemployed individual can earn up to ISK 59,047 pr. month without reducing his unemployment 

benefits. 

 


