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Borgarrad

Reykjavik, 21. januar 2026
MSS26010109

Vidbrogo vid nidurst6ou ESA vegna tekjuskattsundanpagu Sorpu bs.

Lagt er til ad borgarrad sampykki ad SORPA bs. verdi heimilad ad stofna tvd ny
dotturfélég med takmarkadri abyrgd, nanar tiltekid Lok ehf. og Lif ehf., sem munu taka
yfir efnahagslega starfsemi SORPU bs. | pvi felst ad Lok ehf. mun annast méttdku
rekstrardrgangs og rekstur urdunar og Lif ehf. mun annast rekstur GAJA og medhdndlun
lifreens urgangs. Logbundin starfsemi eigendasveitarfélaganna, par med talin abyrgd a
farvegi urgangs fra heimilum, verdur afram rekin innan SORPU bs. Med pessari utfeerslu
er sa rammi sem samid var um vid ESA arid 2024 utfeerdur i framkvaemd, & grundveli
fyrri sampykkta eigenda.

Greinargerd:

Undanfarin ar hefur SORPA bs. unni® ad lausn svonefnds ESA-mals, sem a rastur ad
rekja til kvértunar um Olégmeeta rikisadstod fra arinu  2018. | kjolfar
bradabirgdanidurstodu ESA arid 2023 hofst formlegt samrad milli ESA, islenskra
stjornvalda og SORPU, sem leiddi til sattar arid 2024. Stofnun félaganna Lok ehf. og Lif
ehf. og flutningur efnahagslegrar starfsemi til peirra er lidur i pvi ad fullnaegja skilyrdum
sattarinnar vid ESA um skyran adskilnad l6gbundinnar starfsemi annars vegar og
efnahagslegrar starfsemi hins vegar, pannig ad su sidarnefnda fari fram a
markadsforsendum og i samraemi vid samkeppnisreglur. Med pessari utfeerslu er sa
rammi sem samid var um vid ESA arid 2024 atfeeréur i framkveemd, a grundvelli fyrri
sampykkta eigenda.

A 614. fundi stjérnar SSH sem haldinn var 22. september 2025 var tillaga kynnt og bokad
ad stjorn sampykkir ad visa fyrirliggjandi tillogu vinnuhéps ad utfeerslum til ad meeta
akvordun ESA i mali nr. 81738, er vardar feerslu efnahagslegrar starfsemi Sorpu bs.
undan byggdasamlagsforminu, til umraedu og afgreidslu adildarsveitarfélaganna ad
fenginni kynningu og umraedu i stefnuradi.

A fundi stefnurads byggdasamlaganna 7. névember 2025 var fyrirliggjandi tillaga kynnt
og bokad ad stefnurad byggdasamlaganna fellst fyrir sitt leyti a ad fyrirliggjandi tilldgum
verdi visad til afgreidslu adildarsveitarfélaganna og fylgt eftir par med frekari kynningu af
halfu Sorpu bs. og vinnuhdpsins verdi eftir pvi leitad.

Heida Bjorg Hilmisdaottir
borgarstjori

Hjalagt:

Erindi stefnurads byggdasamlaganna til eigendasveitarfélaga dags. 16. januar 2026.

Akvérdun ESA i mali nr. nr. 81738.

Samantekt — ESA-mal SORPU og tillaga um stofnun félaganna Lok ehf. og Lif ehf.

ESA kynning fyrir stefnurad 7.11.2025 .

Minnisblad vinnuhops Sorpu bs. 18.06.2025. Trunadarmerkt.

Ahzettumat vegna fyrirhugadra breytinga 4 rekstri SORPU til ad uppfylla kréfur ESA. Tranadarmerkt.

:

\j) Reykjavik



Avb Samtok sveitarfélaga a
4Av hofudborgarsvaedinu

Borgarrad Reykjavikur
Heida Bjorg Hilmisdottir
Raohus Reykjavikur
Tjarnargata 11

101 Reykjavik

Kopavogur, 16. jantiar 2026.
Malsnr. 2309018
HH

Efni: Viobrogo vio nidurstoou ESA vegna tekjuskattsundanpagu Sorpu bs.

Forsaga

Forarskurdur ESA vardandi pad a0 tekjuskattssundanpaga byggOasamlaganna faeli i sér 6logmeta
rikisadstod 14 fyrir dags. 16. mai 2023 en ESA t6k malid til skodunar 4 grundvelli kvortunar sem barst ESA
i febriiar 2018. Var nidurstadan st ad starfsemi Sorpu bs., ad pvi marki sem hiun veri efnahagsleg, skyldi
vera tekjuskattskyld.

A stjérnarfundi Sorpu bs. 26. september 2023 var malid til umfjollunar og i kjolfarid kynnt 4 eigendafundi
Sorpu bs. 2. oktober 2023 en pa var talid 1jost ad ekki yroi unnt ad koma & framfzeri frekari malsastaedum
og roksemdum sem myndu fa breytt afstodu ESA.

Malid var fyrst kynnt Stefnurddi byggodasamlaganna & fundi pess 6. oktober 2023. Eigendavettvangur
fjalladi aftur um malid 19. febraar 2024 og 8. april 2024.

[ tengslum vid framangreint hofst samtal vid ESA um hvernig adfinnslum ESA yrdi matt og skipadi Sorpa
bs. sérstakan vinnuhdp um malid sem hof m.a. greiningu a pvi hvada starfsemi Sorpu bs. teldist efnahagsleg
og til hvada adgerda pyrfti ad gripa.

A fundi Stefnurads 6. jini 2024 var mélid enn til umraedu. Kom par m.a. fram ad unnid veeri ad satt vid ESA
og a0 frekari greining svidsmynda og undirbiningur vidbragoa i tengslum viod vidraedur vid ESA hefdu farid
fram 4 vettvangi vinnuhdpsins. Fyrir leegi ad satt vid ESA mundi byggja 4 pvi ad efnahagsleg starfsemi verdi
flutt ur félagi sem rekid er med dtakmarkadri abyrgd eigenda, p.e. undan byggdasamlagsforminu.

Hinn 1. juli 2024 var tillaga um a0 efnahagsleg starfsemi Sorpu bs. yroi flutt i félag/félog med takmarkadri
eigendadbyrgd 16gd fram & fundi eigendavettvangs Sorpu bs. Figendavettvangur sampykkti ad senda
tilloguna til umraedu og afgreidslu sveitarfélaganna ad fenginni afgreidslu Stefnurads.

beir peettir i rekstri Sorpu bs. sem fela i sér efnahagslega starfsemi skv. peirri greiningu sem farid hefur fram
eru mottoku- og flokkunarstodin i Gufunesi, gas- og jardgerdarstddin i Alfsnesi og urdunarstadur i Alfsnesi.

Hinn 14. agtst 2024 var tillagan kynnt Stefnuradi og m.a. eftirfarandi bokad i fundargerd: Stefnurdao
byggdasamlaganna fellst fyrir sitt leyti a ad efnahagsleg starfsemi Sorpu bs. samkvemt framangreindri
skilgreiningu verdi feerd [ félag/félég med takmarkadri abyrgd eigenda med pad ad markmidi ad koma til
mots  vio bradabirgdadkvoroun ESA og ad tillogu pess efnis verdi visad til afgreidsiu
adildarsveitarfélaganna.

Tveimur dogum sidar eda 16. agast 2024 var tillagan send sveitarfélogunum til afgreidslu. Sampykktu 6l
adildarsveitafélog Sorpu bs. ad efnahagsleg starfsemi Sorpu bs. yrdi faerd i félag/félog med takmarkadri
abyrgd med pad ad markmidi ad koma til mots vido ESA.
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Akvordun ESA, sem m.a. byggdi 4 pessari akvordun eigenda 1a fyrir 20. névember 2024. Var med henni
fallist 4 peer leidir sem lagdar voru til af halfu rikisins, enda verdi med pvi girt fyrir rikisadstod i formi
tekjuskattsundapagu pegar kemur ad efnahagslegri starfsemi Sorpu bs.

Veittur var frestur til innleidingar breytinga 4 starfsemi Sorpu bs. til 1. jantiar 2027.

Fyrirliggjandi tillaga

Nénari greining og tillaga vinnuhopsins vardandi pad hvada leid skuli fara vid adskilnad efnahagslegrar
starfsemi Sorpu bs. liggur nt fyrir Adeins er um ad reeda breytingar til ad mata afstodu ESA og koma peer
sem slikar ekki i veg fyrir ad adrar breytingar 4 rekstrarformi Sorpu bs. verdi gerdar i framtidinni. Tillagan
er medfylgjandi og ndnar lyst i medfylgjandi samantekt Sorpu bs. um malid, i fylgiskjali 2.

A 614. fundi stjornar SSH sem haldinn var 22. september 2025 var tillagan kynnt og eftirfarandi bokad i
fundargerd vegna malsins:

1. 2309018 - Frumniourstoour ESA um undanpdgur d greioslu tekjuskatts byggoasamlaga

Framhald umrcedna en a 53. eigendafundi Sorpu var tillaga ad utfeerslum vegna malsins kynnt og
m.a.eftirfarandi bokad i fundargerd vegna pess:

"Stiorn Sorpu dlyktadi a fundi sinum 18. juni sl. ad stjornin telur tillogu vinnuhopsins, sem her er til
umfjollunar, koma ad fullu til mots vio pau sjonarmio sem ESA teflir fram. Stjornin sampykkti tilloguna
fyrir sitt leyti og visadi malinu til endanlegrar akvordunar a vettvangi eigenda Sorpu bs., ad fengnu
aheettumati aheettunefndar Sorpu bs.

Nidurstada fundar:

Lagt fram til kynningar og umrcedu. Frekari umredur munu fara fram a vettvangi stjornar SSH.
Ahcettumat éheettunefndar Sorpu liggur fyrir og verdur sent stjorn SSH til kynningar vegna peirrar
umreedu."

Haraldur Flosi Tryggvason, Halldor Porkelsson, Prostur Sigurdsson og borhallur Hakonarson fulltruar
1 vinnuhopi Sorpu bs. vegna ofangreinds mals kynna fyrirliggjandi tillogu. Umrcedur.
Nidurstaoa fundar:

Stjorn sampykkir ad visa fyrirliggjandi tillogu til umreeou og afgreioslu adildarsveitarfélaganna ad
fenginni kynningu og umreeodu i stefnurdai.

A fundi Stefnurads byggdasamlaganna 7. névember 2025 var fyrirliggjandi tillaga kynnt og eftirfarandi
bdkad i fundargerd:

1. 2309018 - Frumniourstoour ESA um undanpdagur a greioslu tekjuskatts byggoasamlaga
Ofangreint mal var einnig til umrcedu a 9., 11. og 12. fundum Stefnuraods.

Tillogur vinnuhdps ad utferslum til ad meeta dkvéroun ESA § mali nr. 81738, er vardar feerslu
efnahagslegrar starfsemi Sorpu bs. undan byggoasamlagsforminu liggja fyrir.
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Kynning peirra for fram a 614. fundi stjornar SSH og var pa eftirfarandi bokad sem nidurstada i fundargerd
vegna malsins: "Stiorn sampykkir ad visa fyrirliggjandi tillogu til umredu og afgreidslu
adildarsveitarfélaganna ad fenginni kynningu og umrcedu i stefnurddi."

Jon Viggo Gunnarsson framkvemdastjori Sorpu bs. kynnti fyrirliggjandi tillogu.

Er framangreint lagt fram til kynningar og umrcedu stefnurads og lagt til ad tillogunum verdi visad til
sveitarfélaganna til umrceedu og afgreidslu ad pvi loknu.

Umreedur. Til mdls toku Regina Asvaldsdottir, Heida Bjorg Hilmisdéttir, Halldor Porkelsson, Pall Bjérgvin
Gudmundsson, bor Sigurgeirsson, Jon Viggo Gunnarsson, Porhallur Hakonarson, Lovisa Jonsdottir, Almar
Guomundsson, Asdis Kristjansdottir, Gunnar Dofri Olafsson, Dora Bjort Gudjonsdottir og Valdimar
Birgisson.

Niodurstada fundar:

Stefnurdad byggdasamlaganna fellst fyrir sitt leyti a ad fyrirliggjandi tillogum verdi visad til afgreidslu
adildarsveitarfélaganna og fylgt eftir par med frekari kynningu af halfu Sorpu bs. og vinnuhopsins verdi
eftir pvi leitad.

A grundvelli ofangreinds er farid fram 4 ad medfylgjandi tillaga um stofnun tveggja nyrra dotturfélaga Sorpu
bs., sem nanar er lyst i fylgiskjali 2, verdi tekin til umraedu og afgreidslu a vettvangi sveitarfélagsins.

Sé oskad frekari kynningar &4 framangreindu skal beidnum pess efnis beint til Lovisu Jonsdottur ritara
vinnuhops Sorpu bs. vegna malsins, 1 netfangid lovisa.jonsdottir@sorpa.is.

Virdingarfyllst,
Fyrir hor;]ijtefnuraés byggdasamlaganna

{W,xf@ﬁ‘:k?h :

Hildigunnur Hafsteinsdc')tl‘?r ritari Stefnurads byggdasamlaganna

Meofylgjandi:
1. Akvérdun ESA i mali nr. nr. 81738.
Samantekt — ESA-mal SORPU og tillaga um stofnun félaganna Lok ehf. og Lif ehf.
ESA kynning fyrir stefnurad 7.11.2025
Minnisblad vinnuh6ps Sorpu bs. 18.06.2025 Trunadarmerkt
Ahzttumat vegna fyrirhugadra breytinga 4 rekstri SORPU til ad uppfylla krofur ESA Trunadarmerkt
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Case No: 81738

Document No: 1489768
Decision No: 197/24/COL

Ministry of Culture and Business Affairs
Sélvholsgata 7

101 Reykjavik

Iceland

Subject:  Sorpa
- Letter pursuant to Article 18 of Part Il of Protocol 3 to the
Agreement between the EFTA States on the Establishment of a
Surveillance Authority and a Court of Justice

l. FACTS

1 Summary

(1) The EFTA Surveillance Authority (“ESA”) wishes to inform the Icelandic authorities
that, having examined the information supplied by the Icelandic authorities on the
income tax exemption enjoyed by the municipal cooperative Sorpa bs. (“Sorpa”) in
accordance with the Icelandic Income Tax Act (“the Income Tax Act’),! it has
decided to propose appropriate measures pursuant to the procedure laid down in
Article 1 of Part | and Article 18 of Part Il of Protocol 3 to the Agreement between
the EFTA States on the Establishment of a Surveillance Authority and a Court of
Justice (“Protocol 3 SCA”).

2 Procedure

(2) By email dated 19 February 2018,2 ESA received a complaint concerning an
income tax exemption enjoyed by Sorpa (‘the complaint”). The complainant
requested that its identity be kept confidential.

(3) By letter dated 5 March 2018,2 ESA invited the Icelandic authorities to comment on
the non-confidential version of the complaint.* The Icelandic authorities provided
their comments by letter of 4 May 2018.> ESA and the Icelandic authorities
discussed the case in a meeting on 6 June 2018. ESA followed up with a letter on
15 June 2018 asking for further information.® By letter dated 26 June 2018, the
Icelandic authorities referenced the information requested in the meeting of 6 June
2018 and the follow-up letter of 15 June 2018, and asked for an extension of the

1 Article 4(1)(2) of the Icelandic Income Tax Act No 90/2003.
2 Document No 898436.

3 Document No 898596.

4 Document No 898604.

5 Documents No 912237 and 912239.

6 Document No 917657, Annex IV.
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deadline.” The Icelandic authorities provided the requested information in a letter
dated 31 August 2018.8 The case was further discussed in a meeting on 4 June
2019. By letter of 19 June 2019, ESA requested more information from the Icelandic
authorities,® which was provided by letter dated 19 August 2019.1°

(4) By letter dated 3 October 2019,'! ESA initiated the review procedure for existing
aid schemes according to Article 17(1) of Part Il of Protocol 3 SCA, requesting
information on how Sorpa operated and was financed. The Icelandic authorities
responded by letter dated 4 December 2019.12

(5) The handling of the complaint was held up by ESA having to allocate most of its
resources to the handling of the heavy caseload caused by the COVID-19
pandemic. By letter dated 16 May 2023,'2 ESA initiated the procedure provided for
in Article 17(2) of Part Il of Protocol 3 SCA, thereby informing the Icelandic
authorities of its preliminary view that the tax exemption applicable to Sorpa (i)
constitutes State aid within the meaning of Article 61(1) of the EEA Agreement
(“EEA”), (ii) qualifies as an existing aid scheme, and (iiij) does not appear to be
compatible with the EEA Agreement. ESA preliminarily proposed as an appropriate
measure that in so far as it carries out economic activities, Sorpa should be subject
to income tax. The Icelandic authorities responded by letters dated 10 October
2023,4 21 May 20245 and 19 June 2024.%¢ The case was discussed in a meeting
7 November 2024, and in written correspondence on the same day.!’

3 Complaint

(6) The complaint concerns alleged State aid, within the meaning of Article 61(1) EEA,
in the form of an income tax exemption enjoyed by Sorpa. The complainant
maintains that this tax exemption represents an advantage, which other privately
owned competitors active in waste management do not benefit from, as they are
subject to the general rules of the Income Tax Act.'®

(7) The complainant does not allege that the aid is unlawful.’® The complainant
maintains that the tax exemption constitutes existing aid?° as the tax exemption has
been in effect since before the entry into force of the EEA Agreement.

7 Document No 919991,

8 Documents No 928489, 928491 and 928439.

9 Document No 1074144,

10 Document No 1084030, 1084028, 1084032, 1084034 and 1084036.
11 Document No 1087187.

12 Documents No 1101954, 1101956, 1101958 and 1101960.

13 Document No 1112666.

14 Documents No 1404155 and 1404157.

15 Documents No 1457835 and 1457837.

16 Documents No 1464597 and 1464599.

17 Document No 1496580.

18 Article 2(1) of the Income Tax Act.

19 Within the meaning of Article 1(f) of Part Il of Protocol 3 SCA.
20 Within the meaning of Article 1(b) of Part Il of Protocol 3 SCA.
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4 The organisation of Sorpa

(8) Sorpa was established on 15 February 1988 as a cooperative agency through an
agreement between several municipalities and is active in the waste management
sector.?! Sorpa is now owned by six municipalities in the capital area of Iceland.??

(9) Outside the capital area, most municipalities procure waste collection services from
private undertakings. They often procure the entire handling of the waste from
collection to disposal or treatment.?3

(10) Sorpa’s board of directors is composed of one representative from each
municipality. The board members must be either elected members of the municipal
government or the mayor of the municipality. Sorpa is therefore under the direct
control of the municipalities.?*

(11) Article 2 of Sorpa’s founding agreement states that the purpose of Sorpa is to
handle waste for the six municipalities in accordance with the Icelandic Waste
Disposal Act (“the Waste Disposal Act”).?> These are the more specific tasks of
Sorpa:?t

a) Provide and operate a landfill for waste.

b) Build and operate waste reception centres.

c) Transport of waste from reception centres to recycling or landfills.

d) Production and sale of fuel and energy from waste.

e) Processing and sale of waste materials for recycling.

f) Cooperation with companies operating in the field of recycling waste
materials.

g) Monitoring technological developments in the field of waste disposal and
recycling.

h) Disposal of hazardous waste.

i) Development of new methods for extracting value from waste materials.
j) Present Sorpa's projects and the value of environmental considerations in
waste management.

k) Create regional plans, in accordance with Article 6(1) of the Waste
Disposal Act.

[) Other tasks that the owners entrust to Sorpa (like operating “the Good
Shepherd”, a non-profit market for household goods).

(12) According to Sorpa’s website, the undertaking is run without regard to profitability,
with a focus on the environment, community and efficiency.?” As previously stated,
Sorpa carries out duties in accordance with the Waste Disposal Act. According to
Article 23(1) of the Waste Disposal Act, the operator of a disposal site must charge
a fee for waste disposal. The fee shall be sufficient to cover the cost of disposal.
Furthermore, the same Atrticle states that where waste is put into a landfill, the fee

21 Document No 912237, paragraph 18.

22 Document No 928489, paragraph 4.

23 See Competition in the Waste Management Sector, 2016 Report from the Nordic Competition
Authorities, page 89.

24 Document No 928489, paragraph 5.

25 The Icelandic Waste Disposal Act No 55/2003.

26 See Article 2 of the founding agreement of Sorpa, document No 928491.

27 See discussion on Sorpa’s website, about the undertaking’s activities.
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shall, as far as possible, cover the costs associated with placing a financial
guarantee or its equivalent.

(13) In addition to handling household waste and waste from the municipality, Sorpa
offers waste disposal services to companies. Sorpa receives waste from companies
in three different locations in the capital area: the reception and sorting station in
postcode 112 Reykjavik (Gufunes), the landfill site in postcode 162 Alfsnes, and a
station called Gas- og Jardgerdarsttd (GAJA) in the same area that carries out a
separate disposal for organic waste.?® Additionally, smaller companies may use the
recycling centres, which are also used for household waste, for waste disposal as
well as larger companies that have shipments under two cubic meters.?® Sorpa has
nine recycling centres.3°

(14) Sorpa’s activities are divided into 12 different divisions, where each division has a
separate budget:3!

a) Financial office.

b) Weighbridge.

c) House leasing.

d) Good Shepherd.

e) Research and development.
f) Landfill.

g) Gas upgrading facility.

h) Biogas facility.

i) Environmental and education facility.
) Receiving station.

k) Recycling centres.

[) Drop off centres.

5 Legal Framework
5.1 The Income Tax Act

(15) Article 2(1) of the Income Tax Act provides the general rule that legal entities are
subject to taxation.

(16) Article 4(1)(2) of the Income Tax Act provides that municipalities, as well as
companies and institutions operated by them, and under their unlimited guarantee,
are exempt from income tax. Given that Sorpa is a municipally owned cooperative
agency, its corporate status falls within the scope of this tax exemption.

5.2 The Waste Disposal Act
(17) The Waste Disposal Act regulates how waste is handled in Iceland.

(18) The municipalities are responsible for waste management. Pursuant to Article 6(1)
of the Waste Disposal Act, a municipality shall, either by itself or jointly with other
municipalities, draw up and confirm a regional 12-year plan for the management of

28 See description of the waste reception locations on Sorpa’s website.
29 |bid.

30 See information about locations on Sorpa’s website.

31 Document No 1101956, paragraph 17.
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waste for the given area that shall follow a policy on waste management and
prevention.

(19) Article 8 of the Waste Disposal Act states that municipalities shall decide on the
arrangement for household waste as well as waste from companies in their
territories. According to the same provision, municipalities are responsible for the
transport of household waste and must ensure the operation of recycling and
receiving stations for waste generated in the municipality.

(20) According to Article 14 of the Waste Disposal Act, private operators are allowed to
operate receiving stations.

(21) According to Article 23 of the Waste Disposal Act, all operators of waste-related
services are legally obliged to charge a fee for these services. The fees shall not
exceed the cost incurred.

(22) Article 24 of the Waste Disposal Act contains provisions on educating the public on
waste handling. Article 6 of the Waste Disposal Act provides an obligation for
municipalities to draw up regional plans for waste management, as well as to
monitor closed landfill sites in accordance with Article 59 of the Waste Disposal Act.

6 Recent court cases

(23) The EFTA Court, the Icelandic Supreme Court and the Icelandic Competition
Authority (“ICA”) have in recent years examined the operations of Sorpa in light of
the competition rules of the EEA Agreement and the Icelandic Competition Act.3?

(24) Proceedings were initiated by ICA in response to a complaint alleging that Sorpa
had violated the Icelandic Competition Act. After conducting an investigation, ICA
issued decision No 34/2012, concluding that Sorpa had abused its dominant
position by granting its owners a significant discount on the fee for waste
acceptance and the fee for waste disposal at its landfill site, as well as granting
Sorpstdd Sudurlands substantial discounts on the fee for waste acceptance. ICA
identified two relevant product markets: i) the market for waste acceptance,
including the sorting and bundling of waste; and ii) the market for waste disposal.33

(25) Sorpa appealed ICA’s decision to the Competition Appeals Committee, which
upheld ICA’s decision. Subsequently, Sorpa requested the annulment of the
Appeals Committee’s ruling before the district courts. The District Court rejected
that request. Sorpa then appealed the judgment of the District Court to the Supreme
Court of Iceland, which sought an advisory opinion from the EFTA Court.3*

(26) The EFTA Court held that an entity of public law constitutes an undertaking within
the meaning of Article 54 EEA when it does not act in the exercise of official
authority but engages in an economic activity, which consists in offering goods or
services on a market.*®

32 |celandic Competition Act No 44/2005.

33 |CA Decision No 34/2012 of 21 December 2012.

34 See the Supreme Court of Iceland judgment of 2 February 2017 in Case No 273/2015, Sorpa bs.
v Samkeppniseftirlitid.

35 E-29/15 Sorpa bs. v The Competition Authority [2016] EFTA Ct. Rep. 825, paragraph 72.
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(27) The EFTA Court noted that to determine whether the provision of waste
management services by a municipality or a municipal cooperative agency such as
Sorpa is an economic activity, account must be taken of the existence of
competition with private entities and the level of the compensation received. The
EFTA Court further noted that under the Waste Disposal Act, licences for the
operation of waste disposal centres and landfill sites may be granted to private
entities, and one licence was granted to Gamapjénustan, a private entity.3¢

(28) Additionally, the EFTA Court noted that under Article 59(2) EEA, undertakings are
exempted from the application of EEA competition rules where i) they are entrusted
with the operation of services of general economic interest (“SGEI”), and ii) the
application of such rules would obstruct the performance of their tasks.®’ The EFTA
Court held that waste management may be regarded as an SGElI, but it was for the
referring court to determine whether the application of Article 54 EEA would make
it impossible for the municipalities to provide the services they have been entrusted
with, or to perform them under economically acceptable conditions.38

(29) The Supreme Court of Iceland then came to the following conclusions: i) Sorpa was
an undertaking within the meaning of the competition rules, ii) Sorpa’s waste
management constituted an SGEI within the meaning of Article 59(2) EEA, and iii)
the application of the competition rules would not make it impossible for the
municipalities to provide the waste management services they have been entrusted
with, or to provide them under economically acceptable conditions.°

7 Comments by the Icelandic authorities

(30) The Icelandic authorities have proposed legal remedies to ESA to ensure that the
parts of Sorpa that engage in economic activity are subject to income tax. In
particular, the Icelandic authorities have suggested structural amendments to the
organisation of Sorpa to ensure that the alleged State aid is abolished. In this
regard, the Icelandic authorities have proposed that the parts of Sorpa engaged in
economic activities are separated into a limited liability company. The limited liability
company will then be subject to income tax in line with the Income Tax Act.

(31) The Icelandic authorities propose that real estate and equipment used in relation to
economic activities either will continue to be owned by Sorpa and be rented out on
market terms or will be sold to the limited liability company at market value.
Additionally, appropriate action will be taken to guarantee that non-domestic waste
that is delivered at recycling stations will be separately charged for on behalf of the
Receiving and Sorting station in Gufunes and subsequently transferred there.

IIl. ASSESSMENT

36 |bid, paragraphs 57 to 60.

37 |bid, paragraph 66.

38 |bid, paragraphs 72 and 73.

39 See the Supreme Court of Iceland judgment of 2 February 2017 in Case No 273/2015, Sorpa bs.
v Samkeppniseftirlitid.


https://www.haestirettur.is/default.aspx?pageid=347c3bb1-8926-11e5-80c6-005056bc6a40&id=402361af-356c-4c11-beab-9d94f9378f01
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8 Presence of State aid
8.1 Introduction
(32) Article 61(1) EEA reads as follows:

“Save as otherwise provided in this Agreement, any aid granted by
EC Member States, EFTA States or through State resources in any
form whatsoever which distorts or threatens to distort competition by
favouring certain undertakings or the production of certain goods
shall, in so far as it affects trade between Contracting Parties, be
incompatible with the functioning of this Agreement.”

(33) The qualification of a measure as aid within the meaning of this provision therefore
requires the following cumulative conditions to be met: (i) the measure must be
granted by the State or through State resources; (ii) it must confer an advantage on
an undertaking; (iii) favour certain undertakings (selectivity); and (iv) threaten to
distort competition and affect trade.

(34) In the following, ESA will assess whether the support to Sorpa granted by way of
an income tax exemption in accordance with Article 4(1)(2) of the Income Tax Act
constitutes State aid. Although Article 4 of the Income Tax Act provides a general
tax exemption, this decision concerns only the tax exemption granted to Sorpa and
does not make any statement as to whether other tax exemptions constitute State
aid within the meaning of Article 61(1) EEA or are compatible with the functioning
of the EEA Agreement.

8.2 Presence of State resources

(35) Article 61(1) EEA states that for a measure to constitute State aid, it must have
been granted by the State or through State resources.

(36) Sorpais owned by six municipalities*® and is thus exempt from income tax pursuant
to Article 4(1)(2) of the Income Tax Act. Generally, the EEA Agreement does not
cover the tax systems of the EFTA States. However, a tax exemption may have
specific characteristics bringing it within the scope of application of Article 61 EEA.*!

(37) Aloss of tax revenue due to exemptions or reductions in taxes granted by an EEA
State fulfils the State resources requirement of Article 61(1) EEA, as by granting
such exemptions or reductions, that State foregoes State revenues.*?> Moreover, as
the tax exemption arises from legislation, i.e. Article 4(1)(2) of the Income Tax Act,
it is imputable to the Icelandic State.

8.3 Undertaking
8.3.1 Introduction

(38) For a measure to constitute State aid within the meaning of Article 61 EEA, the
measure must confer an advantage upon an undertaking. Undertakings are entities

40 Document No 928489, paragraph 4.

41 E-5/04, E-6/04 and E-7/04 Fesil and Finnfjord, PIL and others and the Kingdom of Norway v EFTA
Surveillance Authority [2005] Ct. Rep. 121, paragraphs 76-81; and section 1(3) of ESA’s guidelines
on the Application of State aid rules to measures relating to direct business taxation (OJ L 137
8.6.2000 p. 20 and EEA Supplement No 26 8.6.2000 p. 10).

42 See ESA’s Guidelines on the notion of State aid (“NoA”), OJ L 342, 21.12.2017, p. 35, and EEA
Supplement No 82, 21.12.2017, p. 1, paragraph 51.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2017.342.01.0035.01.ENG&toc=OJ:L:2017:342:TOC
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that engage in economic activities, regardless of their legal status and how they are
financed.*®* The public or private status of an entity has no bearing as to what
constitutes an “undertaking”.#

(39) Entities that are not engaged in economic activities do not constitute undertakings.
Economic activities are activities of entities that consist of offering goods or services
on a given market.*> Even where municipal waste collection services are carried
out by an entity that is an integral part of the municipal administration, these
services have been considered to be provided by an undertaking as long as they
have an economic nature.*®

(40) The classification of an entity as an undertaking is subject to a specific activity. An
entity that carries out both economic and non-economic activities is only to be
considered an undertaking with regard to the former.4’

(41) In so far as a public entity exercises an economic activity which can be separated
from the exercise of public powers, that entity acts as an undertaking in relation to
that activity. In contrast, if that economic activity cannot be separated from the
exercise of public powers, the activities exercised by that entity as a whole remain
connected with the exercise of those public powers and therefore fall outside the
notion of undertaking.*®

(42) Considering the above, the nature of Sorpa’s activities will be assessed in the
following.

8.3.2 Economic or non-economic activities

(43) To establish the nature of Sorpa’s activities, a verification must take place of
whether those activities, by their nature, their aim and the rules to which they are
subject, are connected with the exercise of public powers or whether they have an
economic character which justifies the application of State aid rules.*?

(44) For this to be established, it is necessary to verify whether the activities of Sorpa
are independent of each other or whether the activities form part of a whole from
which they cannot be separated. If the activities can be separated, it is necessary
to demonstrate that each activity, taken separately, is connected with the exercise
of public powers.>

43 E-9/19 Abelia and WTW [2020] EFTA Ct. Rep. 31, paragraph 87; Judgments in Pavlov and others,
C-180/98 to C-184/98, EU:C:2000:428, paragraph 74; and Cassa di Risparmio di Firenze and
others, C-222/04, EU:C:2006:8, paragraph 107; Case E-5/07 Private Barnehagers Landsforbund
[2008] Ct. Rep. 62, paragraph 78.

44 Judgment of 27 June 2017, Congregacion de Escuelas Pias Provincia Betania v Ayuntamiento
de Getafe, C-74/16, EU:C:2017:496, paragraph 42.

45 See NOA , paragraph 12, and Judgment of 10 January 2006, Ministero del’lEconomica e delle
Finanze v Cassa di Risparmio di Firenze, C-222/04, EU:C:2006:8, paragraph 108; and Judgment of
22 January 2002, Cisal, C-218/00, EU:C:2002:36, paragraph 23.

46 ESA Decision 91/13/COL regarding the financing of municipal waste collectors of 27 February
2013, paragraph 29.

47 NoA, paragraph 10.

48 NoA, paragraph 18.

49 Judgment of 28 September 2017, Tenderned, Case T-138/15, EU:T:2017:675, paragraph 38.

50 Ibid, paragraph 41.


https://eftacourt.int/download/9-19-judgment/?wpdmdl=6857
https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:61998CJ0180:EN:PDF
https://curia.europa.eu/juris/showPdf.jsf?text=&docid=57282&pageIndex=0&doclang=EN&mode=lst&dir=&occ=first&part=1&cid=2441767
https://eftacourt.int/download/5-07-judgment/?wpdmdl=1631
https://curia.europa.eu/juris/document/document.jsf;jsessionid=B504FD46240CB4468EEEFC073B97A4AB?text=&docid=192143&pageIndex=0&doclang=EN&mode=lst&dir=&occ=first&part=1&cid=2435385
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2017.342.01.0035.01.ENG&toc=OJ:L:2017:342:TOC
https://curia.europa.eu/juris/showPdf.jsf?text=&docid=57282&pageIndex=0&doclang=EN&mode=lst&dir=&occ=first&part=1&cid=11389637
https://curia.europa.eu/juris/document/document.jsf?text=&docid=47024&pageIndex=0&doclang=EN&mode=lst&dir=&occ=first&part=1&cid=11392679
https://www.eftasurv.int/cms/sites/default/files/documents/decision-91-13-COL.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2017.342.01.0035.01.ENG&toc=OJ:L:2017:342:TOC
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2017.342.01.0035.01.ENG&toc=OJ:L:2017:342:TOC
https://curia.europa.eu/juris/document/document.jsf?text=&docid=195103&pageIndex=0&doclang=EN&mode=lst&dir=&occ=first&part=1&cid=2436372
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(45) In the case at hand, the main activities of Sorpa, which are described in Section 4,
are to handle waste in six municipalities. This includes inter alia operating a waste
acceptance centre and landfill sites. Furthermore, all twelve divisions of Sorpa have
a separate budget as explained in Section 4.

(46) The EFTA Court noted in Sorpa bs. v The Competition Authority that licences for
the operation of waste acceptance centres and landfill sites may be granted to
private entities under the Waste Disposal Act. One such licence for the operation
of a waste acceptance centre has been granted to a private entity before.
Consequently, Sorpa has faced actual and/or potential competition from private
entities on the markets for waste acceptance and waste disposal.>* Moreover, the
EFTA Court found that the provision of waste acceptance and waste disposal
services by Sorpa could be regarded as economic activities even though the
amount of the fees received by Sorpa for the provision of those services could not
exceed the costs incurred.>?

(47) From the EFTA Court’s findings, it appears possible to separate the activities of
waste acceptance and waste disposal from Sorpa’s other activities as Sorpa
accepts fees for those services, and to categorise them as economic activities.>3 A
further indicator that it is possible to categorise these activities as economic is the
fact that it is provided in the Waste Disposal Act that private entities may engage in
the activities of waste acceptance and waste disposal, provided they fulfil the
conditions for receiving a licence. Furthermore, such a licence has in fact been
granted to Gadmapjonustan, a private entity.

8.3.3 Conclusions

(48) Inlight of the above, it is ESA’s view that Sorpa’s activities in the markets for waste
acceptance and waste disposal can be categorised as economic in nature.
Therefore, Sorpa is to be regarded as an undertaking when it carries out said
activities.

8.4 Conferring an advantage on an undertaking

(49) The qualification of a measure as State aid requires that it confers an advantage on
the recipient. An advantage, within the meaning of Article 61(1) EEA, is any
economic benefit that an undertaking could not have obtained under normal market
conditions.>*

(50) The measure constitutes an advantage not only if it confers positive economic
benefits, but also in situations where it mitigates charges normally borne by the
budget of the undertaking. This covers all situations in which economic operators
are relieved of the inherent costs of their economic activities.>® In the present case,
the effect of Article 4(1)(2) of the Income Tax Act is to relieve Sorpa from the burden
to pay income tax.

51 E-29/15 Sorpa bs. v The Competition Authority [2016] EFTA Ct. Rep. 825, paragraph 60.

52 |bid, paragraph 61.

53 Sorpa’s economic activities on the market for waste acceptance include the operation of the
Receiving and Sorting station in Gufunes. Sorpa’s economic activities on the market for waste
disposal include the operation of the Gas and Compost production facility in Alfsnes (GAJA), and of
the Earth Fill tip in Alfsnes (in so far as it receives new waste) (see Sections 4 and 11).

54 NoA, paragraph 66.

55 |bid, paragraph 68.


https://eftacourt.int/download/29-15-judgment/?wpdmdl=1479
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2017.342.01.0035.01.ENG&toc=OJ:L:2017:342:TOC
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(51) In its Altmark®® ruling, the Court of Justice of the European Union (“CJEU”) stated
that compensation for carrying out an SGEI would not constitute an advantage
provided that all the following conditions were met:

- First, the recipient undertaking must actually have public service
obligations to discharge, and those obligations must be clearly
defined.

- Second, the parameters on the basis of which the compensation is
calculated must be established in advance in an objective and
transparent manner.

- Third, the compensation cannot exceed what is necessary to cover
all or part of the costs in the discharge of the public service
obligations, taking into account the relevant receipts and a
reasonable profit.

- Fourth, where the undertaking is not chosen in a public procurement
procedure, the level of compensation must be determined by a
comparison with an analysis of the costs which a typical, well run
and adequately equipped undertaking would have incurred in
discharging those obligations.

(52) The CJEU has clarified that unless the four cumulative conditions are met, the
measure will be considered as providing an advantage to the recipient.>’

(53) Concerning the second condition, the exemption provides an advantage to Sorpa
when the undertaking turns a profit. When the undertaking does not turn a profit in
the relevant tax year, the exemption does not provide an advantage to the
undertaking. The tax exemption as a mechanism does not directly correlate to the
costs borne by Sorpa in carrying out its public service obligation. In other words,
the parameters of the tax exemption mechanism are not tailored to the costs related
to the public service obligation. Therefore, the second condition is not met.

(54) Concerning the third condition, the tax exemption is not designed to ensure that
Sorpa does not receive compensation in excess of the net costs of providing the
public service. If Sorpa turns a profit, Sorpa benefits from the corporate tax
exemption, regardless of the scope of the costs incurred in relation to the public
service obligation. No consideration is given to the issue of whether Sorpa would
then receive compensation, through the tax exemption, that exceeds what is
necessary to cover all or part of the costs in the discharge of the public service
obligations, taking into account the relevant receipts and a reasonable profit. The
tax exemption is in this sense unsuited as a tool for compensation for the costs of
providing a public service. Therefore, the third condition is not met.

(55) Concerning the fourth condition, the Icelandic authorities have not presented
information that would confirm that the level of compensation to Sorpa is
determined by a comparison with an analysis of the costs which a typical, well run

56 Judgment of 24 July 2003, Altmark, C-280/00, EU:C:2003:415, paragraphs 87 to 93.
57 |bid, paragraph 94.


https://curia.europa.eu/juris/document/document.jsf?text=&docid=48533&pageIndex=0&doclang=EN&mode=lst&dir=&occ=first&part=1&cid=2437697
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and adequately equipped undertaking would have incurred in discharging those
obligations.

(56) In light of the above, it is ESA’s view that the Altmark conditions are not met.
Therefore, ESA concludes that Sorpa’s exemption from income tax qualifies as an
advantage within the meaning of Article 61(1) EEA.

8.5 Selectivity
8.5.1 Introduction — the three-step analysis.

(57) The selectivity of tax measures, such as an income tax exemption, is normally
assessed by means of a three-step analysis.>®

(58) First, the reference system must be identified. The reference system is composed
of a consistent set of rules that generally apply, on the basis of objective criteria, to
all undertakings falling within its scope as defined by its objective. Typically, those
rules define not only the scope of the system, but also the conditions under which
the system applies, the rights and obligations of undertakings subject to it and the
technicalities of the functioning of the system.>®

(59) The second step in the three-step analysis is to determine whether a measure
constitutes a derogation from the reference system. A measure is a derogation if it
is liable to favour certain undertakings as compared with other undertakings which
are in a similar factual and legal situation, in light of the intrinsic objective of the
reference system.®® If the measure does not constitute a derogation from the
reference system, it is not selective.!

(60) A third step of the analysis entails an assessment of whether a derogation is
justified by the nature and logic of the reference system and is only carried out if a
derogation is indeed identified.

8.5.2 Applying the three-step analysis
8.5.2.1 First step — establishing the reference system

(61) As stated above, the first step of the three-step analysis is establishing the
reference system. The measure under assessment is the income tax exemption
referred to in Section 5.1 which applies to Sorpa. Therefore, ESA considers that the
correct system of reference in this case is the Income Tax Act.

8.5.2.2 Second step — derogation assessment

(62) It must then be assessed whether the measure constitutes a derogation from the
reference system identified, i.e., the Income Tax Act. Therefore, it must be
ascertained whether Sorpa is favoured compared to other undertakings which are
in a similar factual and legal situation.

(63) ESA notes that the CJEU has stated that regulatory technique cannot be decisive
in order to determine whether a tax measure is selective, so that it is not always
necessary for that technique to derogate from a common or normal tax system.

58 NoA, paragraph 128.
59 |bid, paragraph 133.
60 |bid, paragraph 135.
61 |bid, paragraph 128.
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Even a measure which is not formally a derogation and founded on criteria that are
in themselves of a general nature may be selective, if it in practice discriminates
between companies which are in a comparable situation in the light of the objective
of the tax system concerned.5?

(64) ESA notes that according to Article 2(1) of the Income Tax Act, the main rule is that
legal entities are obliged to pay income tax. Sorpa, as a legal entity engaged in
economic activity, would normally be obliged to pay income tax if it were not for the
exemption in Article 4 of the Income Tax Act.

(65) Atrticle 4 of the Income Tax Act provides for an exemption from that requirement for
certain categories of entities and, as noted in Section 5, Sorpa falls within the scope
of this exemption.®® When evaluating these entities, it is apparent that these are
intended to be entities that share a non-economic nature and that therefore the
income tax exemption is supposed to be enjoyed by entities engaging in non-
economic activities. However, as stated above, Sorpa is engaged in economic
activity.

(66) The Icelandic authorities have stated that Sorpa is not in the same factual situation
as privately owned undertakings in the waste management sector as the Icelandic
municipalities and thereby Sorpa have been entrusted to fulfil specific tasks by
various laws and regulations unlike any undertaking in private ownership.%*

(67) According to Article 14 of the Waste Disposal Act, a privately owned undertaking
can obtain a licence to operate on the waste acceptance market. Additionally,
according to Article 14(8) of the same act, a recipient of such a licence must fulfil
the conditions of the Waste Disposal Act and the relevant regulations. Therefore, it
appears that the holder of such a licence is in a similar factual and legal situation
as Sorpa. However, unlike Sorpa, the holders of such licences are subject to
income tax.

(68) In light of the above, ESA considers the measure to constitute a derogation from
the reference system as it differentiates between economic operators that are, in
light of the objectives intrinsic to the system, in a comparable factual and legal
situation.

(69) However, a measure which derogates from the reference system (prima facie
selectivity) is not selective if it is justified by the nature or general scheme of the
system of which it forms part. The need to avoid double taxation, to take into
account administrative manageability and the principle of tax neutrality are
recognised as grounds for justification.®

62 Judgment of 8 September 2022, Fiat Chrysler Finance Europe, C-885/19 P and C-898/19 P,
EU:C:2022:859, paragraph 70.

63 Article 4 of the Waste Disposal Act provides an exemption from the obligation to pay income tax
for certain entities such as government institutions, State enterprises and humanitarian activities.
According to the same Atrticle, local authorities, companies and institutions that they operate and
have unlimited liability for are exempt from the obligation to pay income tax.

64 Document No 1101956, paragraph 6 and Document No 912237, paragraph 37.

65 NoA, paragraph 139.


https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:62019CJ0885&qid=1668676407252&from=EN
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(70) It is not sufficient to rely on external policy objectives to justify a measure which
derogates from the reference system. Rather, the differentiation must relate to the
logic of the system to which the measure belongs.®®

(71) Furthermore, EEA States should introduce and apply appropriate control and
monitoring procedures to ensure that derogations are consistent with the logic and
general scheme of the tax system. For derogations to be justified by the nature or
general scheme of the system, it is also necessary to ensure that those measures
are proportionate and do not go beyond what is necessary to achieve the legitimate
objective being pursued, in that the objective could not be attained by less far-
reaching measures.%’

(72) ESA considers that the non-application of income tax with regard to economic
activities on the waste market — if considered a derogation — cannot be considered
consistent with the logic and objective of the system as a whole as undertakings
that are also active on the waste management market are able to operate without
the use of the tax exemption.

(73) Moreover, the measure goes beyond what is necessary to achieve the legitimate
objective pursued since, as stated in Section 8.4, the tax exemption does not
correlate with the cost borne by Sorpa and no consideration is given to the issue of
whether Sorpa receives compensation, through the tax exemption, that exceeds
what is necessary to cover all or part of the costs in the discharge of the public
service obligations.%8

(74) In light of the above, ESA takes the view that the measure is selective within the
meaning of Article 61(1) EEA.

8.6 Effect on trade and distortion of competition

(75) In order to constitute State aid within the meaning of Article 61(1) EEA, the
measures must be liable to distort competition and affect trade between EEA
States.

(76) Measures granted by the State are considered liable to distort competition when
they are liable to improve the position of the recipient compared to other
undertakings with which it competes. A distortion of competition within the meaning
of Article 61(1) EEA is generally found to exist when the State grants a financial
advantage to an undertaking in a liberalised sector, where there is, or could be,
competition.®°

(77) Public support is liable to distort competition even if it does not help the recipient
undertaking to expand or gain market share. It is enough that the aid allows it to
maintain a stronger competitive position than it would have had if the aid had not
been provided.”

66 |bid, paragraph 138.

57 Ibid, paragraph 140.

68 See NoA, paragraph 140 and Judgment of 6 October 2021, World Duty Free Group SA, C-51/19
P and C-64/19 P, EU:C:2021:793, paragraph 140.

69 NoA, paragraph 187.

70 NOA, paragraph 189.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2017.342.01.0035.01.ENG&toc=OJ:L:2017:342:TOC
https://curia.europa.eu/juris/document/document.jsf?text=&docid=247042&pageIndex=0&doclang=EN&mode=lst&dir=&occ=first&part=1&cid=2439224
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2017.342.01.0035.01.ENG&toc=OJ:L:2017:342:TOC
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(78) The measures must also be liable to affect trade between EEA States. Where State
aid strengthens the position of an undertaking compared with other undertakings
competing in intra-EEA trade, this is assumed to have an effect on trade between
EEA States.’?

(79) Any aid granted to Sorpa in the form of the tax exemption at issue may have allowed
the company to increase or at least maintain its activities as a result of the aid. The
aid is therefore liable to limit the opportunities for undertakings established in other
EEA States, which might have wanted to compete with Sorpa on the Icelandic
market for e.g. receiving stations.

(80) Moreover, waste handling and treatment is increasingly an international industry.
As an example of this, Sorpa exports waste to Sweden and the United Kingdom.’?
The market is open to competition, as shown by the fact that there is a competitor
on the market, as noted in Section 8.3. Larger contracts which are tendered out
might also raise interest from undertakings from other EEA States. Therefore, ESA
concludes that the measure is liable to distort competition and affect trade within
the EEA.

8.7 Conclusion

(81) In light of the above, ESA concludes that Sorpa’s exemption from paying income
tax in relation to its economic activities fulfils the criteria in Article 61(1) EEA and
therefore constitutes State aid.

9 New or existing aid
9.1 Legal framework

(82) According to Article 62(1) EEA and Article 1(1) of Part | of Protocol 3 SCA, ESA
shall, in co-operation with the EFTA States, keep under constant review all systems
of existing aid in those States and propose to the latter any appropriate measures
required by the progressive development of or by the functioning of the EEA
Agreement.

(83) Article 1(b)(i) of Part Il of Protocol 3 SCA defines “existing aid” as all “aid which
existed prior to the entry into force of the EEA Agreement in the respective EFTA
States, that is to say, aid schemes and individual aid which were put into effect
before, and are still applicable after, the entry into force of the EEA Agreement”.
Alterations to such aid represent new aid according to Article 1(c) of Part Il of
Protocol 3 SCA.

(84) Article 1(d) of Part Il of Protocol 3 SCA provides that an “aid scheme” is i) any act
on the basis of which, without further implementing measures being required,
individual aid awards may be made to undertakings defined within the act in a
general and abstract manner or ii) any act on the basis of which aid which is not
linked to a specific project may be awarded to one or several undertakings for an
indefinite period of time and/or for an indefinite amount.

71 Judgment of 14 January 2015, Eventech, C-518/13, EU:C:2015:9, paragraph 66.
72 See Sorpa's information page for small electronics.
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9.2 Aid scheme

(85) The legal basis for the tax exemption enjoyed by Sorpa is Article 4(1)(2) of the
Income Tax Act. There are no further implementing measures required for the
granting of aid in the form of a tax advantage, provided that the beneficiaries fulfil
the conditions that are set out in a general and abstract manner in Article 4 of the
Income Tax Act. Moreover, the aid is not linked to a specific project, and it may be
awarded to several beneficiaries for an indefinite period of time and for an indefinite
amount.

(86) Therefore, ESA concludes that the tax exemption constitutes an aid scheme within
the meaning of Article 1(d) of Part Il of Protocol 3 SCA.

9.3 Existing aid

(87) As stated above, the alteration of existing aid gives rise to new aid. However, not
every alteration of existing aid is necessarily new aid. Alterations of a purely formal
or administrative nature which cannot affect the evaluation of the compatibility of
the aid measure are not to be regarded as alterations to existing aid. In order to
qualify as new aid, an alteration to existing aid must be substantial.”®

(88) Furthermore, the European Courts have held that the question of whether aid
constitutes new or existing aid must be made by reference to the provisions
providing for the aid.”

(89) The tax exemption providing for the scheme from which Sorpa benefits has its legal
basis in Income Tax Act No 90/2003. The tax exemption is originally from 1978 (Act
No 40/1978). Consequently, the aid scheme under consideration was put into effect
before the entry into force of the EEA Agreement in 1994. The Income Tax Act has
been amended and renewed several times since then. However, the exemption
providing for the scheme, which is now set out in Article 4(1)(2) in Income Tax Act
No 90/2003, has remained unchanged.”

9.4 Conclusion

(90) In light of the above, ESA concludes that the scheme that has existed since before
the entry into force of the EEA Agreement in Iceland on 1 January 1994 has not
been substantially altered since then to the effect of having turned into new aid,
within the meaning of Article 1(c) of Part Il of Protocol 3 SCA. The scheme therefore
remains an existing aid scheme.

10 Compatibility
10.1 Legal framework

(91) The compatibility of public service compensation for waste management is
assessed on the basis of Article 59(2) EEA in conjunction with ESA’s Framework
for State aid in the form of public service compensation (“the Framework”).®

73 Case E-1/22, G. Modiano Limited & Standard Wool (UK) Limited v ESA [2023] Ct. Rep. 14,
paragraph 56.

74 Judgment of 9 August 1994, Namur-Les-assurances du Crédit, C-44/93, EU:C:1994:311,
paragraph 28 and Case E-1/22, G. Modiano Limited & Standard Wool (UK) Limited v ESA [2023]
Ct. Rep. 14, paragraph 59.

75 See Article 4(1)(3) of the proposed legislation which became Act No 40/1978.

76 ESA's Framework for State aid in the form of public service compensation.
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(92) The principles set out in the Framework apply to public service compensation only
in so far as it constitutes State aid not covered by Commission Decision 2012/21/EU
on the application of Article 106(2) of the Treaty of the Functioning of the European
Union to State aid in the form of public service compensation granted to certain
undertakings entrusted with the operation of services of general economic interest
(“SGEI Decision”).””

(93) According to the case-law of the CJEU, it is up to the Member State to invoke
possible grounds for compatibility and to demonstrate that the conditions of
compatibility are met.”® The Icelandic authorities have not provided arguments
substantiating why the measure should be considered compatible with the
functioning of the EEA Agreement.

10.2 The SGEIl decision and framework

(94) The SGEI Decision lays down the conditions under which certain types of public
service compensation are to be regarded as compatible with the functioning of the
EEA Agreement pursuant to its Article 59(2) EEA and exempt from the requirement
of prior notification under Article 1(3) of Part | of Protocol 3 SCA. ESA notes that in
so far as the “scheme” represents a system of existing aid, the Icelandic authorities
are under no obligation to notify it.

(95) ESA takes note of the obligation in the SGEI Decision that the operation of the SGEI
shall be entrusted to the undertaking concerned by way of one or more acts. The
act or acts shall among others include the duration of the entrustment act, the
arrangements for avoiding and recovering any overcompensation and a reference
to the SGEI Decision. In ESA’s assessment, the Waste Disposal Act does not
include all the elements required of the entrustment act. For example, there are no
indications, and it has not been demonstrated by the Icelandic authorities, that the
Waste Disposal Act includes arrangements for avoiding and recovering
overcompensation that an undertaking, such as Sorpa, might receive due to its tax-
exempt status.

(96) State aid in the form of public service compensation that falls outside the scope of
the SGEI Decision can be found compatible with Article 59(2) EEA and the
Framework.”® Paragraphs 15 and 16 (a)-(e) of the Framework include the same
requirements as regards the content of the entrustment act as the SGEI Decision,
with the exception of the requirement of a reference to the SGEI Decision. As noted
above, these requirements are not met.

10.3 Conclusion concerning the compatibility of the measure

(97) The Icelandic authorities have not put forward any arguments that the State aid
granted to Sorpa could be considered as compatible State aid.

(98) Measures caught by Article 61(1) EEA are generally incompatible with the
functioning of the EEA Agreement, unless they qualify for a derogation under Article
61(2) or (3) or Article 59(2) EEA.

70OJL7,11.1.2012, p. 3, incorporated at point 1h of Annex XV of the EEA Agreement.
78 Judgment of 28 April 1993, Italy v Commission, C-364/90, EU:C:1993:157, paragraph 20.
79 ESA’s Framework for State aid in the form of public service compensation, paragraph 7.
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(99) The derogation of Article 61(2) EEA is not applicable to the aid in question, which
is not designed to achieve any of the aims listed in this provision. Nor do Articles
61(3)(a) to 61(3)(c) EEA apply to the case at hand.

(100)ESA therefore finds that the existing aid scheme under assessment from which
Sorpa benefits cannot be justified as compatible under the State aid provisions of
the EEA Agreement.

11 Conclusion and appropriate measures

(101)In light of the above, ESA considers that the tax exemption applicable to Sorpa
constitutes State aid in so far as the exempted entity constitutes an “undertaking”
that offers services on the market within the meaning of Article 61 EEA. It is ESA’s
view that the income tax exemption enjoyed by Sorpa constitutes an incompatible
existing State aid scheme that should accordingly be abolished by way of
appropriate measures.

(102)To abolish the incompatible State aid, the Icelandic authorities have proposed the
following legal remedies:

- First, Sorpa’s activities on the markets for waste acceptance and
waste disposal should be incorporated into a limited liability company
that is subject to income tax. These activities include the Receiving
and Sorting station in Gufunes, the Gas and Compost production
facility in Alfsnes (GAJA), and the Earth Fill tip in Alfsnes (in so far as
it receives new waste).

- Second, appropriate actions shall be taken to guarantee that a market
price is paid for the disposing of non-domestic waste at recycling
stations, and when the waste is subsequently transferred to the
limited liability company an adequate price is paid to the limited
liability company.

- Third, real estate and equipment related to the operations of the
economic activities shall either continue to be owned by Sorpa and
rented to the limited liability company at market price or be sold to the
limited liability company at market price.

(103)In ESA’s view, the remedies proposed by the Icelandic authorities ensure that the
incompatible State aid is abolished. In particular, the proposed remedies will ensure
that Sorpa’s economic activities in the markets for waste acceptance and waste
disposal are separated from Sorpa’s non-economic activities by the creation of a
limited liability company.

(104)Furthermore, the proposed remedies ensure that the limited liability company does
not benefit from any advantage, either through the income tax exemption or through
transfers from Sorpa. Incorporating the proposed remedies will therefore abolish
the incompatible existing aid scheme in relation to Sorpa. ESA therefore
recommends that the Icelandic authorities take, as appropriate measures, the
measures listed in paragraph 102, in accordance with Article 18 of Part 1l of Protocol
3 SCA.



EFTA Surveillance
Page 18 ESA Authority

(105)The Icelandic authorities have explained in their letter that they will need two years
for the implementation of the appropriate measures.8 As Sorpa operates
infrastructure that is sensitive to changes, any amendments to Sorpa’s organisation
will need to be implemented carefully to prevent disturbances in the waste handling
services provided.8! Changes to the co-operative structure of Sorpa also requires
a political process for approval involving the six municipalities that are the owners
of Sorpa.?? The subsequent transfer of parts of Sorpa’s activities into a limited
liability company involves the transfer of relevant obligations, including operational
licences, agreements with trade unions and commercial agreements.® Additionally,
the process requires implementing a new corporate structure and a new strategy
for the remaining parts of Sorpa.®*

(106)Based on the reasons stated above, and in accordance with Article 18 of Part Il of
Protocol 3 SCA, Iceland is invited to take and implement the measures described
above in paragraph 102 by no later than 1 January 2027.

(107)In accordance with Article 19(1) of Part Il of Protocol 3 SCA, Iceland is invited to
inform ESA in writing within one month from the date of receipt of this letter that it
accepts, unconditionally and unequivocally, this proposal for appropriate measures
in its entirety. Iceland is bound by its acceptance to implement the appropriate
measures. If it does not accept the proposed measures, ESA may initiate the
procedure referred to in Article 4(4) of Part Il of Protocol 3 SCA.

(108)ESA would like to draw the attention of the Icelandic authorities to the fact that
Article 4 of the Income Tax Act, in exempting certain public undertakings from
income tax, is likely to confer an advantage on those undertakings which might
gualify as State aid according to Article 61(1) EEA. This decision concerns only the
tax exemption granted in relation to Sorpa’s activities on the markets for waste
acceptance and waste disposal and does not make any statements as to whether
other tax exemptions or other activities are compatible with the functioning of the
EEA Agreement.

(109)The Icelandic authorities are requested to immediately forward a copy of this
decision to the aid recipient.

For the EFTA Surveillance Authority,

Yours faithfully,
Arne Rgksund Arni Pall Arnason Stefan Barriga
President College Member College Member
Responsible College Member

Melpo-Menie Joséphides

80 Document No 1464597.
81 |pid.
82 Document No 1496580.
83 |pid.
84 |pid.



EFTA Surveillance
Page 19 ESA Authority
Countersigning as Director,

Legal and Executive Affairs

This document has been electronically authenticated by Arne Roeksund, Melpo-
Menie Josephides.



SSRPA

Samantekt — ESA-mal SORPU og tillaga um stofnun félaganna Lok ehf. og
Lif ehf.

SORPA bs. hefur undanfarin 4r unnid ad lausn svonefnds ESA-mals, sem 4 raetur ad rekja til
kvortunar um 6logmeeta rikisadstod fra arinu 2018. I kjolfar bradabirgdanidurstodu ESA
ario 2023 hofst formlegt samrad milli ESA, islenskra stjérnvalda og SORPU, sem leiddi til
sattar ario 2024.

Fyrri akvérdun eigenda og forsenda sdttar vid ESA

Vi0 gerd sattarinnar vid ESA ario 2024 14 pegar fyrir afstada eigenda SORPU, par sem
sveitarfélogin h6fou sampykkt ad efnahagsleg starfsemi félagsins skyldi feerd i félag eda
félog med takmarkada abyrgo. Su akvordun var forsenda sattarinnar og hluti af peim
skuldbindingum sem islensk stjérnvold og SORPA téku a sig gagnvart ESA.

[ kjolfar pessarar akvordunar eigendasveitarfélaga SORPU bs. fér af stad vinna innan SORPU
vi0 nanari atfeerslu 4 pvi hvernig best veeri ad standa a0 flutningi a efnahagslegri starfsemi,
med hlidsjdén af rekstrarlegri hagkveemni, dhaettumati og kr6fum ESA. Sd vinna hefur na
skilad sér i tillogu sem 16g0 er fram til afgreioslu.

Tillaga til sampykktar

Tillagan felur { sér ad SORPU bs. er heimilad ad stofna tvo ny dotturfélég med takmarkadri
abyrgd, nanar tiltekid Lok ehf. og Lif ehf,, sem munu taka yfir efnahagslega starfsemi SORPU
i samraemi vio sattina vio ESA, nanar tiltekio:

- LOK ehf. mun annast méttoku rekstrarurgangs og rekstur urdunar,

- LIF ehf. mun annast rekstur GAJA og medhondlun lifraens tirgangs.

Logbundin starfsemi sveitarfélaga, bar med talin abyrgo a farvegi urgangs fra heimilum,
verdur afram rekin innan SORPU bs.

Fullnaeging skilyrda sdattar vid ESA

Stofnun félaganna Lok og Lif og flutningur efnahagslegrar starfsemi til peirra er sem fyrr
segir lidur 1 pvi a0 fullnaegja skilyroum sattarinnar vid ESA um skyran adskilnad
l6gbundinnar starfsemi annars vegar og efnahagslegrar starfsemi hins vegar, pannig a0 st
sidarnefnda fari fram & markadsforsendum og { samraemi vid samkeppnisreglur.

Me0 pessari utfeerslu er s rammi sem samid var um vid ESA ario 2024 utferour i
framkvaemd, & grundvelli fyrri sampykkta eigenda.

Edli breytinganna — stigvaxandi innleiding

[ upphafi er breytingin ad verulegu leyti skipulagsleg og békhaldsleg:

- Starfsmenn verda afram radnir hja SORPU bs.

- Nyju félogin kaupa pjonustu af SORPU bs. a grundvelli leigu- og pjonustusamninga a
markadskjorum.

SORPA bs. | Kéllunarklettsvegur 1 | 104 Reykjavik | sorpa@sorpa.is | www.sorpa.is | +354 520 2200
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- Rekstrarlegir innvidir, fasteignir og bunadur verda afram i eigu SORPU bs., sem studlar ad
samfellu { rekstri og dregur tr aheaettu viod innleidingu.

Stofnun félaganna kallar a skipun stjérnar og framkvemdastjéra i hvort félag. Gert er rad
fyrir a0 til ad byrja meo verdi pessum hlutverkum sinnt af starfsfélki SORPU bs., samhlida
nuverandi storfum.

Sveigjanleiki til framtidar

Sampykkt pessarar tillogu felur ekki i sér fullnadarafstodu eigenda til
framtidarfyrirkomulags rekstrar SORPU bs. Akvordunin utilokar ekki ad sidar verdi teknar
til skodunar frekari breytingar 4 rekstri, skipulagi eda rekstrarformi félagsins, ef eigendur
oska pess.

Tillagan er afmorkud vio pad ad utfera paer skuldbindingar gagnvart ESA sem
eigendasveitarfélogin hafa pegar ordio dsatt um ad takast 4 hendur, en heldur jafnframt
opnum moguleikum til aframhaldandi préunar og stefnumdétunar i irgangsmalum
sveitarfélaganna.

Nidurstada

Med sampykkt tillogu um stofnun félaganna Lok og Lif:

- er framkvaemd fyrri &kvordun eigenda fra arinu 2024,

- eru skilyrdi sattarinnar vio ESA uppfyllt med skyrum og rekjanlegum heetti,

- er tryggour adskilnadur l16gbundinnar og efnahagslegrar starfsemi,

- og eigendum afram tryggour sveigjanleiki til frekari dkvardana & sidari stigum.

SORPA bs. | Kollunarklettsvegur 1 | 104 Reykjavik | sorpa@sorpa.is | www.sorpa.is | +354 520 2200






SERPA
Umbreyting hja SORPU - ESA mal =

Eigendavettvangur hefur sent stefnuradi erindi til kynningar vardandi

ESA mal SORPU.
Malid verdur i framhaldinu sent til afgreidslu baejarrada og borgarrads.

Efni og timalina

2018: Kvortun um ologmeeta rikisadstod

2023: ESA — bradabirgdanidurstada: vidvarandi adstod

2024: Samrad og satt rikisins og SORPU vid ESA

2024: Sampykkt ad flytja efnahagslega starfssemi i dotturfélog
2025: Tillaga ad utfaerslu a flutningi efnahagslegrar starfsemi

[tarlegt yfirlit yfir fyrirtdku malsins i stjérn SORPU, eigendavettvangi, stjorn SSH og hja adildarsveitarfélégum er
fundargégnum.



Nidurstada SSRPA

Meginatridi akvordunar ESA

* Efnahagsleg starfsemi flyst i félag med
takmarkadri abyrgo

* Gjaldskrar fyrir rekstarurgang skulu byggdar a
markadskjorum.

* Leigu- og pjonustusamningar milli SORPU og
nyrra félaga

Innleidingu skal lokid fyrir 1. januar 2027.



Tillaga stjéornar SORPU bs. SSRPA

* Logbundin pjonusta sveitarfélaga afram innan byggdasamlagsins.

* Tvo ny dotturfelog stofnud:
* Félag A: Rekstur urdunarstadar og mottaka rekstrardrgangs.
* Félag B: Rekstur GAJA og lifraenn urgangur.

Ofangreind tillaga var sampykkt a fundi stjornar SORPU bs. pann 18. juni 2025. Pa sampykkti
eigendavettvangur SORPU bs. a fundi sinum 22. september 2025, ad visa ofangreindri tillégu til umraedu og
afgreidslu adildarsveitarfélaganna ad fenginni kynningu og umraedu i stefnuradi.



Hvad breytist? SERPA

SORPA bs.

 Sinnir afram logbundinni starfsemi.

* A détturféldgin og leigir beim fasteignir og bunad.

e Heldur utan um rekstur grenndarstodva, G60a
hirdinn, innkaup og utbod.

Dotturfélogin

 Sjalfsteed stjornun og bdkhald.

e Rekstur @ markadsforsendum.

* Leigu- og pjonustusamningar vid SORPU.



Félag A — Ny urdun og rekstrarurgangur SORPA

Efnahagsleg starfsemi vid mottoku rekstrarurgangs og urdun.

* Annast nyja urdun i Alfsnesi og méttéku
rekstrarurgangs i Gufunesi.

e Gjaldskrar og samningar a markadsforsendum.

 Sjalfstaed stjorn og bokhald.



Félag B — GAJA SERPA

Efnahagsleg starfsemi a mottoku og medhondlun a lifreenum urgangi fra
heimilum.

e Tekur vid allri starfsemi GAJA.

* Mottaka og vinnsla lifraens Urgangs, framleidsla a
moltu og metangasi.

e Rekstur @ markadsforsendum med sjalfstaedri
stjorn.



SSRPA

Ahrif a starfsemi




Ahrif & starfsemi SORPU SERPA

e Adskilnadur milli logbodinnar og efnahagslegrar
starfsemi.

 Markadsforsendur og skattskylda gilda fyrir ny
félog.

* Hugsanleg hofleg haekkun gjalda.



Fjarfledi SORPU SESRPA

Hvada ahrif hafa breytingarnar a fjarfleedi SORPU?
* Dotturfelog greida SORPU fyrir afnot og pjonustu.
* SORPA gerir avoxtunarkrofu a markadsforsendum.

e Ardur af dotturfélogum ma ekki nytast til nidurgreidslu lé6gbodinnar
starfsemi.



Fasteignir i eigu SORPU

Af hverju verda fasteignir afram i eigu SORPU?

* Lan hja Lanasjodi sveitarfélaga tryggo af
eigendum.

* Breytt eignarhald myndi valda gjaldfellingu lana.

* Ny félog hefou ekki adgang ad Lanasjodnum.

SORPA



Ahrif & ibua SESRPA

» Hofleg haekkun gjaldskrar fyrir rekstrardrgang
likleg.

» Ekki gert rad fyrir pjonusturofi eda lakari geedum.

* Markmid: stodug pjonusta og jafnvaegi i
gjaldskram.



Logbundin skylda sveitarfélaga

* Sveitarfélog bera abyrgd a farvegi fyrir allan
urgang — heimili og fyrirtaeki.

e pjonusta Félags A tryggir ad pessi skylda sé
uppfyllt 8 markadsforsendum.

SORPA



Samandregin nidurstada SGRPA

e Logbundin starfsemi afram i SORPU bs.

e Tvo dotturfélog taka vid efnahagslegri starfsemi:
* Félag A — mottaka rekstrarurgangs og urdun
* Félag B — rekstur GAJA og lifreenn urgangur

* Allar gjaldskrar og samningar @ markadskjorum

* Innleiding lokid fyrir 1. jantar 2027
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	Fylgibréf RVK- Niðurstöður ESA um undanþágur á greiðslu tekjuskatts byggðasamlaganna
	1. Ákvörðun ESA í máli 81738
	1 Summary
	(1) The EFTA Surveillance Authority (“ESA”) wishes to inform the Icelandic authorities that, having examined the information supplied by the Icelandic authorities on the income tax exemption enjoyed by the municipal cooperative Sorpa bs. (“Sorpa”) in ...

	2 Procedure
	(2) By email dated 19 February 2018,  ESA received a complaint concerning an income tax exemption enjoyed by Sorpa (“the complaint”). The complainant requested that its identity be kept confidential.
	(3) By letter dated 5 March 2018,  ESA invited the Icelandic authorities to comment on the non-confidential version of the complaint.  The Icelandic authorities provided their comments by letter of 4 May 2018.  ESA and the Icelandic authorities discus...
	(4) By letter dated 3 October 2019,  ESA initiated the review procedure for existing aid schemes according to Article 17(1) of Part II of Protocol 3 SCA, requesting information on how Sorpa operated and was financed. The Icelandic authorities responde...
	(5) The handling of the complaint was held up by ESA having to allocate most of its resources to the handling of the heavy caseload caused by the COVID-19 pandemic. By letter dated 16 May 2023,  ESA initiated the procedure provided for in Article 17(2...

	3 Complaint
	(6) The complaint concerns alleged State aid, within the meaning of Article 61(1) EEA, in the form of an income tax exemption enjoyed by Sorpa. The complainant maintains that this tax exemption represents an advantage, which other privately owned comp...
	(7) The complainant does not allege that the aid is unlawful.  The complainant maintains that the tax exemption constitutes existing aid  as the tax exemption has been in effect since before the entry into force of the EEA Agreement.

	4 The organisation of Sorpa
	(8) Sorpa was established on 15 February 1988 as a cooperative agency through an agreement between several municipalities and is active in the waste management sector.  Sorpa is now owned by six municipalities in the capital area of Iceland.
	(9) Outside the capital area, most municipalities procure waste collection services from private undertakings. They often procure the entire handling of the waste from collection to disposal or treatment.
	(10) Sorpa’s board of directors is composed of one representative from each municipality. The board members must be either elected members of the municipal government or the mayor of the municipality. Sorpa is therefore under the direct control of the...
	(11) Article 2 of Sorpa’s founding agreement states that the purpose of Sorpa is to handle waste for the six municipalities in accordance with the Icelandic Waste Disposal Act (“the Waste Disposal Act”).  These are the more specific tasks of Sorpa:
	(12) According to Sorpa’s website, the undertaking is run without regard to profitability, with a focus on the environment, community and efficiency.  As previously stated, Sorpa carries out duties in accordance with the Waste Disposal Act. According ...
	(13) In addition to handling household waste and waste from the municipality, Sorpa offers waste disposal services to companies. Sorpa receives waste from companies in three different locations in the capital area: the reception and sorting station in...
	(14) Sorpa’s activities are divided into 12 different divisions, where each division has a separate budget:

	5 Legal Framework
	5.1 The Income Tax Act
	(15) Article 2(1) of the Income Tax Act provides the general rule that legal entities are subject to taxation.
	(16) Article 4(1)(2) of the Income Tax Act provides that municipalities, as well as companies and institutions operated by them, and under their unlimited guarantee, are exempt from income tax. Given that Sorpa is a municipally owned cooperative agenc...

	5.2 The Waste Disposal Act
	(17) The Waste Disposal Act regulates how waste is handled in Iceland.
	(18) The municipalities are responsible for waste management. Pursuant to Article 6(1) of the Waste Disposal Act, a municipality shall, either by itself or jointly with other municipalities, draw up and confirm a regional 12-year plan for the manageme...
	(19) Article 8 of the Waste Disposal Act states that municipalities shall decide on the arrangement for household waste as well as waste from companies in their territories. According to the same provision, municipalities are responsible for the trans...
	(20) According to Article 14 of the Waste Disposal Act, private operators are allowed to operate receiving stations.
	(21) According to Article 23 of the Waste Disposal Act, all operators of waste-related services are legally obliged to charge a fee for these services. The fees shall not exceed the cost incurred.
	(22) Article 24 of the Waste Disposal Act contains provisions on educating the public on waste handling. Article 6 of the Waste Disposal Act provides an obligation for municipalities to draw up regional plans for waste management, as well as to monito...


	6 Recent court cases
	(23) The EFTA Court, the Icelandic Supreme Court and the Icelandic Competition Authority (“ICA”) have in recent years examined the operations of Sorpa in light of the competition rules of the EEA Agreement and the Icelandic Competition Act.
	(24) Proceedings were initiated by ICA in response to a complaint alleging that Sorpa had violated the Icelandic Competition Act. After conducting an investigation, ICA issued decision No 34/2012, concluding that Sorpa had abused its dominant position...
	(25) Sorpa appealed ICA’s decision to the Competition Appeals Committee, which upheld ICA’s decision. Subsequently, Sorpa requested the annulment of the Appeals Committee’s ruling before the district courts. The District Court rejected that request. S...
	(26) The EFTA Court held that an entity of public law constitutes an undertaking within the meaning of Article 54 EEA when it does not act in the exercise of official authority but engages in an economic activity, which consists in offering goods or s...
	(27) The EFTA Court noted that to determine whether the provision of waste management services by a municipality or a municipal cooperative agency such as Sorpa is an economic activity, account must be taken of the existence of competition with privat...
	(28) Additionally, the EFTA Court noted that under Article 59(2) EEA, undertakings are exempted from the application of EEA competition rules where i) they are entrusted with the operation of services of general economic interest (“SGEI”), and ii) the...
	(29) The Supreme Court of Iceland then came to the following conclusions: i) Sorpa was an undertaking within the meaning of the competition rules, ii) Sorpa’s waste management constituted an SGEI within the meaning of Article 59(2) EEA, and iii) the a...

	7 Comments by the Icelandic authorities
	(30) The Icelandic authorities have proposed legal remedies to ESA to ensure that the parts of Sorpa that engage in economic activity are subject to income tax. In particular, the Icelandic authorities have suggested structural amendments to the organ...
	(31) The Icelandic authorities propose that real estate and equipment used in relation to economic activities either will continue to be owned by Sorpa and be rented out on market terms or will be sold to the limited liability company at market value....

	8 Presence of State aid
	8.1 Introduction
	(32) Article 61(1) EEA reads as follows:
	“Save as otherwise provided in this Agreement, any aid granted by EC Member States, EFTA States or through State resources in any form whatsoever which distorts or threatens to distort competition by favouring certain undertakings or the production of...
	(33) The qualification of a measure as aid within the meaning of this provision therefore requires the following cumulative conditions to be met: (i) the measure must be granted by the State or through State resources; (ii) it must confer an advantage...
	(34) In the following, ESA will assess whether the support to Sorpa granted by way of an income tax exemption in accordance with Article 4(1)(2) of the Income Tax Act constitutes State aid. Although Article 4 of the Income Tax Act provides a general t...

	8.2 Presence of State resources
	(35) Article 61(1) EEA states that for a measure to constitute State aid, it must have been granted by the State or through State resources.
	(36) Sorpa is owned by six municipalities  and is thus exempt from income tax pursuant to Article 4(1)(2) of the Income Tax Act. Generally, the EEA Agreement does not cover the tax systems of the EFTA States. However, a tax exemption may have specific...
	(37) A loss of tax revenue due to exemptions or reductions in taxes granted by an EEA State fulfils the State resources requirement of Article 61(1) EEA, as by granting such exemptions or reductions, that State foregoes State revenues.  Moreover, as t...

	8.3 Undertaking
	8.3.1 Introduction
	(38) For a measure to constitute State aid within the meaning of Article 61 EEA, the measure must confer an advantage upon an undertaking. Undertakings are entities that engage in economic activities, regardless of their legal status and how they are ...
	(39) Entities that are not engaged in economic activities do not constitute undertakings. Economic activities are activities of entities that consist of offering goods or services on a given market.  Even where municipal waste collection services are ...
	(40) The classification of an entity as an undertaking is subject to a specific activity. An entity that carries out both economic and non-economic activities is only to be considered an undertaking with regard to the former.
	(41) In so far as a public entity exercises an economic activity which can be separated from the exercise of public powers, that entity acts as an undertaking in relation to that activity. In contrast, if that economic activity cannot be separated fro...
	(42) Considering the above, the nature of Sorpa’s activities will be assessed in the following.

	8.3.2 Economic or non-economic activities
	(43) To establish the nature of Sorpa’s activities, a verification must take place of whether those activities, by their nature, their aim and the rules to which they are subject, are connected with the exercise of public powers or whether they have a...
	(44) For this to be established, it is necessary to verify whether the activities of Sorpa are independent of each other or whether the activities form part of a whole from which they cannot be separated. If the activities can be separated, it is nece...
	(45) In the case at hand, the main activities of Sorpa, which are described in Section 4, are to handle waste in six municipalities. This includes inter alia operating a waste acceptance centre and landfill sites. Furthermore, all twelve divisions of ...
	(46) The EFTA Court noted in Sorpa bs. v The Competition Authority that licences for the operation of waste acceptance centres and landfill sites may be granted to private entities under the Waste Disposal Act. One such licence for the operation of a ...
	(47) From the EFTA Court’s findings, it appears possible to separate the activities of waste acceptance and waste disposal from Sorpa’s other activities as Sorpa accepts fees for those services, and to categorise them as economic activities.  A furthe...

	8.3.3 Conclusions
	(48) In light of the above, it is ESA’s view that Sorpa’s activities in the markets for waste acceptance and waste disposal can be categorised as economic in nature. Therefore, Sorpa is to be regarded as an undertaking when it carries out said activit...


	8.4 Conferring an advantage on an undertaking
	(49) The qualification of a measure as State aid requires that it confers an advantage on the recipient. An advantage, within the meaning of Article 61(1) EEA, is any economic benefit that an undertaking could not have obtained under normal market con...
	(50) The measure constitutes an advantage not only if it confers positive economic benefits, but also in situations where it mitigates charges normally borne by the budget of the undertaking. This covers all situations in which economic operators are ...
	(51) In its Altmark  ruling, the Court of Justice of the European Union (“CJEU”) stated that compensation for carrying out an SGEI would not constitute an advantage provided that all the following conditions were met:
	- First, the recipient undertaking must actually have public service obligations to discharge, and those obligations must be clearly defined.
	- Second, the parameters on the basis of which the compensation is calculated must be established in advance in an objective and transparent manner.
	- Third, the compensation cannot exceed what is necessary to cover all or part of the costs in the discharge of the public service obligations, taking into account the relevant receipts and a reasonable profit.
	- Fourth, where the undertaking is not chosen in a public procurement procedure, the level of compensation must be determined by a comparison with an analysis of the costs which a typical, well run and adequately equipped undertaking would have incurr...
	(52) The CJEU has clarified that unless the four cumulative conditions are met, the measure will be considered as providing an advantage to the recipient.
	(53) Concerning the second condition, the exemption provides an advantage to Sorpa when the undertaking turns a profit. When the undertaking does not turn a profit in the relevant tax year, the exemption does not provide an advantage to the undertakin...
	(54) Concerning the third condition, the tax exemption is not designed to ensure that Sorpa does not receive compensation in excess of the net costs of providing the public service. If Sorpa turns a profit, Sorpa benefits from the corporate tax exempt...
	(55) Concerning the fourth condition, the Icelandic authorities have not presented information that would confirm that the level of compensation to Sorpa is determined by a comparison with an analysis of the costs which a typical, well run and adequat...
	(56) In light of the above, it is ESA’s view that the Altmark conditions are not met. Therefore, ESA concludes that Sorpa’s exemption from income tax qualifies as an advantage within the meaning of Article 61(1) EEA.

	8.5 Selectivity
	8.5.1 Introduction – the three-step analysis.
	(57) The selectivity of tax measures, such as an income tax exemption, is normally assessed by means of a three-step analysis.
	(58) First, the reference system must be identified. The reference system is composed of a consistent set of rules that generally apply, on the basis of objective criteria, to all undertakings falling within its scope as defined by its objective. Typi...
	(59) The second step in the three-step analysis is to determine whether a measure constitutes a derogation from the reference system. A measure is a derogation if it is liable to favour certain undertakings as compared with other undertakings which ar...
	(60) A third step of the analysis entails an assessment of whether a derogation is justified by the nature and logic of the reference system and is only carried out if a derogation is indeed identified.

	8.5.2 Applying the three-step analysis
	8.5.2.1 First step – establishing the reference system
	(61) As stated above, the first step of the three-step analysis is establishing the reference system. The measure under assessment is the income tax exemption referred to in Section 5.1 which applies to Sorpa. Therefore, ESA considers that the correct...

	8.5.2.2 Second step – derogation assessment
	(62) It must then be assessed whether the measure constitutes a derogation from the reference system identified, i.e., the Income Tax Act. Therefore, it must be ascertained whether Sorpa is favoured compared to other undertakings which are in a simila...
	(63) ESA notes that the CJEU has stated that regulatory technique cannot be decisive in order to determine whether a tax measure is selective, so that it is not always necessary for that technique to derogate from a common or normal tax system. Even a...
	(64) ESA notes that according to Article 2(1) of the Income Tax Act, the main rule is that legal entities are obliged to pay income tax. Sorpa, as a legal entity engaged in economic activity, would normally be obliged to pay income tax if it were not ...
	(65) Article 4 of the Income Tax Act provides for an exemption from that requirement for certain categories of entities and, as noted in Section 5, Sorpa falls within the scope of this exemption.  When evaluating these entities, it is apparent that th...
	(66) The Icelandic authorities have stated that Sorpa is not in the same factual situation as privately owned undertakings in the waste management sector as the Icelandic municipalities and thereby Sorpa have been entrusted to fulfil specific tasks by...
	(67) According to Article 14 of the Waste Disposal Act, a privately owned undertaking can obtain a licence to operate on the waste acceptance market. Additionally, according to Article 14(8) of the same act, a recipient of such a licence must fulfil t...
	(68) In light of the above, ESA considers the measure to constitute a derogation from the reference system as it differentiates between economic operators that are, in light of the objectives intrinsic to the system, in a comparable factual and legal ...
	(69) However, a measure which derogates from the reference system (prima facie selectivity) is not selective if it is justified by the nature or general scheme of the system of which it forms part. The need to avoid double taxation, to take into accou...
	(70) It is not sufficient to rely on external policy objectives to justify a measure which derogates from the reference system. Rather, the differentiation must relate to the logic of the system to which the measure belongs.
	(71) Furthermore, EEA States should introduce and apply appropriate control and monitoring procedures to ensure that derogations are consistent with the logic and general scheme of the tax system. For derogations to be justified by the nature or gener...
	(72) ESA considers that the non-application of income tax with regard to economic activities on the waste market – if considered a derogation – cannot be considered consistent with the logic and objective of the system as a whole as undertakings that ...
	(73) Moreover, the measure goes beyond what is necessary to achieve the legitimate objective pursued since, as stated in Section 8.4, the tax exemption does not correlate with the cost borne by Sorpa and no consideration is given to the issue of wheth...
	(74) In light of the above, ESA takes the view that the measure is selective within the meaning of Article 61(1) EEA.



	8.6 Effect on trade and distortion of competition
	(75) In order to constitute State aid within the meaning of Article 61(1) EEA, the measures must be liable to distort competition and affect trade between EEA States.
	(76) Measures granted by the State are considered liable to distort competition when they are liable to improve the position of the recipient compared to other undertakings with which it competes. A distortion of competition within the meaning of Arti...
	(77) Public support is liable to distort competition even if it does not help the recipient undertaking to expand or gain market share. It is enough that the aid allows it to maintain a stronger competitive position than it would have had if the aid h...
	(78) The measures must also be liable to affect trade between EEA States. Where State aid strengthens the position of an undertaking compared with other undertakings competing in intra-EEA trade, this is assumed to have an effect on trade between EEA ...
	(79) Any aid granted to Sorpa in the form of the tax exemption at issue may have allowed the company to increase or at least maintain its activities as a result of the aid. The aid is therefore liable to limit the opportunities for undertakings establ...
	(80) Moreover, waste handling and treatment is increasingly an international industry. As an example of this, Sorpa exports waste to Sweden and the United Kingdom.  The market is open to competition, as shown by the fact that there is a competitor on ...

	8.7 Conclusion
	(81)  In light of the above, ESA concludes that Sorpa’s exemption from paying income tax in relation to its economic activities fulfils the criteria in Article 61(1) EEA and therefore constitutes State aid.


	9 New or existing aid
	9.1 Legal framework
	(82) According to Article 62(1) EEA and Article 1(1) of Part I of Protocol 3 SCA, ESA shall, in co-operation with the EFTA States, keep under constant review all systems of existing aid in those States and propose to the latter any appropriate measure...
	(83) Article 1(b)(i) of Part II of Protocol 3 SCA defines “existing aid” as all “aid which existed prior to the entry into force of the EEA Agreement in the respective EFTA States, that is to say, aid schemes and individual aid which were put into eff...
	(84) Article 1(d) of Part II of Protocol 3 SCA provides that an “aid scheme” is i) any act on the basis of which, without further implementing measures being required, individual aid awards may be made to undertakings defined within the act in a gener...

	9.2 Aid scheme
	(85) The legal basis for the tax exemption enjoyed by Sorpa is Article 4(1)(2) of the Income Tax Act. There are no further implementing measures required for the granting of aid in the form of a tax advantage, provided that the beneficiaries fulfil th...
	(86) Therefore, ESA concludes that the tax exemption constitutes an aid scheme within the meaning of Article 1(d) of Part II of Protocol 3 SCA.

	9.3 Existing aid
	(87) As stated above, the alteration of existing aid gives rise to new aid. However, not every alteration of existing aid is necessarily new aid. Alterations of a purely formal or administrative nature which cannot affect the evaluation of the compati...
	(88) Furthermore, the European Courts have held that the question of whether aid constitutes new or existing aid must be made by reference to the provisions providing for the aid.
	(89) The tax exemption providing for the scheme from which Sorpa benefits has its legal basis in Income Tax Act No 90/2003. The tax exemption is originally from 1978 (Act No 40/1978). Consequently, the aid scheme under consideration was put into effec...

	9.4 Conclusion
	(90) In light of the above, ESA concludes that the scheme that has existed since before the entry into force of the EEA Agreement in Iceland on 1 January 1994 has not been substantially altered since then to the effect of having turned into new aid, w...


	10 Compatibility
	10.1 Legal framework
	(91) The compatibility of public service compensation for waste management is assessed on the basis of Article 59(2) EEA in conjunction with ESA’s Framework for State aid in the form of public service compensation (“the Framework”).
	(92) The principles set out in the Framework apply to public service compensation only in so far as it constitutes State aid not covered by Commission Decision 2012/21/EU on the application of Article 106(2) of the Treaty of the Functioning of the Eur...
	(93) According to the case-law of the CJEU, it is up to the Member State to invoke possible grounds for compatibility and to demonstrate that the conditions of compatibility are met.  The Icelandic authorities have not provided arguments substantiatin...

	10.2 The SGEI decision and framework
	(94) The SGEI Decision lays down the conditions under which certain types of public service compensation are to be regarded as compatible with the functioning of the EEA Agreement pursuant to its Article 59(2) EEA and exempt from the requirement of pr...
	(95) ESA takes note of the obligation in the SGEI Decision that the operation of the SGEI shall be entrusted to the undertaking concerned by way of one or more acts. The act or acts shall among others include the duration of the entrustment act, the a...
	(96) State aid in the form of public service compensation that falls outside the scope of the SGEI Decision can be found compatible with Article 59(2) EEA and the Framework.  Paragraphs 15 and 16 (a)-(e) of the Framework include the same requirements ...

	10.3 Conclusion concerning the compatibility of the measure
	(97) The Icelandic authorities have not put forward any arguments that the State aid granted to Sorpa could be considered as compatible State aid.
	(98) Measures caught by Article 61(1) EEA are generally incompatible with the functioning of the EEA Agreement, unless they qualify for a derogation under Article 61(2) or (3) or Article 59(2) EEA.
	(99) The derogation of Article 61(2) EEA is not applicable to the aid in question, which is not designed to achieve any of the aims listed in this provision. Nor do Articles 61(3)(a) to 61(3)(c) EEA apply to the case at hand.
	(100) ESA therefore finds that the existing aid scheme under assessment from which Sorpa benefits cannot be justified as compatible under the State aid provisions of the EEA Agreement.


	11 Conclusion and appropriate measures
	(101) In light of the above, ESA considers that the tax exemption applicable to Sorpa constitutes State aid in so far as the exempted entity constitutes an “undertaking” that offers services on the market within the meaning of Article 61 EEA. It is ES...
	(102) To abolish the incompatible State aid, the Icelandic authorities have proposed the following legal remedies:
	(103) In ESA’s view, the remedies proposed by the Icelandic authorities ensure that the incompatible State aid is abolished. In particular, the proposed remedies will ensure that Sorpa’s economic activities in the markets for waste acceptance and wast...
	(104) Furthermore, the proposed remedies ensure that the limited liability company does not benefit from any advantage, either through the income tax exemption or through transfers from Sorpa. Incorporating the proposed remedies will therefore abolish...
	(105) The Icelandic authorities have explained in their letter that they will need two years for the implementation of the appropriate measures.  As Sorpa operates infrastructure that is sensitive to changes, any amendments to Sorpa’s organisation wil...
	(106) Based on the reasons stated above, and in accordance with Article 18 of Part II of Protocol 3 SCA, Iceland is invited to take and implement the measures described above in paragraph 102 by no later than 1 January 2027.
	(107) In accordance with Article 19(1) of Part II of Protocol 3 SCA, Iceland is invited to inform ESA in writing within one month from the date of receipt of this letter that it accepts, unconditionally and unequivocally, this proposal for appropriate...
	(108) ESA would like to draw the attention of the Icelandic authorities to the fact that Article 4 of the Income Tax Act, in exempting certain public undertakings from income tax, is likely to confer an advantage on those undertakings which might qual...
	(109) The Icelandic authorities are requested to immediately forward a copy of this decision to the aid recipient.
	For the EFTA Surveillance Authority,
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