REAL ESTATE IN DENMARK – SUMMARY

This paper consists of 4 parts:
	1. Real Estate in Denmark – How to buy a property in Denmark

2. TAX issues regarding Real Estate

3. The Danish Association of Chartered Estate Agents (DE)
4. Renting a property (more for your personal use/interest)
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1. Real Estate in Denmark – 

How to buy a property in Denmark

By Nina Røhr Rimmer, Associate Professor, MSc. Econ

Brief summary:

The information below explains in details the process of buying a property. When buying a property you should start with finding out how much you can afford, then find the property you wish to buy and then decide on the financing of the property, which may be done in several ways.

Things to remember are rules protecting both buyer and seller, as they usually are both consumers and hence there will be consumer protection regulations.

Also there are several tax implication regarding buying, owning and selling a property which you should be aware of. For more details, please also see separate document regarding taxation aspects.

It is very important to the Danes that the family lives comfortably. Most Danish houses and flats are of a high standard and are usually spacious. In most families, children have their own room.
 
Most Danish houses reflect the high standard of living in the country. Danish properties are large and prices are relatively low compared to other European countries 
 

Property prices 
Most international companies are situated in the greater Copenhagen area, and consequently house prices are much higher near the capital compared to the rest of the country.

 
Property prices in Copenhagen are low compared to many other European cities such as London, Paris, Brussels and Frankfurt. This applies in particular to rental properties, but the prices for owner-occupied properties are also generally below the price level of other capitals. 


Large properties 
Denmark has about 5.3 million inhabitants living in approx. 2.5 million properties. This corresponds to averagely 2.1 persons per property. Danish properties are among the largest in Europe. A property for a family with children typically has apart from common rooms such as living room(s), kitchen, utility room, hall and one or more bathrooms, a room for each child as well as a bedroom for the parents. Many properties also have a study. 
Housing standards are very high. Danes are known for spending a lot of money on interior design. Many Danes find quality of life in having a nice house in which the family thrives. 
Before you buy 

Foreigners need permission to buy a residence in Denmark.

Persons who have no residence in Denmark, and who have not previously had residence in Denmark for a total of five years, need permission from the Ministry of Justice to purchase property in Denmark. This rule applies to both all-year residence and holiday homes. 

Applications for permission to purchase an all-year residence are usually complied with. It is a prerequisite for the permission that the applicant holds a residence permit and that the property is continuously used for all-year residence. 

EU/EEA citizens may purchase property for all-year residence without permission from the Ministry of Justice. Instead a declaration must be attached to the deed.
 
Applications for permission to acquire holiday homes are only met if the applicant has special strong ties to Denmark. 

Real estate agent 

You can buy a property through the estate agents and get useful advice on e.g. financing 

If you wish to buy a property, you should contact an estate agent. There are many estate agents in Denmark, and most of them are part of large national chains.
Each estate agent often specializes in a specific geographic area and is thus able to provide information about the local area, the properties of your interest as well as financial advice and guidance during the process of buying a property. Acting as an estate agent you have to follow a set of very strict legal rules – probably the most restricted set of rules in Europe.

4 Obligatory tasks for the Estate Agent PTA § 37

1. A valuation of the property and arrange with the Seller, which asking price the property should be set for sale
When estimating the selling price, the following must be considered (PTA § 27): 
· Market situation (Global Economics)
· The property’s:
· Location
· Layout 
· Age
· Building maintenance situation
· How long will it take to sell the property?
· Recurring expenses: heating, electricity, water, property tax, etc.
2. Prepare a Statement of Sales showing all relevant obligatory data on the property
· The statement of sales contains all financial data on the property, including:
· The cash price
· Fixed expenses relating to the property

· The down payment
· Specifications of solicitor expenses and registration of deed
· Current expenses to heating based upon an energy rating
3. Calculate Sellers net profit 
· The net amount the sellers had at his own disposal, after all cost regarding the property and the sale of the property has been deducted
· Normally this includes the following:
· Purchase price minus
· Outstanding mortgages and loans
· Estate agent, financial advisors and solicitor’s fees
· Other costs regarding the sale of the property
4. Prepare a Purchase Agreement as soon as the property is sold
· A purchase agreement is the binding agreement signed by the buyer and the seller 
Once you have agreed upon the terms of the deal, a purchase agreement is prepared by the estate agent and examined by the seller and the buyer (including the buyer’s adviser if he has one) 
Often the estate agent has open house arrangements, usually on Saturdays or Sundays, and everyone is welcome to take a closer look at a property. 


Buyer files
If you have specific requirements and wishes, you can be registered in the estate agent’s buyer files. The estate agent keeps all relevant information about the buyer in these files (maximum selling price, requirements concerning location etc.). The estate agent will contact you when a property matches your requirements. 

You should bear in mind that an estate agent by law is the seller’s agent and serves his interests. Consequentially, an increasing number of buyer’s advisers are hired by the buyers for serving their interests. A buyers’ adviser will often be a solicitor or another estate agent. 

Mortgage providers

Co-operation exists between estate agents and Mortgage providers. Each of the largest estate agent chains co-operates with one of the largest Mortgage providers in Denmark. 

The process of buying a property can be divided into three phases: 

1. Before buying 

2. While buying 

3. After buying

1. Before buying 


Important elements when you are looking to buy a property in this phase are: 

· Budget

· Buyer’s certificate

· Statement of sales 

· Presentations of the property


Budget 

Before you decide to buy a property, it is a good idea to work out a budget with the bank. The budget reflects your personal financial situation and will be necessary if you want to take out a mortgage credit loan. 

The budget should contain information about: 

· Income (salary, pension, interest earnings, capital income etc.)

· Value of tax-free car and telephone

· Allowance for e.g. union and unemployment fund membership fee, transport, interest expenses, separation or alimony

· Payments on e.g. car loans and hire-purchase agreements and expenses for cars, children’s’ day care, clothes, holidays, insurances etc. 


The financial adviser will need you to bring a copy of your contract of employment, salary slips and tax papers.

Buyer’s certificate 

With a buyer’s certificate you can make a quick offer when the right property comes along.

On the basis of your budget the bank can issue a buyer’s certificate documenting that you are approved to take out a loan within certain financial limits. 

This is particularly important if two or more buyers are interested in the same property. In this situation the seller will be inclined to choose the buyer who has the bank’s approval to take out a loan of the actual amount of money. 

Statement of sales 

The statement of sales contains all financial data on the property - the cash price, the down payment, specifications of solicitor expenses and registration of deed and current expenses to water, electricity and heating. 

The statement of sales, prepared by the estate agent, also contain an overview of all “fixed expenses related to the property”, as required by law.  

When deciding which loans should be used as financing the property you must seek advice from your own bank/financial advisor, as the estate agent is no longer allowed to advise the buyer on financing. You should, by law, be informed about interest rate, debt/principal, 1st year’s repayment, tax allowance, terms to maturity and annual percentage rate (APR).



Presentation of the property
The estate agent shows you the properties of your interest. 

When you wish to see the property, you make an appointment with the agent to or look at the property or you just turn up at an open house arrangement.

When showing you around, the agent will go through the details of the property. Most property buyers look at several properties and look at the same property several times before deciding to buy. 

It is quite common to bring along an adviser at one of the property inspections, e.g. a craftsman who is able to assess the condition of the property and estimate the cost of possible repairs. 

2. While buying 

The actual buying process can be done very quickly but often it may take a few months. Once you have found a property you want to buy, the buying process can begin. At this point you will have received a statement of sales and you will know the general financial information about the property. 

Components of the buying process: 


· Property report 

· Change-of-ownership insurance 

· Energy rating and energy plan 

· Purchase agreement 

· 1st down payment 

· Right to annul 

· Documents relating to the property

· Financing

· Loan application 

· Loan offer 

· Bank loan or Mortgage deed 

· Fixed rate agreement 

· 2nd down payment 

· Deed 

· Insurances

Property report 

The property report examines the condition of the property. The property report describes the physical condition of the property, including noticeable defects as well as conditions that may cause new defects. 

The property report, made by an assigned building expert, is paid by the seller and is handed out to all potential buyers. 


In the property report defects are mentioned with a specific code, indicating the seriousness of the defect. Below is a list of the codes used in the property report. 

IB: No comments

K0: Cosmetic damage
The damage may affect the value of the property but is not important in terms of the general condition of the property.
  

K1: Less serious damage
The damage has no effect on construction parts or on the functioning of the building, but it makes the building look less nice.

K2: Serious damage
A K2damage means that a construction part may fail within a reasonable short time. It will be of no consequence for other construction parts but the damage ought to be restored as quickly as possible.
  

K3: Critical damage
A critical damage can cause parts of the construction to fail within short time. This damage can cause damage to other construction parts.
  

UN: Pending further investigation. Possible damages that are not immediately assessable, but which should be further investigated.

A property report is not a requirement, but it has a significant advantage for the seller. Therefore a property report is made in most property deals today. If you want a Change-of-ownership insurance, a property report is required. 

If no property report has been made, buyer can hold seller responsible up to 10 years for defects or damages occurring after entering the property deal. 


It is not possible to hold the seller responsible for hidden defects, which you discover after the deal, once you have received: 

1. A property report 

2. Information on change-of-ownership insurance 

3. Written agreement from the seller to pay half the expense of the change-of-ownership insurance for a period of five years. This even applies if you do not want to make a change-of-ownership insurance.

A good property report is, however, no guarantee that the house is in perfect condition. Defects and damages can easily occur after the sale, and restoring these can be expensive and may even reduce the value or use of the property. Remember the report evaluate the property from the point of view of similar properties at this age.


Change-of-ownership insurance 

When protecting yourself against faults and defects after the purchase.

In principle the buyer can hold the seller responsible for faults, defects or damages on the property for up to 10 years after entering the purchase agreement. The seller may escape the 10-year responsibility if he presents the buyer with a property report, an offer of a Change-of-ownership insurance and declares his intention of paying half of the premium to this insurance. Thereafter, the seller is only responsible if he intentionally has not informed the buyer about any fault or defect.

A prerequisite for entering a Change-of-ownership insurance is the existence of a property report. The insurance covers hidden faults and defects which are not mentioned or which have been wrongfully described in the property report, and only if the condition of the house deviates from what is normal for properties of corresponding type and age. 

The buyer decides whether or not to enter a Change-of-ownership insurance, but the cost of the insurance is shared equally between the seller and the buyer. 

The price of the insurance depends on the age, the size etc. of the property. You can take out insurance for either 5 or 10 years. If you choose 5-year insurance you can get an extension for another 5 years, provided that the property is kept in good condition.  

Energy rating 

When buying a property, you are informed about the energy expenses. It is statutory that all properties offered for sale should have an energy rating, the only exception being holiday cottages and co-operative property. 

The energy rating reflects the energy condition of the property and shows the buyer the present consumption of heating, electricity and water as well as the expenses in relation to these. 

In the energy plan you find all comments and recordings made during the energy inspection of the property. Normally the energy plan contains suggestions on how to lower the energy consumption. 

If the seller’s recorded energy consumption varies notably from the estimated energy consumption of the buyer, the reason should be explained in the energy plan. 

Purchase agreement 

A purchase agreement is an agreement signed by the buyer and the seller.

Once you have agreed upon the terms of the deal, the estate agent prepares a purchase agreement which should be examined by the seller and the buyer (including the buyer’s adviser if he has one). 

When the buyer has accepted the purchase agreement, both parties sign the agreement, which is then legally binding. As a consumer protection, the first 6 days after signing, the buyer can annul the deal for payment of compensation to the seller. 

1st down payment - deposit

The buyer deposits the first part of the down payment; this deposit is usually 5% of the cash price.

When the buyer and the seller have signed the purchase agreement, first part of the cash down payment should be deposited with the estate agent.  

Right to annul 

By law, the buyer has 6 business days to regret the purchase after signing.

The first 6 business days after signing the purchase agreement, the buyer has the right to give notice in writing that the buyer wishes to annul the agreement. 

When annulling the agreement, you must pay compensation to the seller equivalent to 1% of the nominal purchase price (i.e. the financed selling price). 

However, the buyer is not always obliged to pay compensation to the seller when annulling the agreement. Usually the buyer asks for the statement of sales to include a clause where the buyer’s advisor must approve the purchase. If the buyer’s solicitor or adviser cannot approve the agreement which contains a clause that the deal is conditioned by the approval of the buyer’s solicitor or adviser, the buyer is not obliged to pay compensation.

Documents relating to the property 

The buyer will receive all documents describing the rights and obligations of the property.

When the purchase agreement has been signed, the buyer and his adviser receive a copy of the purchase agreement along with all the property documents: 

· Land certificate - a document describing all rights and obligations connected to the property. 

· Cadastral Map - all properties in Denmark have a title number (an identification number). On the cadastral map you find the property title number as well as information about the area and dimensions of the property. 

· BBR-owner information - a document from the local council describing the size of the property, lay-out, property site, when the property was built, location, technical conditions, annexes etc. 

· Property Tax Note - once a year the property owner receives a statement from the local council stating the expected level of next years property tax, rat extermination fee, refuse disposal etc. 

· Information form from the council - a form filled in by the local council with information about road, water and sewerage conditions as well as any new local plans. 

· Copies of mortgage deeds - copy of mortgage deeds to be transferred. 

· Energy rating and energy plan - the energy rating indicates the current consumption of heating, electricity and water whereas the energy plan suggests how you reduce the energy consumption. 

· Any construction drawings and local plans - if these are not enclosed, they can be ordered from the local council. 

· Summary from the latest general meeting in the house owners or owner’s association as well as accounts, budgets and rules.

Normally these documents are sent to the rectifying solicitor. 

Financing 

How do you finance your property? 

If you choose a financed deal over a cash deal, you have to decide on:

· Loan type

· Interest rate

· Term to maturity

· Repayment type 


In some cases, it can be financially advantageous for both the buyer and the seller if the buyer takes over the existing loans in the property. 

Loan application 
When deciding which type of financing, you have to apply for one or more loans. 

Mortgage offer 
If your mortgage application can be met, you receive a loan offer i.e. a commitment from the financing institution to grant you the loan. 

Bank loan or Mortgage deed 

After having decided upon the type of mortgage you want to take out on the property (this usually amounts to 80% of the purchase price), most buyers also have to consider financing the remainders of the purchase price. Typically, the buyer will take out a loan in the bank, but it is also possible to issue a mortgage deed registered to the seller. A mortgage deed registered to the seller gives the seller security for the remaining part of the purchase price which is not financed through a mortgage credit loan. The seller will normally sell this deed to an investor.


It is usually the estate agent who invites offers on the sale of the mortgage deed. Some years ago it was the common way of financing the remaining part of the purchase price, but today it is normally the bank that finances this part of the price through a normal bank loan or credit.

Fixed rate agreement – fixing the rate of the loan

From the moment the buyer signs the purchase agreement and until the loan is taken out, the buyer will be object to an interest change risk. The bond price, upon which the monthly payment has been calculated, may have changed before the loan is finally taken out. In the worst-case scenario the monthly payment will be higher than calculated. 

Therefore, most buyers choose to make a fixed rate agreement where you fix the rate and then know the rate at which the bonds are sold and thus the amount of the loan you can cash. 

The advantage of securing the foreign exchange risk is that you know the monthly payment on the property. The disadvantage, however, is that there are no savings to be obtained if the rate goes up in the period up to cashing the loan. 

2nd down payment 

Second part of the down payment is deposited.

After signing the deed, the rest of the down payment is deposited, usually in seller’s bank. 

The remaining down payment must be deposited in accordance with the purchase agreement, though no later than the date of handing over the property. The key is given to the buyer only when the depositing has taken place. The deposit is released to the buyer when the deed has been cleanly registered. 

Deed 

The deed proves that a transfer of ownership has occurred.

Besides the legally binding purchase agreement, a deed also needs to be drawn up. It is a document for the Land Registry used for certifying that a transfer of ownership has occurred. 

When the buyer and the seller have signed the deed, the value of the property needs to be endorsed at the city council and recorded at the court registry.

Insurances 

When buying property, you should take out insurances on buildings and household 

Besides making a transfer deed it is relevant to take out a number of other insurances on the property. In some cases, you can take over the seller’s insurances provided the insurance company accepts the buyer as insurance holder. 

There is not much difference in the basic coverage offered by the different insurance companies. However, the supplementary coverage varies and so do the premiums and the extent of your own risk. 

Together with an adviser you should thoroughly go over your coverage needs and assess what types of insurances you need and what they should cover. 

Buildings insurance
If the purchase of the property is being financed, you must take out a buildings and fire insurance.

The buildings insurance usually covers damage occurring after fire, storm, water, lightning, cloudburst, thaw or other sudden damage. You can also take out an insurance against damages related to fungus, insects, pipes, wires or damages of glass, sanitation and service pipes. 

Content insurance
With a content insurance you are insured against damage on and disappearance of practically all household effects as a result of fire, burglary or water.  This is usually part of a family insurance.
The insurance premium depends on the amount you want to insure your effects for. The different insurance companies have defined amount intervals, and you choose the interval that matches the value of your household effects. 

3. After buying 

Usually you take over the property some months after the purchase. But again, this might be much faster.

If no other agreement has been made, the property must be cleared no later than 12 o’clock on the closing date (this includes attics, cellars, outbuildings and other annexes and extensions to the property). 

The seller may offer the buyer certain household effects which according to the contract belong to the seller, either for free or for a symbolic amount. 

On the closing date, the buyer and the seller usually read the different meter’s: gas, electricity and water together. The readings are duly noted and signed by both parties. It is then the seller’s responsibility to inform suppliers of the change of ownership and deliver the readings. At the same time, the readings must be sent to the attorney responsible for the completion of the sale or the estate agent, who needs the readings to draw up a statement of apportionments. 

Statement of apportionments 
The statement of apportionments is a statement dealing with income and expenses in connection with the property on the closing date, divided between seller and buyer. The statement includes expenses and income from interest, property tax, consumption taxes, insurances, joint expenses, land owner’s association contributions, water and garbage collection. 

Reconciliation statement 

A statement drawn up when all costs in connection with the buying the property is known. The statement shows possible aberrations in the costs of raising loans as well as possible rate differences compared to the original purchase agreement. 


COSTS of buying a property

Solicitor or buyer’s representative
The solicitor’s fee for legal advice as well as issuing one or several of the following documents: deed, mortgage deed registered to respectively the seller and the owner and completion statement.

Some buyers choose to save the solicitor expense but the solicitor assures that the purchase agreement is in accordance with the buyer’s wishes and interests. The solicitor’s fee is usually negotiated individually. Today’s rates are approx. kr. 4.000 – 10.000.

Total registration fee 
The buyer has to pay registration fee for the deed, a possible mortgage deed registered to the seller and for recording the documents.   


It costs 0.6% of the purchase price + a fee of DKK 1,660 for the state to register the deed whereas the state charges 1.5% of the mortgage deed’s principal (i.e. nominal value) + a fee of DKK 1,660 for registering a mortgage deed registered to the seller or the owner. 

Financed purchase

You can today borrow up to 80% of the cash price. (Loan To Value = LTV)

With a mortgage credit loan, you can borrow up to 80% of the cash purchase price, while it is common practice to choose a mortgage deed registered to the seller or a bank loan for financing 15% of the purchase price. The remaining 5% of the purchase price is either paid by the buyer himself or through another bank loan. 

It is always recommendable to consult an adviser before choosing how to piece together the financing. 

Fixed Monthly Expenses 

The estate agent must provide an overview in the sales prospect of the expected fixed costs in relation to the property. What does the payment amount to? 

 
The fixed cost includes expenses for: 
· Property tax 

· Property value tax

· Property insurance (e.g. a building insurance) 

· Sewerage and disposal 

· House owners’ association 

· Chimney sweeping (if there is a chimney)


If the property is an owner-occupied flat, the fixed cost also includes joint expenses. 

The fixed cost does not include expenses for electricity, water, heating or additional insurances e.g. on household effects.  


Interest expenses – tax allowance 

All interest expenses can be deducted from your fiscal income.  

As most property purchases are financed, the buyers usually have high interest expenses. These interest expenses can be deducted from your fiscal income, i.e. the income you pay tax on. 
The value of the interest allowance comes to approx. 33% for total interest payments up to DKK 50,000 per person. With interest expenses of DKK 50,000 you thus save 33% i.e. DKK 16,000. From 2019 the value of interest expense above DKK 500,000 is only 25%. 

Expenses 

Budget account. When owning a property, you have monthly, quarterly, biannual and annual expenses. For the sake of convenience, today many house owners choose to set up a budget account in the bank, automatically drawing a fixed monthly amount from the salary account to cover regular outlays to the property.

Besides any payment on loan there are often a number of regular outlays to the property:

· Consumption (water, electricity, heating)

· Sewerage and drainage 

· Waste disposal

· Chimney sweeping

· House owners’ association

· Insurance 

· Property tax

· Property value tax

The expenses to water, electricity and heating are paid on account based on an estimated consumption, provided you use electricity or gas. If you use oil, the expense will fall due after the oil delivery. 

Sewerage 

Pay attention to the environment - economize on your water consumption 

Denmark focuses on the environment, and people are encouraged to economize on their water consumption. In order to reduce water consumption as well as drainage tax, it can be a good idea to set up water saving installations. This can e.g. be a lavatory with a high and low water-level flush or water taps saving water by adding air to the jet of water. 

Besides paying for the water, you also pay for the sewage discharge as well as for sewerage. The tax on sewerage and drainage helps secure that the water is discharged in a safe and responsible way in consideration of the environment. 

You pay for sewerage and drainage either through the property tax or directly to waterworks. The drainage tax varies from one municipality to municipality from DKK 50 to 25 per m3. 

Most properties have a water meter, measuring exactly how many m3 the household consumes. As a rule, a family of 4 is expected to consume a minimum of 150 m3 annually. 

The local authorities have the overall responsibility for sewerage and drainage. As a house owner you are personally liable for damages on property drains. Only an authorized sewerage contractor is allowed to repair or change the installations. In case of problems with the drain, usually you should contact the technical administration of your local authority. 

House owners' association

A good way to gain influence and participate in decision-making and to meet people from your neighbourhood 
 

The Land Registry can inform you whether a house owners' association exists. If so, it may be that as a house owner you are obliged to be a member. The association looks after the interests of the house owners vis-à-vis the local authority e.g. in terms of roads and antenna conditions. The association may be a way for the house owner to gain influence and participate in the decision-making. 

There are no general directives for house owners' associations in Denmark, but they must meet the general requirements for associations. This implies e.g. that there should be a set of rules and that an annual general assembly should be held. The member fee varies depending on the size and the activities of the association. 


Insurance 

Almost all house owners in Denmark take out insurance on their property and on their personal belongings. Two insurances are of particular relevance in connection with owning property: insurance on the buildings and household effects. 

Buildings insurance
If the purchase of the property is being financed, you must take out a buildings and fire insurance.

The buildings insurance usually covers damage occurring after fire, storm, water, lightning, cloudburst, thaw or other sudden damage. You can also take out an insurance against damages related to fungus, insects, pipes, wires or damages of glass, sanitation and service pipes. 

Buildings insurance can also cover the cost of renting another house (rehousing), if the property is temporarily uninhabitable due to a damage that is covered by the insurance. 
The insurance can also cover legal aid in connection with disputes e.g. concerning costs. 

Household insurance
With a household insurance you are insured against damage on and disappearance of practically all household effects as a result of fire, burglary or water. 
The insurance premium depends on the amount you want to insure your effects for. The different insurance companies have defined amount intervals, and you choose the interval that matches the value of your household effects. 

Property tax 

Property tax is tax on the value of the land (but not the building).

The tax is only paid on property you own in Denmark. Property tax is paid to local authorities. The property tax levied by the local authority may vary but usually amounts to 1.6-3.4 % of the land value. Property tax is levied in two or more equal rates per year. Average property tax rate is around 2.4%. Currently Denmark has a “tax-stop”, which also applies to the Property Tax.  


Property value tax 

Property value tax is calculated on the basis of the value of the property.

Property value tax is a tax on the value of property that you own in Denmark and abroad. Property value tax must be paid on both Danish and foreign property that you own. This means that a person who lives in Denmark has to pay property value tax on property owned abroad. 

Property value tax must be paid on owner-occupied flats, one-family houses, two-family houses, farms etc. 

The tax is levied as part of the income tax which means that you automatically pay 1/12 of the tax every month.  

How property value tax is calculated?

The tax amounts to 10 per mille of the part of the property value that does not exceed a progression limit of DKK 3.040.000, and to 30 per mille on the part of the property value exceeding DKK 3.040.000. 

The “tax-stop” also applies to the Property Value Tax.  The effect of the tax-stop is increasing, as the property prices increases, as the basis for calculating the property value tax is the least of the following values: 

1. The latest issued Property value  

2. Property value as of 1 January 2001+ 5% 

3. Property value as of 1 January 2002 

Different rules apply to foreign property. As a general rule, the taxation is based on the purchase price.

Water, Electricity and Heating

Are also significant costs when you own a property. Due to tax on consumption, these costs are a major cost for the home owner.  These amounts are not included in the Gross or Nett monthly payments, as these are based on individual consumption, and therefore not possible to estimate correctly.

Selling a Property

When you want to sell a property, you should consider the following:

Sales costs
Real estate agents charge a commission for selling your property. The commission covers the agent’s personal fee plus expenses. The commission may be an agreed fixed price or it could be a percentage of the sale price. The sales costs also cover costs incurred on stamp, registration and documentation such as land certificate, information about outstanding debts and BBR owner information. It is recommended that you have a property report made on your property. Estate agent’s fees are changing, but an estimate will be between kr. 30.000 – 120.000, depending of the price of the property.

Property Report 
Remember to make sure that you are responsible for making a Sellers Survey of the property as well as arranging for an insurance quote for an “Change of owner insurance policy” (and offer to pay ½ the insurance premium – approx. DKK. 6.000,- ) – in order to release yourself for the 20 years responsibility for faults on the property.  This may not be possible if you are selling a flat. Cost from around kr. 12.000 in total.

Purchase agreement 
When you have found a buyer for your property, a purchase agreement will be drawn up, which outlines the conditions of the deal. Remember that after signing the agreement, the buyer is allowed to regret and annul the purchase within six business days of the seller’s acceptance of the offered price, against a payment of 1% of the purchase price.

Taxation when selling the property

As a general rule, capital gain on property is taxable.  However, there is an exemption, when the property is for your own use (certain rules apply - Parcelhusreglen).

Consequently, most property owners can sell their properties free of any capital gains tax.  This also applies to Holiday Cottages, which has a special status.

If you are required to pay tax, it is classified as Capital Income (tax rate between 33 - 51.95 %), and you can deduct all expenses relating to improving the property, but not general maintenance, plus an allowance of kr. 10.000 per year that you have owned the property.

2. TAX issues regarding Real Estate
Buying, owning and selling a property will also have some tax implications. Below are listed the most important aspects.

1. Buying property
2. Being a property owner
3. Changes while owning property
4. Selling property
5. Tax and other accommodation forms
1. Buying property

Registration fee on the title deeds
When the purchase agreement has been signed, the title deeds of the property are required to formally transfer the house from the seller to the buyer. Making changes in the land registry costs a fixed fee of DKK 1,660 per document. 0.6% of the purchase price is also payable. If the purchase price is less than the official assessment, 0.6% of the assessment is payable.

Registration fee on loans and mortgages - Initial expenses or transfer expenses 
It is only a small minority of people who can pay for property in cash. Most property deals require the buyer to take out a loan/mortgage. When taking out a loan you need to pay a registration fee (mortgage deed stamp). The fee is 1.5% of the loan amount in addition to the fixed fee of DKK 1,660 per document. If there is an existing loan registered on the property you may be able to transfer the mortgage deed stamp on this amount and only pay for difference on loan amount and the fixed fee of DKK 1,660.

2. Being a property owner

Tax relief on interest
Interest payments can be deducted when calculating capital income.

When you pay interest on a property loan, the tax authorities are informed of this, regardless of whether it is a mortgage loan or a bank loan. This makes it easier to file the income tax return. The tax authorities receive the necessary information and can calculate the correct amount of tax.

A fall in the value of tax relief on interest
The current tax relief on interest up to DKK 50,000 per person has a taxable value of approximately 33%. For interest expense above this amount, the tax relief will decline every year until 2019 where the max. tax relief will represent 25%.

Property value tax
A property assessment (public property value) forms the basis of various forms of tax including the property value tax, where tax is calculated based on the value of the property, and the municipal property tax (land tax), where tax is calculated based on the value of the land.

Every other year properties in Denmark are assessed. The assessment determines the property value and the land value for each property. The property value is an estimate of the property’s cash price if it were it to be sold. The land value is the value of the land in an unimproved condition. Various factors are taken into account when properties are assessed, such as the location and what it can be used for. 

The system of assessing property values is undergoing some changes as the values have shown that they do not represent the fair value of the properties in Denmark- Some are undervalued and some are overvalued.

Taxation of property value
Property value tax is not part of income tax but the calculated property value tax is collected with income taxes and is included on the tax card, which forms the basis for the tax that the employer withholds when paying wages.

As a starting point, property value tax is 1 % of the part of the property value that does not exceed an amount of DKK 3,040,000 and 3 % of the rest. Property value tax is therefore progressive.

Tax freeze for property value tax
In 2002 a stop was put on any increases in property value tax. On introduction of the tax stop, the calculation basis for property value tax was frozen in 2002. The basis for the freeze is the 2001 assessment with a 5 % supplement. However, if the 2002-assessment, or the assessment on the 1st October in the income year, is lower than this figure, the lowest assessment is used as a calculation base.

The basis for property value tax can never exceed this ceiling. If property values fall, so that the current year’s property assessment is under this ceiling, the property value tax is calculated based on the current year’s property assessment. If property values later rise, the calculation base will be able to rise again but only up to this fixed ceiling.

According to the current rules, property values are taxed over a progression limit of 3%. This limit has now been frozen to DKK 3,040,000.  This freeze also applies even if house prices fall.

The municipal property taxes (land tax)
The municipalities themselves set the land tax, which property owners in the municipality must pay. However, it must be between 1.6 % and 2.4 %. Land tax is lower for agricultural and forestry lands.

The average county and municipal land tax is approx. 2.4 %.

As a property owner, in addition to land tax and other expenses to the municipality there are expenses for services such as refuse collection. Refuse collection charges are often levied with property tax. But expenses for refuse collection are exclusively based on user charges and have nothing to do with the tax system. It is just more practical to collect the amounts at the same time.

Environmental taxes
Environmental taxes are paid on consumption of electricity, water and heating.

The use of environmental taxes has increased heavily since the 1990s. However, income generated by the environmental taxes is generally used to ease income taxes. 

3. Changes while owning property

Conversion or extensionto the property
If the property is converted or extended, the value of the property will typically rise. This rise in value will affect the property assessment, which will subsequently affect the property value tax calculation, if reconstruction or expansion required a permit planning.

If the conversion or extension is financed with loans, it will affect taxable income because the tax relief on interest will increase.

Changes in use, such as rental
If the use of the property is changed, for example by renting it fully or partially, this will also affect tax.

If a property is rented out, it becomes a commercial business. This means that the owner will both be taxed on the rental income, and receive tax relief for the expenses incurred with running and maintaining the property.

If rooms are rented out as accommodation, for example to students, the rent income is tax free as long as it does not exceed a basic allowance.
The basic allowance is 1 1/3 % of the value of the property, although always a minimum of DKK 24,000. The basic allowance remains unaltered even though the property is only rented out for part of the year. If the rental income is greater than the basic allowance, the excess must be included in your income. If the basic allowance is used, there is no tax relief for other expenses. The owner can also decide to make an assessment of rental income and expenses but then he or she will not receive the basic allowance for the rental income.

It is also possible to change the use of the property by using part of it for business, for example a hairdresser’s salon. This also changes the owner’s tax status. First of all, property value tax decreases because the business part of the property is not included in the calculation.

Changes in financing
If changes are made in how a property if financed, for example if interest rates have fallen and it becomes advantageous to refinance, this can have various consequences for tax.

Firstly, the new loan will mean different interest expenses. Especially when refinancing to low interest loans, it is important to be aware of what this means for the net expenses for the property. The fact that less interest is paid also means that less tax relief on interest is received.

Secondly, capital gains are taxed in special circumstances. These are 1) if a cash loan (meaning a loan taking out in a special way) is paid off in the property before time and a profit is made on it, although not through the property sale, 2) if the credit association or building society requires it, or 3) if a surviving spouse takes over the property in connection with administration of the estate or undivided possession of the estate. The capital gain is created when there is a difference in the price paid for the loan and the price at which the loan is redeemed.

Tax is not paid on capital gains on debenture loans. I.e. a standard fixed interest loan.

Finally, refinancing can mean that a registration fee must be paid on the difference between the old and the new loan if the new loan is larger than the old one. This is 1.5% of the difference plus the fixed registration fee of DKK 1,660. If on the other hand, one mortgage loan (or loan similar to a mortgage loan) is exchanged for another of the same size, only DKK 1,660 is payable.

4. Selling property

According to the so-called detached house rule, the profits are tax free on the sale of one-family or two-family houses, owner occupied apartments, housing cooperative apartments and Holiday cottages when the owner has lived in the property fully or partially throughout the ownership period.  However, this exemption is in most cases subject to the property’s plot size being less than 1,400 m2.  The majority of properties in Denmark have a plot size of less than 1,400 m2.
As profits made on the sale of typical owner-occupied properties is not taxable, neither can any losses be deducted.

5. Tax and other accommodation forms

Tax is also significant when purchasing a housing cooperative apartment or a Holiday cottage.

Housing cooperatives
If a person chooses to buy a property in a housing cooperative, he or she is not a traditional property owner. Instead the person “rents” from the housing cooperative association who owns the property. From the point of view of tax, this means that the housing cooperative association has the right to tax relief on interest. The housing cooperative association can make use of the tax relief on interest if it has taxable income.

Property value tax is not paid on housing cooperative properties.

Sales of housing cooperative apartments are covered by the detached house rule and any profits are therefore tax free.

Holiday cottage
As an owner of a Holiday cottage, a person must pay property value tax on the property in the same way as with regular property.

If a person rents out his or her summerhouse, the rental income is taxable. However, there is a tax allowance for expenses incurred in running and maintaining the Holiday cottage.

A person can choose to make a statement of expenses so the actual expenses are deducted. Tax deductible expenses are, for example, expenses for furniture, fittings, household effects and property taxes.

But the tax rules also allow for a more simple way of administering the Holiday cottage – through the standard allowance:

For Holiday cottages that are only rented out for part of the year, the basic allowance is DKK 20,000. Thereafter, there is an allowance of 40 % of the gross rental income after the allowance of DKK 20,000.

If a person has chosen to deduct the actual expenses, he or she must continue to do so. The person cannot at a later date choose to use the simper standard allowance.

In both cases, regardless of the calculation method, the allowance can never be more than the gross income.

When the Holiday cottage is sold, any profits are tax free according to the detached house rule, provided that the owner and his or her household have used it for private purposes for part or all of the ownership period.

 

3. The Danish Association of Chartered Estate Agents (DE)

Was formed in 1912. The purpose of DE is to safeguard the members' (i.e. the Danish estate agents) business interests. The number of members amounts to approx. 3,000 estate agents, which is approximately 95% of all practicing Danish estate agents. The members are either owner of an estate agency or employed in such a business. There are approximately 1,500 estate agencies in Denmark. 

The association consists of eight local associations, each of which has an independent board and chairman. The association's leadership is in the hands of the Meeting of Delegates, the Board of Directors and the Board of Local Chairmen. The supreme authority of the association is in the hands of the Meeting of Delegates, and the National President and the Board of Directors are elected at this annual meeting, which normally takes place in the month of May. The Board of Directors is responsible for the management of the association and appoints the Chief Executive Officer, who is responsible for the daily management of the secretariat. The Board of Local Chairmen forms a link between the local associations and the Board of Directors.
  

Activities: 


The Danish Association of Chartered Estate Agents 

· negotiates with public authorities, including the Danish Parliament, regarding all matters concerning the members 

· represents the members in boards, tribunals and committees 

· is the spokesman of the members towards government and the public and co-operates with other associations 

· is responsible for courses and other educational activities towards the members 

· is responsible for the provision of liability insurance and financial guarantee for the members towards consumers (each estate agent is by law required to establish a financial guarantee worth 2,5 million Danish Kroner as indemnity towards consumers) 

· provides law courts with expert opinions regarding property matters 

· seeks to enhance professional loyalty between its members 

· sets rules of business ethic within the real estate industry 

· is financially responsible for the running of a public Complaint Board, where consumers can complain over estate agents (this Board is established between the Danish Consumers' Board, The Danish House Owners Association and DE and deals with approximately 300 complaints annually) 

· is responsible for the publication of the monthly on-line magazine "Ejendomsmægleren" 

· is responsible for the wording of all standard documents in connection with buying and selling of houses in Denmark 

· provides its members with "hot-line" support as far as property matters and IT is concerned 

· is responsible for the following 3 websites: www.de.dk (the association's website) www.boligsiden.dk (the largest Danish database with approximately 33,000 houses for sale and approximately 1.000,000 unique users per month) and www.oline.dk (the largest Danish database for commercial real estate for sale or for rent)

International activities: 

· DE is a founding member of EPAG and CEPI 

· DE is a founding member of ICREA and affiliated with NAR 

· DE is a founding member of NEU (The Nordic Association of Estate Agents' Associations) 

· DE is a principal member of the Danish Chapter of FIABCI 

· DE is member of TEGoVA 

4. Renting a property 

There are two types of rental properties: 
· Private rental properties 
Expatriates usually choose private rental property because a quick taking over is normally standard procedure. Properties are usually rented through rental agencies or solicitors.

· Public rental properties 
The majority of public rental properties are built and subsidised by the state. There are often long waiting lists .


Facilities

The facilities of rental properties vary considerably, and you should check whether the property meets your requirements regarding e.g. parking and washing facilities, outdoor surroundings and rules about pets. 

When you rent 

Practical arrangements involved in renting a property 

There are a number of practical measures to consider when renting a property:

· Tenancy agreement – incl. subletting and renting a room

· Deposit 

· General state 

· Right of use

· Expenses

· Insurance

· Maintenance

· Notice

· Moving out

Tenancy agreement 

When renting a property, a tenancy agreement must be drawn up. Authorised tenancy agreements are available e.g. in bookshops. You should pay attention to any underlined text and additions to the authorised tenancy agreement - this may be conditions that diverge from the Rent Act and which may make things worse for the tenant. The authorised tenancy agreement only allows for deviations from certain parts of the Act, however.

It is not possible to arrange conditions that are more burdensome on the tenant than prescribed in the Rent Act.

Subletting

If you sublet a property, you should make sure that the owner gets a copy of the new tenancy agreement with your name in it before the agreement takes effect. The new tenant can claim a sublease of at least 2 years, but it is possible to arrange a different period of time which satisfies both parties. The tenancy agreement must state the beginning and the end of the sublease.

Renting a room

A tenancy agreement is also required when you rent a room. All arrangements concerning the use of the room must show in the agreement. It must be clear, e.g. whether you have to pay for extra heating and electricity, whether you may use the kitchen and the bathroom, if you are allowed to keep a pet and if you have access to washing and drying facilities. 

Deposit 

It is general practice to pay a deposit 

The owner can claim a deposit equivalent to 3 months’ rent. The deposit is the owner’s security for any expenses related to the tenant’s moving out of the property, e.g. repair, breach of contract, excess heating consumption etc. 

The owner may also claim a maximum of 3 months’ prepaid rent. For the months before the end of a tenancy, the prepaid rent can substitute the normal rent.

A tenant should always remember to get a receipt each time he pays a deposit, prepaid rent or standard rent. If the owner refuses to give a receipt, it is possible to pay via a bank or by cheque, which will give you the necessary documentation of payment. 

General state 

The property should be in a good and safe condition at taking over 

The general state of properties at taking over varies considerably. According to the Rent Act, however, it is the owner’s duty to make sure that the tenancy is in a good and safe condition at taking over. The property should be clean, the windows undamaged and all exterior doors equipped with locks in working order and belonging keys.

Inspection report 

Some owners arrange an inspection when you move in at which point both parties check the property together. If you want to, you can make an inspection report. As tenant you do not have to sign the report if you disagree with its contents or if the report does not correspond to the wording of the tenancy agreement. Perhaps the property is not freshly painted, even though it says so in the agreement – or perhaps you have to provide a cooker and a refrigerator yourself without it being mentioned in the agreement. 

Faults and defects

No later than 14 days after moving in, the tenant should inform the owner in writing of any faults and defects, including those you do not wish to be repaired or mended.

Faults and defects could e.g. be cracks in the basin or skirting boards not freshly painted, even though it says so in the tenancy agreement. If you have signed an agreement obliging you to maintain the cooker, sanitation etc., it is advisable to make sure that they are in good condition.

In case you do not bring the faults and defects to the owner’s notice, there is a risk that you become personally responsible for paying the repair when you move out. 

Documentation

It is a good idea to keep a copy of the letter about the faults and defects and to send the letter by registered mail. In that way you can document what you have written and that the owner has received your letter. You can also take pictures of the property as proof of the faults and defects when you move in. 

Right of use 

What does right of use mean? 

When you take over the tenancy, you have a right of use over the property. The owner cannot claim a copy of the keys and can only get admittance to the property in the following cases:

· When it is absolutely necessary, e.g. when something has to be repaired

· When the owner, after due notice, needs to carry out work in the property, e.g. improvements 

· When you are moving out of the property and new tenants want to see the place

In all types of tenancies you should observe the rules of good conduct and order, e.g. rest hours, rules of placing bicycles or keeping pets. 

Expenses 

Expenses when renting a property 

Rent

A tenant normally pays a fixed sum every month for living in the property. The rent varies depending on the size of the property, where it is situated and its condition. The rent is not deductible. In addition to the rent, there are consumption taxes, e.g. heating and electricity as well as possible expenses for a shared antenna or multi-use cable network.

If the tenant accepts an obligation - small or large - to maintain the property, the rent will be reduced correspondingly. Such an arrangement should be settled with the owner.

If the rent is raised, the tenant is normally given 3 months’ notice in writing. The notice should include information about the amount of the raise, the reason for it, and also inform the tenant that he can make objections within 6 weeks. If the notice does not contain this information, the raise is invalid.

Heating

Heating expenses are divided according to the reading of a radiator meter or gross floorage. If the heating expenses are determined by reading, you should be present to make sure the reading is correct. In many rental properties payment on account is common practice. Once a year, you will usually receive the heating accounts showing the actual consumption compared to the payments made. 

Electricity

Electricity expenses are usually paid directly to the electricity company as payment on account based on an expected consumption. Normally, the electricity-meter is read once a year. If the payments exceed the consumption, the money is refunded. 

Insurance 

With a household insurance you are insured against damage on and disappearance of practically all household effects as a result of fire, burglary or water. 

The insurance premium depends on the amount you want to insure your effects for. The different insurance companies have defined amount intervals, and you choose the interval that matches the value of your household effects. 

It is the owner’s responsibility to take up the insurance of the building. 

Maintenance 

Maintenance is the owner’s responsibility 

The exterior and interior maintenance is the owner’s responsibility, unless otherwise is written in the tenancy agreement. The tenant is normally only obliged to maintain locks and keys.

If the owner is obliged to carry out the interior maintenance of a residence, the rent must include a yearly amount of DKK 34 per square meter (year 2002) earmarked for that purpose. The amount can be raised once a year, but a written 3 months notice is required. Objections can be brought before the rent assessment committee. 

Once a year, the tenant should receive information about the amount available on the maintenance account.

If a tenant chooses to take over the "interior maintenance", it should show in the tenancy agreement. Interior maintenance includes painting of ceilings and woodwork, paperhanging and/or painting of walls as well as varnishing of floors. To pay for the repair, you can make arrangements with the owner and take money from the maintenance account if there is any. 

Improvements

You must not make any improvements unless it has been accepted by the owner. If you want financial compensation for your improvements, you must have a written agreement before starting the improvements. The improvements can be e.g. energy saving measures or new sanitation. 

Installations

Usually you are entitled to make standard installations of e.g. a phone, washing machine, dishwasher and fridge, but you always have to inform the owner before making the installations. The owner might oppose the installations, if the electricity and drainage capacity of the property are not adequate to handle the installations. 

You may install a radio or television antenna in the property according to the owner’s instructions. If a shared antenna or multi-use cable network has already been installed, the owner can oppose your installation if the programme you want is already available via the existing installation.

As a tenant you are liable for any damages caused by your own installations. 

Notice – i.e. when moving out
Both the tenant and the owner can give notice to terminate the tenancy 

If the tenant gives notice to terminate the tenancy, it must be done in writing 3 months in advance. Alternative arrangements in the tenancy agreement concerning notice should be observed. You should send the notice by registered mail to ensure documentation for receipt. If the tenant decides to move out before the expiration of the notice period, the owner is obliged to try to find a new tenant. 

In principle, it is not possible to give notice to a tenant to terminate the tenancy unless the owner himself wishes to live in the property. In that case, the due notice is one year.

It is also possible to terminate the tenancy if the house needs rebuilding or if you as a tenant do not observe good conduct and order. In that case, the due notice is 3 months.

If you fail to pay the rent or heating expenses on account, the owner can terminate the tenancy. The owner’s notice to terminate the tenancy should always be in writing and inform the tenant about the reasons for the notice. Furthermore, the notice should draw the tenant’s attention to the fact that objections must be made within 6 weeks. 

Moving out 

You must leave the tenancy in the same condition as when you moved in 

When you leave the tenancy, you are obliged to hand it over in the same condition as when you moved in. You are not obliged to hand over the residence in a better condition than when you moved in.

If a moving out report is made, you should not sign it unless you agree with the contents. Otherwise you may be responsible for paying expenses related to improving the property. It is advisable to take pictures of the property to document its condition when you move out.

If the owner believes that you are responsible for repairs and mending, you can claim a written statement from the owner no later than 14 days after you hand over the keys. The owner cannot claim responsibility on your part, if you have not received a written claim within 14 days.

Remember to get a receipt when you hand over the keys. 

Prices 

The price of rented accommodation varies 

Price depends on location 
The price of rented accommodation depends on whether it is a flat or a house, furnished or non-furnished, its location, size, condition and the length of the lease. 
For flats, prices range from DKK 6,000 plus expenses (water and heating) for an ordinary 1-2 room flat to approximately DKK 25,000 for the top end of the market. Houses range from DKK 10-12,000 plus expenses to DKK 40,000 per month.
 

Legislation 

Private rental properties are regulated primarily by two acts - the Rent Act and the Rent Control Act 

The Rent Act applies to private rental properties in all of Denmark. The Rent Control Act can, however, partly replace the Rent Act, and it protects the interests of the tenants’ to a larger extent.

Regulated and non-regulated local authorities 

The Rent Control Act applies to the local authorities that have decided that this act should apply. Which is most of them.


Rent

In small multi-storey properties the rent is determined by the usual rent paid for properties of equal location, size, type, facilities and condition. In large multi-storey properties the expenses for taxes, cleaning and removal of refuse, insurances, maintenance as well as revenue to the owner determine the rent.

Tenants’ association

If there are more than 2 occupied properties in the building, the tenants have the right to establish a tenants’ association. Buildings containing 3-12 properties are allowed 1 tenants’ representative, while buildings containing more than 13 properties are allowed 3 representatives.

One of the advantages of having a tenants’ representative is that the tenants can claim thorough information about e.g. rent raise. It is also possible to object to and change the house rules on behalf of the tenants, e.g. to grant permission to keep pets.

Rent Assessment Committee

All local authorities have a Rent Assessment Committee, whether they are regulated or not. A solicitor employed by the Rent Assessment Committee, the owner’s representative and a tenants’ representative constitute the Rent Assessment Committee. Any disputes between the owner and the tenant are settled by the committee. 
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