
Withholding tax reclaim processes are slowly improving. 
But many investors are still not recovering all that is due 
to them. Here is why you should be paying attention to 
your withholding tax reclaim strategy.
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Background

In general, investors are subject to withholding tax on outbound 
investments, often at withholding rates of up to 35% of their 
investment income. Such rates are imposed, in many cases, 
regardless of the investor’s status and ability to claim a reduced 
rate under an income tax treaty. For example, an investor could 
be subjected to 35% withholding tax when the applicable rate is 
only 15% based on their income tax treaty. That’s a 20% haircut 
the investor does not need to take.

To recoup that 20% tax of which the taxpayer investor in this 
scenario is entitled, there are a number of avenues under which 
the investor would be able to claim back the taxes withheld. The 
problem is that most tax authorities have a complex process 
or may not even have a process in place under law, for the 
investor to claim the money back. A few jurisdictions, such as 
in the United States, offer “relief at source” options where, with 
the right paperwork properly provided before the dividend or 
other income payment is made, the investor may claim the lower 
tax rate up front. The vast majority of jurisdictions, however, 
generally only offer “withholding tax reclaim” options in order to 
obtain the final and often lower tax rate.

This means that outside of the relief-at-source process, which 
can present its own unique set of challenges, investors are often 
left trying to reclaim the withholding tax that is due to them after 
the fact. This process can be long, complicated, and resource 
intensive, particularly for those trying to manage the reclaim 
process themselves. Because of this, it is not a surprise that 
many investors have historically felt pursuing such reclaims was 
not worth the trouble.

Smaller funds and fund managers investing on behalf of their 
underlying beneficial owner investors may be particularly 
disadvantaged in reclaim markets. Upfront costs and capability 
requirements can be significant. And a cost-benefit analysis  
may preclude smaller funds from applying from the start if 
reclaim amounts are deemed too low to support the effort.  
This is because every market takes a different approach, and 
every jurisdiction’s process is somewhat bespoke with varying 
success rates.
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The landscape of obstacles

For those investment funds investing across a number of 
countries, the macro view is often fragmented and complex. The 
availability of withholding tax reclaims varies across jurisdictions. 
And the processes, documentation requirements, and limitation 
periods are anything but consistent. 

In the European Union (EU), for example, by filing a claim  
with the European Court of Justice, non-EU (so-called third  
country) investment funds can potentially recover the 
“irrecoverable” withholding tax levied on their EU-sourced 
equities under EU law principles, thereby bringing their effective 
withholding tax rate down to zero. Repayments of withholding 
tax have already been made to third country funds following the 
EU Court of Justice process by France, Finland, Poland, Sweden, 
and Spain. Other markets have been less forthcoming; litigation 
is either pending or in progress in Croatia, Italy, Germany, the 
Netherlands, and Portugal. 

In addition, many tax authorities are tweaking their definitions of 
“beneficial owners” as part of their ongoing efforts to implement 
tax reform. Taxpayers with income from Germany, Switzerland, 
Denmark, and Belgium are being asked to provide more 
documentation to prove beneficial ownership. So, too, are those 
in certain markets outside of Europe—Russia and South Korea, 
for example. More paper documentation generally means a 
slower process overall.
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Future developments

There are also a handful of other initiatives aimed at improving 
withholding tax reclaim processes. The Organisation for 
Economic Co-operation and Development’s (OECD) Treaty Relief 
and Compliance Enhancement (TRACE) program, for instance, 
focuses on creating a more consistent global approach to relief 
at the source. The program recently released its schema user 
guide and IT tools to support wider implementation, and only 
Finland has implemented the recommendations to date. 

Perhaps the biggest news in the area of initiatives is that the 
EU is now actively exploring options for creating a common 
EU-wide system for withholding tax relief-at-source on dividend 
or interest payments. The proposal,1 which was released in 
September 2021, aims to encourage greater information sharing 
and cooperation on withholding tax between tax authorities 
across the European Union. The goal is to facilitate efficient 
cross-border investment while preventing tax abuse. Although 
there are positive signs of improvement on the horizon, progress 
is likely to be slow.

Of course, recent progress on advancing the Common Reporting 
Standards (CRS) and creating a more efficient automatic 
exchange of information (AEOI) system between tax authorities 
should also help speed transformation in the withholding 

tax reclaim process. The idea is that more transparency and 
information sharing between tax authorities should, eventually, 
lead to reduced documentation requirements and paperwork. 

While the policy setters do their work, the shift toward more 
digital tax processes and documentation is also moving along. 
We are seeing encouraging signals that some tax authorities may 
now be more willing to accept digital documentation (particularly 
after the massive shift to digitization catalyzed by the pandemic). 
In Spain, for example, taxpayers are now able to provide 
residency certificates in secure PDF format. Other markets, 
such as Indonesia and Mexico, are following suit. The OECD also 
recently called for jurisdictions to make wider use of electronic 
documents for withholding tax processes. 

Tax authorities’ uptake of technology could also drive relative 
simplification and digitization in some withholding tax regimes. 
The reality is that tax authority portals are becoming more 
sophisticated. So, too, are tax authority interactions with 
taxpayers. And new technologies—such as blockchain—have 
the potential of making the documentation process more 
efficient and effective. This suggests we will likely see continued 
movement toward more digitized relief at source approaches 
from many authorities in the future.
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You need a strategy

Of course, for the majority of funds, the responsibility of 
managing withholding tax reclaims often falls on the custodians 
and prime brokers. Yet—even for them—the task may not be 
easy, and capabilities range by organization and market. In 
the European Union, for example, many custodians see this 
process as a key value-add to their clients and, therefore, tend 
to have sophisticated approaches for assessing and managing 
the process. In Asia and North America, on the other hand, 
custodians are more likely to view reclaims as additional cost and 
complexity; capabilities and capacity are generally mixed. 

For the time being, that leaves most fund managers unclear as to 
where they can successfully reclaim the money that is currently 
being left on the table. At a time where investor scrutiny on 
funds’ fiduciary duties and returns is rising, fund managers 
are starting to field difficult questions about what money can 
be reclaimed and how it should be reallocated back to those 
investors (repayments can take up to five years or longer, at 
which time some investors may have exited the fund). Fund 
managers need a clear strategy.
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“In Asia and North America, on 
the other hand, custodians are 
more likely to view reclaims as 
additional cost and complexity; 
capabilities and capacity are 
generally mixed.”
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Step-by-step approach

Deloitte’s view in working with institutions around the world 
suggests that our clients should be taking five key steps in order 
to start building a global withholding tax reclaim strategy. 

1. Understand applicability. Start by identifying the markets 
in which dividends or interest payments are earned, and 
assess whether these might be eligible for withholding tax 
relief. Assess the success rates of other similarly structured 
funds requesting relief in each market. Understand the 
current (and future) documentation requirements.  

2. Assess your capabilities. For many, this will mean talking 
to custodians and prime brokers about their specific 
capabilities in each of the markets in which investments 
are held. Understand their processes, timelines, and 
requirements. More importantly, identify any gaps that may 
lead to an inability to conduct reclaim processes. 

3. Conduct a cost/benefit analysis. At this point, a decision 
should be made regarding whether the reclaim process will 
be worth the effort and investment. Conduct a robust cost/
benefit analysis across each of the markets and investments. 
Importantly, be sure to document findings as reference for 
future discussions with investors.  

4. Prepare the documentation. This is not just about 
gathering up the right documents for each process. It is 
also about finding the overlaps and turning them into 
efficiencies. You don’t want to be going to your LPs and 
investors multiple times to request documentation. Further, 
the process should not impact the onboarding of new 
investors or the investor experience.  

5. Manage the process. As noted, the process of applying for 
(and receiving) withholding tax reclaims takes time and can 
be complex. Often, it will result in further documentation 
requests from tax authorities. Sometimes it may even 
require litigation. You can’t just hit “apply” and walk away. 
You need to ensure you have resources managing the 
process from start to finish.
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Real cash eats into real returns

While other areas of tax policy and administration have 
rapidly evolved to become more digitized and user-friendly, 
withholding taxes have been slow to follow. This is not 
particularly surprising—it’s difficult to get tax authorities excited 
about investing into projects that, ultimately, lead to lower tax 
revenues. In other words, don’t expect to see the kind of high-
level, consensus-building talks that we are seeing progress on 
issues such as AEOI and a global minimum corporate tax rate. 
The withholding tax reclaim agenda will likely move much slower 
and in a much more fragmented way. 

Investment managers and financial institutions cannot afford to 
leave investor money on the table—not without providing very 
good reasoning to support that decision. Financial institutions 
will need to get their arms around this topic quickly.
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“In other words, don’t expect 
to see the kind of high-level, 
consensus-building talks that 
we are seeing progress on 
issues such as AEOI and a 
global minimum corporate  
tax rate.”
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Endnote

1. European Commission, “Withholding taxes – new EU system to avoid double taxation” initiative, accessed March 2022.
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