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PURPOSE 
The International, Bureau of Fiscal" Documentation was founded

. 

in 1938. For reasons of organizing character this Bureau is estab— 
lished as a separate foundation according to Netherlands law. The 
Bureau is a scientific, independent, non-profit making, non-politi- 
cal foundation of which ‘the purpose is defined in the articles as 
follows: v ‘

' 

(Art. 2) The Foundation, International Bureau of Fiscal Docu- 
mentation, established as a foundation of the International Fis- 
Cal Association (hereinafter referred to as I.F.A.) shall strive to- 
wards a fruitful cooperation with the I.F.A. 
The Objectives of the Foundation are to set up and maintain an 
international documentation bureau for the purpose of dissemi- 
nating information concerning tax legislation and the application 
of taxation law, as well as for furthering the pursuit of knowledge 
about taxation. ' 

L’OBJET DU BUREAU 
Le Bureau International de Documentation Fiscale fut fondé en 
1938. Pour des raisons d’organisation, ce Bureau est établi comme 
une fondation séparée conformément au droit civil néerlandais. 
Le Bureau est une institution scientifique, indépendante, sans but 
lucratif et sans objet politique, dont le but est défini dans les 
statuts comme suit: 
(Art. 2) La Fondation, Bureau International de Documentation 
F iscale, instituée comme fondation de l’AsSociation Fiscale Inter- 
nationale (ci-aprés désignée I.F.A.) s’efforcera d’établir une co- 
opération fructueuse avec l’I.F.A. ' 

Les objectifs de la Fondation sont d’établir et assurer le fonction- 
nement d’un bureau de documentation international dans 16 but 
de diffuser des informations concernant la législation fiscale et 
l’application des lois fiscales, et de faire progresser la recherche en 
matiére d’imposition.



(Art. 3) The Foundatibn shall endeavour to-achieve these objec- 
tives: 
a. by’ setting up a-libi'ary of tax legislationLtogether with relevant 

books,.joumals and other publications; 
b. by supplying detailed and general information; ‘ 

c. by allowing'the inspection of works acquired by the library, 
with the permission of the director and subject to thé condi- 
tions imposed by him (which ‘may also be Of‘ai finaticial na£ 
ture); 

. 

- 
'

' 

d. by producing publications; 
e. by cooperating with the publications of others;

‘ 

f. by all other lawful means. 
' " ' 

-

‘ 

In clése cooperatién with the LEA, and with the'aid' of expert 
correspondents throughout the ‘world, the Bureau acquires as' 
much information as possible in the field of international and 
comparative tax‘ law. ‘The Bureziu is thus able to supply data (but 
not advice) on specific tax problems. A fee, necessary ‘for the 
maintenance and extension of the Bureau, is charged on 'a time/ 
cost basis. The Bureau has published several series of monographs 
including “Selected Monographs on Taxation” (a joint'venture 
with Harvard Law School, International Tax Program). -

. 

The Bureafi also publishes European Taxation, a mdnthly journal» 
on the tax systems of Europe. Tax News Service, published twice 
per month, provides rapid information on world-wide tax devel- 
opments. Supplementary Service to Europedn Taxation is a loose 
leaf reference work. 

The loose-leaf series“, Guides ~to European Taxation comprises 
“The Taxation of Patent Royalties, Dividends, Interest, in‘Eu- 
rope”, “The Taxation of Companies in Eurppe”, “The Taxation 
of Private Investment Income” and “Value Added Taxation in 
Europe”. 

The loose-leaf series, Tax Treaty Guides cdmprises “Handbpoklon 
the U.S.—German Tax Convention”.and “Handbook on the 
Dutch-German Tax Convention” (in German). The Bureau has 
also-published four loose-leaf reference works, Corporate Taxa- 
tion in Latin America, African Tax Systems, Taxes and Invest: 
ment in' the Middle East and Taxes and Investment in Asia and 
the Pacific. 

_ 

. _ 
-

' 

(Art. 3) La Fondation .s’efforcera de réaliser ces objectifs: 
a. en constituant une bibliothéque de'législation fiscale, ensemble 

avec les livres s’y rapportant, des revues et autres publications; 
b. en communiquant des informations détailléés et générales; 
0. en permettant l’étude des travaux acquis par la bibli‘othéque, 

avec la permission du directeur et sous les conditions impo; 
sées par lui (qui peuvent étre de nature financiére); ' 

(1. en éditant‘des publications; 
e. en‘ coopérant'é la publiéation des 'autres; 
f. par tout autre moyen légal. , 

Par une coopération étroite avec l’IFA et avec l’aide de correspon- 
dants 2‘1 travers 1e monde, le Bureau rassemble toutes les données 
possibles en matiére de-droit fiscal international et comparé. De 
cette facon, 1e Bureau est :1 méme de fournir des renseignements, 
mais non des aVis, concernant des problémes fiscaux spéciaux. 
Des honoraires, nécessaires au maintien et :‘1 l’expansion du Bu- 
reau, sont demandés en fonction du temps nécessaire et ducofit. 
Le Bureau a publié un certain nombre de monographies dont des 

. monographies sur la fiscalité' (études réalisées en association avec 
HarVard Law School, International Tax Program). 
Le Buréau publie aussi European Taxation, revue mensuelle sur 
les systémes ,fiscaux européens. Tax News Service, publié .deux 
fois’par mois, donne uhe information rapide, é l’échelle mondiale, 
de tout ce qui touche 5 la fiscalité. Supplementary Servicekto 

' European Taxation est un ouvrage de référence présentée sOus 
feuilles mobiles. 
Guides to European Taxation, ‘également une publication sous 
feuilles mobiles, comprend “L_’imposition de Redevances'; Divi- 
dendes et Intéréts en Europe”, “L’imposition des Sociétés de ca- 
pitaux en Europe”, “L’imposition de’revenu des investissenients 
privés” et “La Taxe sur la-Valeur qutée en Europe”. - 

Tax Treaty Guides, une autre publication sousfeuilles mobiles, 
comprend 1e “Manuel relatif 5 la Convention fiscale Allemagne — 
Etats Unis” et le “Manuel relatif £1 la Convention‘fiscale Pays-Bas 
—Allemagne” (en langue allemande). Le Bureau a éghlement 
publié, Corporate Taxation in Latin America, African Tax Sys~ 
tems;- Taxes and Investment in the Middle East et Taxes and If:- 
Uestment in Asia‘ and the Pacific, ouvrages d’infon‘nation sous 
feuilles mobiles. 

'

- 

I.F.A. — iNTERNATIONAL FISCAL ASSOCIATION 
I

. 

General Secrétariat: c/o‘Eraism‘us University, P.O.B. 1738(50, Burg. Oudlaan), 3000 DR Rotterdam 
Telephone: 14 59 57 - 14 55 11 Ext. 3657 , Telegrams: IFAGRAM 

Executive Committee 
President: Alun G. Davies (‘United King- 
dom) 
Secretary General: Prof. Dr. J.H. Christi- 
aanse‘(Netherlands) 

_ 

.

' 

Assistant Secretary General: Prof. Dr. 
J.C. L. Huiskamp (Netherlands)

_ 

General Treasurer: M1_'. P. den Boer(Nether- 
lands) 
Honorary Presidents: 
Dr. Mitchell B. Carroll (U.S.A.) 
Prof. Baron J. van Houtte (Belgium) 
Dr. Paul'Gmuer (Switzerland). ‘ 

Vice Presidents: 
Riéhard M. Hammer (U.S.A.) 
I. Perez de Ayala (Spain) 
Dr” K. Beusch (German Federal'Republic) 

Members: ' 

_
. 

Dr. K.V. Antal (Netherlands) 
Dr. R. Bechinie (Austria) 

' R. Caraza Escobedo (Mexicd) 
A. Elvinger (Luxembourg)' 
G.L. Herring (Australia) 
-Max Laxan (France) (by invitation) 
C.A. Poissant (Canada) ‘ 

Dr. A. ToffolLTavolaro (Brazil) 
The I.F.A. was founded on the 12th of Fe— 
bruary 1938 by tax experts of a number of 
countries. Purpose and working-method are 
defined as follows in the Articles: 
Aim '— Article 2 . 

The aim of the Association is the study and 
advancement of international and compara: 
‘tive law in 'regard to public finance and es- 
pecially international and comparative fis- 

Telex: 24 421 ubrt n1. attention: IFA 
cal law and the financial and economic_ _as— 
pects of taxation. - ‘ 

-

' 

Plan ofAction — Article 3 
The Association shall endeavour by all legal 
means to realise this aim: a) by scientific 
research; b) by holding congresses and con- 

~ ferences; c) by publications; d) by coopera- 
tion with'hll data collecting organisations, 
especially the International Bureauof Fis- 

' cal Documentation in Amterdam; e) by all 
' other appropriate methods. 

I.F.A. has branches in 31 countries. Resi- 
dents in .any of these countries (I.F.A. 
members 'or candidates for membership) 
can approach the secretary'qf the local 
Branch. ' '

- 

Members who live in countries where I.F.A. has no Branch are registered as direct membei’s of the Association. They can get in touch 
with the General Secretariat of I.F.A. (this also applies to candidates for membership). . 

_ 

. 
» » ~ 

Conditions of direct membership of I.F.A., for 1981 are: individuals US$ 40.— p.a.; corporations US$ 90.- p.a.
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Address your request to Dept. S-RR-103, 
Prentice-Hall Inq, Englewood Cliffs, 
N.J. 07632 and specify U.S. TAXATION 
OF INTERNATIONAL OPERATIONS, 
1-year introductory charter subscription. 

Annual payment is not due until 20 days 
after receipt of thg new, ready-for- 
reference volume. 

FOREIGN CORPORATIONS 

The most strikingly different new tax guide ever published for taxpayers 
with income from foreign ‘sources. 

U.S_. TAXATION OF INTERNATIONAL OPERATIONS 
Continuously Supplemented ........ Always Up - to — Date 

This outstanding new Sérvice is created specifically to help save money for: 

U.S. INDIVIDUALS 
with investments and/or earned income 
from a foreign source 

U.S. CORPORATIONS 
with income from foreign sources 

NONRESIDENT ALIENS 
with income earned or taxable in the receiving income from,or.taxable in the 
US. US. 

If you fit any of these categories — or‘if you counsel, advise, or in any way service 
any of these categories —- U.S. TAXATION OF INTERNATIONAL OPERATIONS 
will be an invaluable new tool for you. ' 

4 

It will deliver management benefits — operations benefits — tax benefits. 

In clear, direct lénguage, backed up by practical, tested practices of acknowledged 
r experts in international business operations, the new work spells out how the tax- 
payer can best take full advantage of every popular, every sophisticated, and every 
little-known tax-saving device.

' 

Authoritative, specific guidance from one source devoted exclusively to this kind of 
vital help has been non-existent — until now. 
With the first 1972 publication of theinnovative U.S. TAXATION OF INTER- 
NATIONAL OPERATIONS this important need is now fulfilled,’ And bi-weekly 
“Report Bulletins” will keep the guide as new and up to the minute as the day you 
receive it. 

Personal response to this new publication has been even more enthusiastic than our_ 
most optimistic projections. Subscriptions are now being gcé'e'pted by mail for 
$ 186 a year. _
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of the January 1980 issue 

M. Fisseha-Tsion 
A SHORT REVIEW OF THE ETHIOPIAN 
INCOME TAX SYSTEM ........................ 

The author discusses the recent upheaval in Ethiopia’s economic 
and social structure and the resulting changes of its legislation. 
This article is an attempt to determine the present status of its 
rapidly changing tax legislation 

REVUE RAPIDE DU SYSTEME DE L’IMPOT SUR LE 
REVENU ETHIOPIEN ' 

L'auteur rappelle les bouleversements récents en matiére écon- 
mique et sociale en Ethiopie et les modifications qU’ils ont 
entrainées dans la Iégislation. Cet article Cherche é déterminer 
I’état actuel de la Ioi sur I’irnpét sur le revenu en pleine modi- 
fication. 

EIN KURZER UBERBLICK UBER DAS EINKOMMEN- 
STEUERSYSTEM ATHIOPIENS " 

Der Verfasser untersucht die jUngsten Umwélzungen im Wirt- 
schafts- und Sozialsystem A'thiopiens und die daraus resultie- 
renden Verénderungen in der Gesetzgebung. Dieser Artikel stellt 
den Versuch dar, den augenblicklichen Stand der sich rasch 
énderenden Einkommensteuer-Gesetzgebung festzuhaltenA 

Paulo Kantor 
BRAZIL: THE SUPPLEMENTARY INCOME TAX (IM- 
POSTO SUPLEMENTAR DE RENDA) ON DIVIDEND 
DISTRIBUTIONS ............................ 

The Brazilian supplementary income tax is essentially an excess 
distributions tax which also applies to remittances of Brazilian 
branches to their foreign head offices. The complexities of this 
tax are studied in this article. 

BRESIL: L’IMPOT COMPLEMENTAIRE SUR LE REVENU 
(IMPOSTO SUPLEMENTAR DE RENDA) APPLICABLE 
AUX DISTRIBUTIONS DE DIVIDENDES 
L’impét complémentaire brésilien sur le revenu frappe essen- 
tiellement les distributions excédentaires, il s'applique également 
aux transferts de fonds par les succursales é leurs siéges sociaux 
é I'étranger, Cet article étudie Ia complexité de cette taxe. 
BRASILIEN: DIE ERGXNZUNGSABGABE (IMPOSTO SUP» 
LEMENTAR DE RENDA) AUF DIVIDENDENAUSSCHUT- 
TUNGEN 
Die brasilianische Ergénzungsabgabe ist ihrem Wesen nach eine 
Steuer auf (jberhéhte Ausschfittungen, die auch bezfiglich der 
Uberweisungen brasilianischer Betriebstétten an ihre auslén- 
dischen Hauptverwaltungen anzuwenden ist. 
In diesem Artikel werden die schwierigsten Punkte einer ein- 
gehenden Untersuchung unterzogen.

4 
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SRI LANKA: BUDGET 1980 .................... 
Extract from the Budget Speech 1980 presented in November 
1979 by the Finance Minister, Mr. Ronnie de Mel. 
SRI LANKA: BUDGET 1980 
Extrait de la présentation du “Budget” de 1980 faite par le 

Ministre des Finances M. Ronnie de Mel en novembre 1979. 
SRI LANKA: DER HAUSHALT1980 
Auszfige aus der im November 1979 von Finanzminister Ronnie 
de Mel gehaltenen Rede zum Haushalt 1980, 

M.P. Dominic 
SRI LANKA: 1980 BUDGET PROPOSALS ........... 

A new “simplified” and restructured Income Tax Act was 
brought into effect in May 1979. However, the new Budget 
proposes' to amend this Act with a View to providing further 
incentives and relief "to trigger off productive investment which 
is the surest foundation for increasing employment and raising 
the living standards of the people ”. 

SRI LANKA: PROPOSITION DU BUDGET 1980 
Une nouvelle loi de I'impét sur Ie revenu "simplifiée" 91 re- 

structurée est entrée en vigueur en mai 1979. Le nouveau "Bud- 
get” propose toutefois de la modifier afin d’accorder un plus 
grand nombre de mesures d'encouragements et de dégrévements 
pour "déclencher des investissements productifs qui constitue la 
base la plus solide pour une augmentation de l'emploi e1 l'éle- 

vation du niveau de vie de la population'C 
SRILANKA1ANMERKUNGEN ZUM HAUSHALT1980 
In Mai 1979 trat ein "vereinfachtes" und umstrukturiertes 
Einkommensteuergesetz in Kraft, Im Haushalt 1980 wird nun 
allerdings vorgeschlagen, dieses Gesetz zwecks Gewéhrung 
weiterer Anreize und Er|eichterungen insoweit zu é'ndern, dass 
dadurch “produktive lnvestitionen getétigt werden, die die 
sicherste Grundlage fl'jr eine bessere Bescha’ftigungslage und eine 
Erhéhung des Lebensstandarts des Volkes sind”. 

CONFERENCE DIARY ........................ 
CARNET DES CONVENTIONS 
VERANSTALTUNGSKALENDER 

UNITED STATES: VAT BEFORE CONGRESS ........ 
On October 22, 1979 Mr. UI/man, Chairman of the Committee 
on Ways and Means, introduced the "Tax Restructuring Act of 
7.97 ” which would provide for a massive reduction of income 
and social security taxes. This reduction would be funded by the 
simultaneous introduction of a European type of value added 

19 

27 

28 
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tax. The proposed text of the new VAT legislation and the 
explanation thereto have been reproduced in this issue. 

ETATS UNIS: LA TVA DEVANT LE CONGRES 
Le 22 octobre 1979 M. Utlman, Président du Comité “Ways and 
Means" introduit Ia "Tax Restructuring Act 1979", prévoyant 
une réduction massive des impéts sur la revenu et de sécurité 
sociale. Cette réduction sera compensée par I’introduction 
simultanée d'une taxe sur la valeur ajoutée de type européen‘ Le 
texte proposé de la nouvelle Iégislation sur la TVA et les ex» 

plications s'y rapportant sont réproduits dans ce numéro‘ 

U.S.AV: DIE MEHRWEHTSTEUER IM KONGRESS 
Am 22. Oktober 1979 hat Herr Ullman, der Vorsitzende des BIBLIOGRAPHY ___________________________ 
“Ways and Means” — Ausschusses, das Steuerénderungsgesetz _ books 41 
1979 (Tax Restructuring Act of 1979) eingebracht, das, wfjrde _ [Dose_,eafs 4; 
es angenommen, zu einer erheblichen Erméssigung bei der 
Einkommensieuer und bei den Sozialversicherungsbeitrégen 
ft'jhrte. 

_ "V93 
, , 

41 

Die Steuerausfélle wflrden durch die gleichzeitige Einffihrung 
_ per'Od'ques sur feu'lles mohues 47 

einer Mehrwertsteuer nach europa’ischem Vorbild aufgefangen‘ BIBLIOGRAPHIE. 
§ 

Der Text des Gesetzesverschlages sowie die entsprechenden — Bflcher 
. 

41 

Erléuterungen sind in dieser Ausgabe abgedruckt. — Loseblattausgaben 47 

TAXGLOSSARY. . . .‘ ....... 
GLOSSAIRE FISCAL 
STEUERGLOSSARIUM 

IFA NEWS ................ 
NOUVELLES DE L'IFA 
IFA MITTEILUNGEN 
Mr. Davies honoured. 

Next issué: 

The next Bulletin will be a double issue (February/March 1980) which will, inter alia, contain: 

The proceedings of the technical session of the USA. branch of IFA of March 15, 1979. 
Various subjects with respect to treaties concluded by the United States are discussed 
Indonesia: Tax incentive package to support the third five-year development plan - by Jap Kim Siong 

An epilogue to a decade of Federal Government budgeting in Nigeria — 
An appraisal of the 1979/80 Nigerian Federal Government Budget — by F. Akin Olaloku 

Malaysia: Budget 1980 
Council of Europe: Colloquy on tax evasion in March 1980 
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I. A BIRD’S EYE VIEW OF SOME OF THE SOCIO- 
ECONOMIC CONDITIONS OF ETHIOPIA 

A. Climatic conditions 

Ethiopia has an ideal climate. It is partly temperate and 
partly tropical. Because of its altitude, the humidity is 
low and the average annual temperature is 13°C (55°F) 
except in certain places along the Rift valley areas. 
It has abundant rainfall and large under-utilized rivers. 
In short, due to its size and variety of climatic condi- 
tions it is capable of growing all types of temperate and 
tropical agricultural products 1 and yet the country has 
not been able to feed itself. Its people still suffer from 
hunger, malnutrition and the lack of the basic necessi— 
ties of life. 

B. Government 

1. Current situation 

The country is now run by a Military Government 
which calls itself “Provisional” and the state a “So- 
cialist State”. It is officially called “The Provisional 
Military Government of Socialist Ethiopia”. The Pro— 
visional Military Administrative Council (PMAC) is the 
executive as well as the legislative body of the State. 
Despite this appellation, there has been little or no 
political socialization of the State. The Military as an 
organized institution -has assumed for itself the role 
of a democratic regime in absence of any other viable 
civilian alternative. 

2. Political parties, organizations and national fronts 

There are over a dozen political organizations and fronts 
organized legally and illegally under vaguely defined 
objectives and causes. They include right wing elements 
who aspire to restore the old order and national fronts 
seeking secession and full sovereign independence from 
Addis Ababa Government. There are also self-styled 
Marxist-Leninist organizations which in theory recog- 
nize, inter alia, the right of nations to self-determination 
but who nonetheless do not have the political will and 
desire to translate their slogans into deeds. However, 
there is no broadly based communist or socialist or 
capitalist oriented party at the regional and national 
levels which can command the respect and confidence 
of the overwhelming majority of the population. The 
on—going civil war between and among the bulk of the 
population is instigated by such political organizations 
and fronts. Whether the bulk of the population has a 
clear idea of why they are fighting among and between 
themselves is a perplexing question raised by all con- 
cerned about the anti-developmental perpetual state 
of war. 

C. Components of the economy. 

Despite its agricultural, mineral, and oil potential and its 
capability of producing exportable livestock, Ethiopia 
is categorized as one of the world’s half-dozen poorest 
and most backward countries which during Haile 
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Selassie’s reign was ravaged by famine, disease and 
malnutrition. Even today starvation and poverty are 
still prevalent. Ethiopia has a predominantly agricultural 
and pastoral economy that exists on a subsistence level. 

1. Rural economy 
The rural economy consists basically of small individual 
farms whose farmers account for 95 percent of the total 
agricultural production of the country but who have 
little or no say in the marketing of their produce. Al- 
though 80 to 90 percent of Ethiopia’s exports consists 
of agricultural goods, because the state owned farms 
are more mechanized they produce most ,of the cash 
crops for exports. Coffee accounts for a substantial 70 
percent of Ethiopia’s export bill.

' 

Land ownership is primarily vested in the government. 
At present all privately owned rural holdings of more 
than 20 hectares and urban lands and buildings in ad- 
dition to most major industries, banks, insurance 
companies and other financial institutions have been 
nationalized. 
Land is usually held by families (in a broad sense), 
village communities, private persons and the Govern- 
ment. Ethiopia had one of the most intricate land 
tenure systems in the world; however, after 1974 land 
was declared to be the “property of the whole people”, 
and not to be used for speculation and profit. 
The farming population is being organized into “Peasant 
Associations” 2 in order to increase production and 
improve farming methods. There are more than 27,000 
peasant associations with about 8 million members, 
500,000 of whom have joined peasants’ defence squads. 3 

1. Some of the crops grown include coffee, wheat, barley, 
maize, oats, millet sorghum, sugar cane, potatoes as well as other 
roots and tubers, beans, peas, broad beans, chick peas, lentils 

and other pulses, grouhd nuts, castop beans, rapeseed, linseed, 
sesame seed, cotton seed, cotton (lint), sunflower seed, vegetables 
and fruits of various kinds and descriptions. 
2. “Peasant Associations” are legal associations composed of 
individuals who at the time of the Rural Lands Proclamation of 
March 4, 1975 and thereafter were tenants, landless persons, 
agricultural labourers or landowners with less than ten hectares 
of land. Such associations are empowered to establish judicial 
tribunals to hear land disputes arising within each locality and 
control travelling of persons from one locality to another. 
Organizations of the peasantry (constituting no less than 85 per- 
cent of the population) include: 
(a) Peasant Associations at local levels; 
(b) All Ethiopian Peasant Associations at the national level. 
Sources:— Public ownership of Rural Lands Proclamation No. 

31, 1975. — Péasant Associations Organization and Consolidation 
Proclamation No. 71, 1975. — All Ethiopia Peasant Association Proclamation No. 
130, 1977. 

3. “Peasants’ defence squads” are sub-divisions of peasant 
associations designed to recruit militiamen and women to form 
the People’s Militia to safeguard and protect the programme of 
the Government and to defend the country’s territorial integrity. 
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Moreover, Revolutionary Administrative and Develop- 
ment Committees 4 have also been set up. 

2. Urban econ‘omy 

Urban areas are centers of Ethiopia’s industrial, com- 
mercial, diplomatic, administrative.and business com- 
munities. One third of all the health facilities are 
located in Addis Ababa, Asmara and Harar. The entire 
urban population has been organized, irrespective of 
their profession but based on the locality in which they 
live, into Urban Dwellers Associations. 5 These associa- 
tions (almost 1200) have substantial control and power 
within their respective neighborhoods, 6 with a mem— 
bership of about 3 million. 

D. Industry 

The principal industrial activities in Ethiopia include the 
manufacturing and 'processihg of tinned meat, vegetable 
oils, wheat flour, macaroni, refined sugar, liqueurs, 
wine, beer, lemonade, mineral waters, cigarettes, cotton 
yarn, woven cotton‘fabrics, woollen blankets, woollen 
carpets, nylon fabrics, leather footwear, canvas and 
rubber footwear, plastic footwear, plywood, particle 
board, soap, ethyl alcohol, refining of some petroleum 
products, clay building bricks, quicklime, cement, nails. 

E. Mining 

There is substantial evidence to suggest that Ethiopia 
may have oil and gas around the Dahlak islands in the 
area 75 miles north of Massawa and the southern part of 
the Red Sea as well as in the, south eastern part of 
the country. There are also vast potential resources of 
geothermal power along the Rift valley. 
Other considerable mineral deposits include agate, 
asbestos, bentontic clay, barite, copper, diatomite, 
feldspar, gold, gypsum, iron, kaolin, lignite, limestone, 
magesium, marble, mica, nickel, platinum, potash, 
pumice, salt, silica, sulphur, talc and zinc. 7 

To date Tenneco, General American Oil company” and 
Shell have concessions to exploit the oil and gas,8 
with the terms of the concessions granted during the 
Haile Selassie Government still in force. 

F. Labour 

The number of industrial workers is approximately 
500,000. The minimum salary for unskilled persons is 
2 birr per day. Labour legislation was enacted which 
claimed to advance the interests of the Ethiopian 
workers and to improve the working conditions over the 
pre-1974 period. 9 

G. Imports 

The main imported products include mineral fuels, 
lubricants, etc., including crude petroleum. and petro- 
leum products, chemicals, medical and pharmaceutical 
products, manufactured rubber products including tyres 
and tubes, textile yarn and thread, textile fibres, iron
6 

and steel, machinery in general including agricultural 
machinery and implements, textile and leather ma- 
chinery, electrical machinery applicances, telecommu— 
nications apparatus and transport equipment including 
motor vehicles and parts, aircraft and clothiri‘g. 

H. Exports 

Exported products include food and live animals, meat 
and meat preparations, fruit and vegetables, coffee 
(green or roasted), hides and skins (undressed), oilseeds, 
oil nuts and oil kernels, sesame seeds. 

I. Foreign investment 

The nationalization of financial institutions, insurance 
companies, large industries, rural and urban private 
land and buildings and schools on one hand and the 
formation of peasant and urban dwellers’ associations 
to control rural and urban activities as well as the en- 
couragement of the formation of cooperatives and 
industrial Workers’ councils, inter alia, imply that 
in post—1974 Ethiopia, there is little'room for companies 
to do business in real estate. This means that a foreign 
company is not allowed to engage in the trading of land 
and buildings, except as an integral part of its factory. 
Foreign companies are, however, entitled to have a right 
of possession in the land for which they have to pay a 
rent or use fee as the case may be. It is therefore not 
possible to acquire land for resale or trade. ‘ 

Large scale development of land either for agriculture, 
dairy or forestry or otherwise is mainly carried out at 
the initiative of the State through its own specialized 
bodies and State economic organizations. Foreign com- 

4. “Revolutionary Administrative and Development Commit- 
tees” are committees set up to consolidate and implement the 
National Democratic Revolution Programme issued by the 
Government. 
5. “Co-operative Societies of Urban Dwellers” are neighbour— 
hood societies having juridical personality of which any urban 
(i.e. within the boundaries of the municipality or a town) dweller 
may become a member subject to-Jestrictiohs provided by law 
(see Government Ownership of Urban Lands and Efitra Houses 
Proclamation No. 47/1975). 
6. Organizations of neighbourhoods include: 
(a) Co-operative societies of urban dwellers in each unit of 

urban areas. 
(b) Higher co-operative societies of urban dwellers at interme— 

diate level. 
(c) Central co-operative societies of urban dwellers at the highest 

level depending on the size and population of the urban area. 
Source: Government Ownership of Urban Lands and extra 

houses Proclamation No. 47, 1975) 
7. See M. Fisseha-Tsion, A survey of the taxation of mineral 
and oil resources; with particular reference to Ethiopia, LL.M. 
thesis, the Faculty of Law, University of Leeds, UK. (unpub- 
lished), August 1976. 
8. Id., pp. 31-41. 
9. Organizations of labour working in ex-privately owned as 
well as State-owned enterprises: 
(a) Individual Tradé Unions at enterprise level. 
(b) All Ethiopia Trade Unions at the centralized and national 

levels. 
Source: Labour Proclamation No. 64, 1975. 
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panies have little or no opportunity to own land but 
may be allowed to get long term leases from the State 
to perform some of the approved activities. 
Foreign investors do not have the freedom to invest 
in all activities. The areas in which foreign investors are 
allowed to do business are provided in the Government’s 
economic policy declaration and in the Government 
ownership and control of the Means of Production 
Proclamation No. 26 of 1975. 10 
In order to systematically organize and implement the 
economic and development policy of the Government, 
a Central Planning Supreme Council has been established 
by virtue of Proclamation No. 156/1978. This implies 
that individual private industrial enterprises, privately. 
owned banks etc., have little scope to invest in any 
activity they think fit. The Haile Selassie Government’s 
policy of “you are welcome to invest in what you 
like” has been replaced by a policy of “you are welcome 
to invest in accordance with our national plan”. 

1. Activities where foreign collaboration is needed 

Areas in which there is co-operation with foreign in- 
vestors include the following: 
a) Financing of Government approved industrial and 

agricultural projects. 
b) Technological assistance and foreign technical and 

managerial collaboration with or without foreign 
loans or credits to finance the capital expenditures 
and in some cases ordinary expenditures of such 
projects. 

c) Direct foreign investment enabling the foreign in- 
vestor to own .49 percent of the equity interest in 
Ethiopia’s industrial enterprises. 

d) Joint ventures in Government approved activities. 

2. Exchange transactions 

All transactions in foreign exchange must be carried out 
through an authorized bank under the control of the 
National Bank. 11 
Foreign investors are permitted to transfer their earnings 
abroad subject to the approval by the Government. 
Foreign employees of the private sector may remit a 
maximum ranging between 40 and 50 percent of their 
net earnings during the period of service and upon final _ 

departure. Other expatriate employees may on final 
departure take out the same maximum amount but not 
more than 20,000 birr in any one year. 12 

J. Tax structure 

The existing fiscal structure of Ethiopia is schedular, 
primarily designed to raise revenue for the Government, 
although there is no substantial proof that the fiscal 
system has achieved the objective for which it was 
intended. The low yield of revenue of the fiscal system 
is evidenced by the figures indicated below. 
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Total Revenue Yield (million birr) 

Year 1973/74 1974/75 1975/76 1976/77 1977/78 

Total revenue 754.4 804.7 615.5 659.0 932.9 

Source: Ministry of Finance (unpublished notes) 

However, the external loans for accounting year 1978- 
1979 are as folloWs: 

Donor Act/vi ty/ project Amount 

IDA (International Develop- Agricultural development 
ment Agency) projects 52,973,000 

IDA ' Washed coffee project 2,569,600 
IDA, PRC (People's Re- Water supply 4,129,800 

public of China), UK 
IDA, PRC, EEC, FRG (Fe- Road construction 105,172,400 

deral Republic of Ger- - 

many), UK, ADA 
IDA Fifth Telecommunication 

programme 20,000,000 
IDA General education and 

other community services 27,897,300 
IDA Higher education 5,260,000 
USSR ' Mining 513,400 
ADB, PRC, FRG Electricity supply 22,148,700 
GDR (German Democratic Port expansion 4,000,000 

Republic) 
244 664,500 

Source: Provisional Military Government of Socialist Ethiopia; Budget 
for the Fiscal Year 1971 (1 Hanle 1970—30 Sene 1971) (1978- 
79). 
Negarit Gazeta — No‘ 1, 7th October 1978, pp. 9-10. 

II. THE TAXATION OF INCOME 

A. Introduction 

Income tax is imposed On taxable income, i.e. on gross 
income less allowable deductions. However, what is con- 
sidered to be “income” itself is not clear. It is defined as 
“every sort of revenue from whatever source . . . which 
has its origin within Ethiopia”. 13 There is no distinc- 
tion made between “income” and “capital”. To be sub- 
ject to income tax the origin of the taxable income must 
be within Ethiopia, i.e. income originating outside 
Ethiopia is not subject to tax under Ethiopian law.- 

10. Note that the following foreign investment laws are also still 
in force: — Notice No. 10 of 1950; — Investment Decree 1963 which has been renumbered Invest- 

ment Proclamation No. 242 of 1966. 
11. For detailed information see, Annual Report Exchange Ar- 
rangements and Exchange Restrictions 1979 International Mone— 
tary Fund, pp. 150-152.

’ 

12._ Id., p. 150. 
13. Income Tax Proclamation 1961, Art. 4 cum Art. 3(3).



1. Pre-1974 income tax structure 
Before the political changes of September 12, 1974 
there were four schedules under which income tax was 
payable: 
-— Schedule A. Employment income; income tax at 

progressive rates is due within the month following 
the period of payment of the income; 14 -— Schedule B. Income from rent of land and buildings 
(irrespective of the purposes for which the land and 
buildings were to be used), including income from 
crop-sharing arrangements made between owners of 
the lands and tenants. The tax is paid annually on a 
preceding year basis; 15 , — Schedule C. Income from any trade, business, pro- 
fession or vocation 16 and from: 
(i) the exploitation of woods and forests for lum- 

bering purposes; 17 
(ii) the processing or transforming of agricultural 

products; 18 
(iii)other activities relating to agriculture, forestry, 

breeding cattle or maintaining pasture land, pro- 
vided the said activities are considered as being 
pursued by traders or by business organizations 
of a commercial nature according to the com- 
mercial code of Ethiopia; 19 

(iv)cattle breeding activities for trade. 20 — Schedule D. Income from agricultural activities, i.e. 
the cultivation and/or development of land and/or 
the harvesting of any crop from land including the 
raising and breeding of livestock on such land (but 
excluding items (i), (ii) and (iv) above). 21 

Taxes were calculated on the amount of income within 
each category subject to income tax. There was no 
aggregation of the income of the Schedules and each 
Schedule had its own tax rates. This situation has 
remained unchanged. 22 

2. The post 1974 tax reform and the effects of land 
reform on Schedule B 

The income disparity between the lowest income 
earning groups and the highest was wide. 23 However, 
it is the issue of land ownership where everything which 
is connected with the underdevelopment of the country 
culminates. As Robert S. McNamara, President of the 
World Bank, stated at the IMF-World Bank Meeting in 
1972: 
“When the highly privileged are few and the desperately 
poor are many. . . and when the gap between them is 
worsening rather than improving. . . it is only a ques- 
tion of time before decisive choice must be made 
between the political costs of reform and the political 
costs of rebellion. ” 24 
The above statement was true in Ethiopia prior to 1974. 
There were millions without land but there were indivi- 
dual landlords whose aggregate land holding was half of, 
for instance, the Netherlands. Land was concentrated in 
the hands of the royal family, the church, the nobility 
and their associates, i.e. the same group which exer- 
cised the political power. Thus the owners of real estate 
~were also the most important rental recipients. How- 
ever, either because of the lack of political will or of the
8 

lack of compliance of tax laws, the amount of revenue 
derived by the State from Schedule B was insignificant. 
If the Haile Selassie Government had enforced its tax 
legislation, this would have increased the total tax 
revenue considerably. About 40 percent of the income 
of the landlords would have been transferred to the 

I 

Treasury by virtue of Schedule B alone. 25 
The land reform that took place in Ethiopia was some- 
thing quite different in its depth and magnitude from 
any other that has so far occurred in Africa. It is be- 
lieved to be comparable to the agrarian program of the 
Russian Bolshevik Party of 1917, 26 although the issue 
of implementation is, however, the crucial test. The 
land reform law did not merely limit the size of land- 
holdings to 20 hectares, but it did away with the private 
ownership of land by absentee landlords and to a great 
extent with the system of tenancy in areas where 
absentee landlordism was chronic, especially in the 
southern part of Ethiopia; In addition, no private 
farmer is now allowed to hire a laborer and the Govern- 
ment has recently issued a collectivization program 
which in principle abolishes private ownership of land. 
There is, however, great skepticism and caution about 
the implementation thereof. 
Due to the land reform and nationalization of urban 
land and buildings, the government has become the 
most important landowner. As a result, the tax struc- 
ture related to Schedules B and D has been drastically 
changed. The principal tax proclamations which amend- 
ed the tax law are the following: 
a) Rural Land Use Fee and Agricultural Activities 

Income Tax Proclamation No. 77/1976; 
b) Rural Land Use Fee and Agricultural Activities 

Income Tax Amendment Proclamation No. 152/ 
1978, and 

14. Income Tax Proclamation 1961, Art. 7(a) cum ~Art. 4(a). 
15. Id., Art. 4(b) and Art. 10(a) as amended by Proclamation 
255/1967, Art. 2(B)(b). 
16. Id., Art. 4(c) and Art. 12(3) Income Tax (Amendment). 
17. Id., Art. 3(d) as amended by Income Tax Amendment Pro- 
clamation 1967, Art. 2(i). 
18. Id., Art. 2(a)(ii). 
19. Id., Art. 2(a)(iii). 
20. Id., Art. 2(a)(iv). 
21. Income Tax Proclamation 1963, Art. 3(d) as amended by 
Proclamation No. 255/1967, Art. 2A. ‘ 

22. Income Tax Proclamation 1963, Art. 5. 
23. This disparity can best be illustrated from the following 
facts. While the lowest wage was about 18.2 birr per month, 
the range of basic salaries within the senior management ranged 
between 4,000 birr to 7,000 birr (exclusive of other allowances) 
for Ethiopians and about 10,000 bin for skilled expatriates. One 
way of distributing income often suggested by many persons is 
to use the fiscal instrument for imposing higher taxes at pro- 
gressive rates against the high income groups. See Y. Mekbib, The 
Impact of Volitional and Institutional Factors on Income Taxa- 
tion in Ethiopia, M. Phil. thesis (unpublished), University of East 
Anglia, June 1979.

_ 

24. See R.M. Bird, “Public Finance and'Inequality”, Finance and 
Development, 11 (7) (March 1974), p. 2. 
25. Mekbib at 301-302. 
26. Raul Valdes Vivo, Ethiopia the Unknown Revolution (Cru- 
dad de la Habana: Editorial de Ciencias Sociales, 1977), p. 94; 
Navina and David Ottaway, Ethiopia, Empire in Revolution 
(London: African Publishing Company, 1974), p. 8. 
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ORGANIZATION OF THE ECONOMY 
Economic organizations operating in rural areas (i. e. outside 
the boundaries of a municipality or a town) 

Agriculture: Agricultural cooperatives in peasant 
state enterprises to farm state-owned 
farms. 

Industry: Handicraft cooperatives engaged in 
small scale cottage crafts and indus- 
trial activities. 

Mining: State and foreign cooperation enter- 
prises to develop the mineral and oil 
potential of the country. 

Urban based or resident economic organizations engaged in 
predominan t/ y economic activities in rural and urban areas. 

Private: Co-operatives. 
Partnerships. 
Joint ventures. 
Private limited organizations. 

Mixed: Joint venture enterprises to facilitate 
international industrial cooperation 
between state and foreign private or 
state investors. 

Wholly state owned 
enterprises: State enterprises to engage in key 

industrial, mining, agricultural, com— 
mercial, trading and other economic 
activities. 

0) Income Tax Amendment Proclamation No.'155/ 
1978. 

The new laws do not, however, expressly state that 
Schedule B is to be omitted and that Schedule D is to 
be replaced by a new Schedule D. Under the new laws, 
income derived from the foflowing sources is subject 
to tax: 
a) Income or benefits in kind from employment, 27 

(Schedule A); 
b) Income from any trade, business, profession or 

vocation and from all other sources not specifically 
mentioned 28 (Schedule C); 

0) Income from dividends 
holders; 29 

d) Income from chance winnings; 30 
e) Income from royalties; 31 
f) Income from services rendered to persons or or- 

ganizations in Ethiopia by persons or organizations 
from abroad. 32 

distributed to share- 

3. Taxable persons 

Prior to 1978, income tax was paid by all persons, i.e. 
individuals and all forms of associations, 33 including 
partnerships but excluding entities with limited liabi- 
lity like joint stock companies. 34 
Now, in the post-1978 legislation, the taxable entity is 

the “organization”. The “organization” is defined as 
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“any government or privately owned juridical person 
or association that carries out business activities ex- 
cluding a cooperative society”. 35 However, the types 
andrlegal aspects of such organizations are not spelled 
out in any law, but it may be assumed that joint venture 
and state enterprises (companies) are now included. 
The following provides a brief description of the Ethio- 
pian tax structure on income from various taxable 
sources. 

B. Income from employment (Schedule A) 

1. Taxable source 

Tax under Schedule A is payable on income in cash or 
in kind from employment including salaries, wages, 
allowances, pensions, directors’ fees and other personal 
emoluments etc., 36 unless eXempted by the Minister of 
Finance. The tax is therefore imposed on payments in 
cash and benefits in kind arising from a contract of 
employment. 
Wages and other employment income received by a 
person not working in Ethiopia are considered to have 
their origin outside Ethiopia and are thus not subject 
to tax. 37 Persons who remain in Ethiopia for more than 
an aggregate of 183 days in any twelve-month period 
are liable for taxes due under Schedule A from the 
beginning of their stay. 38 
Pensions and other personal emoluments are without 
exception subject to tax under Schedule A. 39 
Benefits in kind are included in taxable income. There 
is no guideline for computing the value of benefits in 
kind, so that valuation of such benefits has to be ap- 
proved by the Income Tax Authority. ' 

2. Tax rates 
The tax on income from employment over 50 birr shall 
be levied and collected monthly according to Schedule 
A at the following rates: 

27. Income Tax Amendment Proclamation No. 155/1978, Art. 2 
(a) cum. Income Tax Proclamation 1963, Art. 4(a). 
28. Id., Art. 2(b) cum Income Tax Proclamation 1963, Art. 
4(c).

' 

29. Id., Art. 2(c). 
30. Id., Art. 2(d). 
31. Id., Art. 2(e). 
32. Id., Art. 2(f). 
33. Which according to Art. 404 of the Ethiopian Civil Code is 
defined as a group formed between two or more persons with a 
view to obtaining a result other than the securing of profit 
sharing. 
34. Income Tax Proclamation 1961, Art. 3(b). 
35. Income Tax Amendment Proclamation No. 155/1978, Art. 
2(1) cum Income Tax Proclamation 1961, Art 3(a) as amended. 
36. Id., Art. 4(a) cum Arts. 6 and 8. 
37. See also R.C. Means, Materials for Public Law (Faculty of 
Law, H.S.I.U., Addis Ababa, 1966), p. 24. 
38. Income Tax Regulations 1962, op. cit., Art. 11. 
39. Income Tax Proclamation No. 173 of 1961, op. cit., Art. 
4(a).
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Taxable income per month Tax rate on every additional 
(in birr) slice of income (%) 

50 - 250 10 
250 - 500 13 
500 - 750 19 
750 - 1 ,000 24 

1,000 - 1,250 29 
1,250 - 1,500 34 
1.500 - 1,750 ' 39 
1,750 - 2,000 44 
2,000 . 2,250 49 
2,250 - 2,500 54 
2,500 — 2,750 ' 59 
2,750 - 3,000 64 
3,000 ~ 3,250 69 
31250 - 3,500 74 
3,500 - 3,750 79 
3,750 and over 85 

Compared to the pre-1974 situation the tax rate has 
almost doubled for persons deriving income of about 
1,000 birr a month and it is more than three times that 
of the previous rate at the highest income bracket. It is 
not, however, clear why the Government has preferred 
the progressive rate method of taxing higher income 
groups when it has in fact put a ceiling on wages by 
administrative decision. Whether this policy of im- 
posing high tax rates is desirable when there are neither 
employees earning the taxable amount nor even the 
possibility of earning such an amount is an arguable 
point. 40 

3. Deductions 
The family circumstances of the taxpayer are not given 
ahy consideration under Schedule A. Contributions to 
provident, savings or pension funds as well as payments 
made at the termination of a contract of employment 
are deductible. ' 

The following categories of payments are excluded from 
computation of income taxable under Schedule A: 
(i) actual cost of medical treatment of employees pro- 

vided by the employer; 41 
(ii) allowances in lieu of means of transportation 

granted to employees in accordance with Govern- 
ment regulations or under the contract of em- 
ployment; 42 

(iii)travelling expenses incurred while on duty paid to 
employees by the employer; 43 

(iv)compensation for reasonable amounts of travelling 
expenses incurred by employees rebruited from 
other than the place of employment on joining or 
terminating employment or in connection with 
their leave. 44 

4. Exemptions 
The following are exempt from Schedule A tax: 
(a) the first 50 birr of income from employment; 45 
(b) employment income received from abroad by 

persons present in Ethiopia representing foreign 
business or other persons not doing business in 
Ethiopia, who are not employed or retained by any 
employer in Ethiopia, remaining in Ethiopia less 
than an aggregate of 183 days in any one year. 46 

10 

C. Rural land use fee (formerly Schedule B) 

1. Rural land use fee rates 

Rural land, i.e. land outside the boundaries of muni- 
cipalities and towns 47 which has been declared to be 
under public ownership, is subject to a land use fee 
payable at the following rates: '

. 

(a) Every farmer 48 who is a member of an agricultural 
producers’ cooperative is obliged to pay 5 birr;49 

(b) A farmer who is not a member of an agricultural 
producers’ cooperative is charged 10 bin; 50 

(c) Every Government agricultural organization pays 
2 birr per hectare on the total of its holdings. 51 

The above implies that the effective ownership of rural 
land is with the Government and a use fee or rent, as 
the case may be, is paid for the right to possess or use 
the land. The land use fee payable by individual farmers 
whose annual agricultural income is below 1,200 birr 
and who are members of an agricultural producers’ co- 
operative is collected by the local tax collector 52 (i.e. 
by a farmers’ association or any person authorized by 
the Inland Revenue Agency (IRA) 53) every year 
between the first of Tahsas (December) and 30th of 
Miazia (April). 54 Farmers’ associations or any persons 
authorized by the Inland Revenue Agency are 
paid two percent of the amount of the collection they 
make. 55 
However, rural land use fees from Government agricul- 
tural organizations and farmers whose annual agricul- 
tural income exceeds 1,200 birr are collected by the tax 
office, 56 i.e. the Inland Revenue Agency of the Minis- 
try of Finance, and any Provincial, “Awraja” or “Wore- 
da” income tax office, as well as any other office which 
the IRA may authorize in writing to implement the 
Proclamation. 57 

40. The same argument can be mhde for the taxing of agricul- 
tural land or income in a predominantly peasant society.

I 

41. Income Tax Regulations 1962, Art. 4(a). 
42. Id., Art. 4(b). 
43. Id., Art. 4(c). 
44. Id., Art. 4(d). 
45. Income Tax Proclamation No. 173/1961, Art. 7 (b) as 
amended by Income Tax Amendment Proclamation No. 155/ 
1978, Art. 3(b)(1). 
46. Income Tax Proclamation No. 173/1961, Art. 18(d). 
47. Rural Land Use Fee and Agricultural Activities Income Tax 
Proclamation No. 77/76, Art. 2(2). 
48. A farmer shall mean any individual farmer or one who farms 
land in common with others, any private organization or asso- 
ciation or any government agricultural organization other than ‘ 

agricultural research station having legal personality. 
49. Rural Land Use Fee and Agricultural Activities Income Tax 
Proclamation No. 77/1976, Art. 8(1) as amended by Proclama- 
tion No.152/1978, Art. 2(1)(1). ' 

50. Proclamation No. 77/1976, Art. 8(2) as amended by Pro- 
clamation No. 152/1978, Art. 2(1)(2). - 

51. Proclamation No. 77/1976, Art. 8(3). 
52. Id., Art. 10(2)(b). 
53. Id., Art. 2(8). 
54. Id., Art. 10(1). 
55. Id., Art. 44. 
56. Id., Art. 10(2). 
57. Id., Art. 2(7). 
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2. Rural land use fee and rural development 

The overall concepts of rural development, regional 
autonomy, etc. cannot be separated from the financial, 
political, economic, legal and administrative relation- 
ships between the central authority and institutions of 
local government and rural development. 
The municipalities and local authorities or the rural 
organizations do not have substantial financial auto- 
nomy to perform the duties which they have been 
delegated to undertake. The central government collects 
income earned from land and other sources located in 
rural areas. However, the country’s funds are not fairly 
distributed. 
If ownership of land is primarily in the hands of the 
State, it has the special responsibility of redistributing 
the national wealth more equitably. 53 

D. Income from business profits (Schedule C) 

1. Taxable source and taxable subjects 

Income from business profits is subject to a tax if 
derived by individuals, associations or incorporated 
bodies. The tax is imposed on gains accrued from eco— 
nomic activities except 59 those derived from humani- 
tarian, cultural, religious and social activities. 
Schedule C is also intended to apply to all sources of 
income not covered by the other Schedules including 
income from occasional rental of property. 60 
It is worth emphasizing that for tax purposes no dis- 
tinction is made between a branch and subsidiary. 
However, non—residents trading in Ethiopia through an 
agent are jointly responsible with the local agent for 
the filing of returns and for the payment of income tax 
which may be due ~by such non-resident. 61 Moreover, 
no payment Of any kind made by an Ethiopian branch 
to its foreign head office or by an Ethiopian company 
to its foreign parent or to another affiliated foreign 
company is accepted as a deduction from gross income 
unless it is a payment for services actually rendered 62 
and this service was necessary for the business and 
could not be performed by other persons or bodies or 
by the business itself at a lower cost. 63

‘ 

2. Individual income tax rates 

Individuals who derive income under Schedule C are 
subject to the following rates of tax: 
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Annual amount of income (in birr) ‘ Rate 

Under 300 10 birr 
300 r 500 

’ 

1s birr 
500 - 700 24 birr 
700 » 900 40 birr 
900 A 1,200 70 birr 

plus a percentage of each 
‘ additional slice 64 

1,200 r 3,000 11 
3,000 - 6,000 14 
6,000 - 9,000 20 
9,000 - 12,000 26 
12,000 - 15,000 33 
15,000 - 18,000 40 
18,000 - 21,000 47 
21,000 - 24,000 54 
24,000 - 27,000 61 
27,000 - 30,000 68 
30,000 - 33,000 75 
33,000 - 36,000 82 

Over 36,000 89 

One of the main reasons for doubling and tripling the 
tax rate payable by persons in high income brackets 
might have been to narrow the gap of income inequali- 
ty. But this objective has theoretically been achieved 
by the nationalization of land, buildings and industries 
and by putting a maximum ceiling on wages and 
property holdings. 

3. Taxable legal entities: “organizations” 

As was explained in the Introduction to this section, 
“organizations” are subject to income tax. 
Art. 4(c) of the 1961 Proclamation provides: 
“. 

. . [E]very . . . body 65 having an income as defined herein 
[i.e. in Art. 3(c)] is liable to pay income tax thereon... on 
income from any trade, business, profession or vocation and from 
any activity mentioned in subparagraphs (i), (ii) and (iii) of Art. 3 
((1) hereof and from any interest and from all other sources not 
specifically mentioned in paragraphs (a), (b) and (d) of this 
Article 4.”

‘ 

58. The writer is of the opinion that the Ethiopian fiscal system 
is not designed to promote rural development. It encourages 
centralization rather than decentralization. Moreover, it is an 
impediment to the basic principles of regional autonomy or self- 
rule. There can be no autonomy without a granting of power to ' 

the administrative agencies of the region to raise revenues from 
regional sources. 
59. Income Tax Proclamation No. 173/1961, Art. 4(c). 
60. Income Tax Amendment Proclamation No. 155/1978, Art. 
5(b) cum. Income Tax Proclamation No. 173/1961, Art. 12(d). 
61. Income Tax Proclamation 1961, Art. 36(b). 
62. Id., Art. 18(a). 
63. Id., Art. 18(b). 
64. Income Tax Amendment Proclamation No. 155/1978, Art. 
5(a)(b)(ii) cum Income Tax Proclamation 1961, Art. 12(b). 
65. “Body” means any incorporated body with limited liability. 
This generally refers to public and private companies with limited 
liabilities. See Income Tax Proclamation No. 173/1961, Art. 3(a).
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However, Art. 3(a) of Proclamation 173/1961 is deleted 
and replaced by Art. 2(i) of Tax Proclamation No. 155/ 1978 which provides: 
“Organization shall mean any government or privately owned 
juridical person or association that carries out business activities 
excluding a cooperative society.” - 

Any corporate body which carries out business activities 
therefore is considered to be an organization. It is not 
clear, however, whether such organizations are legally 
different from the business organizations formed under 
the 1960 Commercial Code or whether this change is 
merely a cosmetic one, replacing “company” by “or- 
ganization”. It appears that this change may be intended 
to pave the way for the imposition of tax on state enter- 
prises, joint ventures, or farmers’ organizations that are 
separate legal entities. 

a. Tax rates 
The tax rate payable by organizations as defined above 
is fifty percent. 66 

b. Deductions 
(i)Ordinary expenses - 

The general rule is that all expenses paid or incurre 
wholly, necessarily and exclusively for the purposes of 
creating income are deductible. No expenditure not 
wholly and exclusively incurred for the purpose of 
producing the income is allowed as a deduction. 67 
The following expenses are deductible from gross in- 
come in calculating taxable income under Schedule C: — the direct cost of producing the income, such as the 

direct COHSt of manufacturing and trading operations, 
of professional and vocational occupations, of ex- 
ploitation of woods and forestry and so on; 68 — general and administrative expenses connected 
therewith; 69 — depreciation, allowed under Articles 22 through 24 
of the Income Tax Regulation; 70 — premiums payable on insurance directly connected 
with the activity chargeable under Schedule C; 71 - commissions paid for services rendered to businesses 
or to persons or bodies engaged in a professional or 
vocational occupation, provided that: 
(a) said services were in fact rendered; 72 and 
(b) the amount paid as commission for said services 

correspond to the normal rates paid by other 
businesses or persons or bodies similarly situated 

' for similar services rendered in similar circum- 
stances; 73 — bad debts, 74 but not losses unconnected with or 

not arising out of the activity of the enterprise 75 or 
losses recoverable by insurance or contract of 
indemnity. 76 

(ii) Depreciation allowance for “capital” expenses 
The annual rates of depreciation for capital expenditure 
are as follows: '- buildings: five percent; — machinery: sixteen percent for the first year and 

twelve percent thereafter; — furniture: ten percent; - motor vehicles: twenty percent. 
In certain cases higher allowances may be approved by 
12 

the Income Tax Authorities if they are justified in 
respect to the probable life of the asset. 77 
Unless otherwise specifically prohibited by law or other- 
wise rejected by ‘the Internal Revenue Agency, the 
deduction and depreciation method which applies to 
legal entities also applies to individual and small busi- 
nesses. 

4. Investment exemptions 
In order to encourage foreign investment in Ethiopia the 
Haile Selassie Government issued various laws. These 
were the following: 
(i) Notice No. 10 of 1950; 
(ii) Investment Decree, 1963; and 
(iii)Investment Proclamation 1966. 
The above laws are still in force. 
a. Exemptions from profits tax 
The foreign investment laws of Ethiopia currently in 
force, inter alia, provide a five year tax exemption 
period for newly established agricultural, industrial, 
mining, transport‘and tourist enterprises which invest 
about two hundred thousand birr in Ethiopia prior to 
the commencement of their operation. 
An enterprise which invests an additional 200,000 bin 
in an extension or expansion of an existing enterprise 
may be exempted by the Minister of Finance from the 
tax on income derived from the additional investment 
for an additional period of five years from the date of 
the commencement of such operations, provided, how- 
ever, that the new extended or the expanded facility is 
operated as a separate technical unit with separate 
accounts and is earning a separate income.. 78 ' 

b. Exemption from customs and import duties of raw 
materials and machinery 

Moreover, agricultural and industrial machihes, imple- 
ments appliances, or parts thereof, which are imported 
by a person or enterprise having juridical personality for 
exclusive use in agricultural and industrial enterprises, 
are exempt from the payment of customs import duties, 
transaction taxes on imports, municipal taxes and all 

66. Income Tax Proclamation No. 173/1961, Art. 12(c) as 
amended by Income Tax Amendment Proclamation No. 155/ 
1978, Art. 5(b). Note that the maximum tax rate for individuals 
or non-organizations under Schedule C is higher than for or- 
ganizations.

’ 

67. Income Tax Proclamation 1961, Art. 16 cum Income 
Tax Regulation 1962, Art. 17(a). 
68. Income Tax Regulations 1962, id., Art. 16(a). 
69. Id., Art. 16(b). 
70. Id., Art. 16(c). 
71. Id., Art. 16(d). 
72. Id., Art. 16(c)(i). 
73. Id., Art. 16(e)(ii). 
74. Id., Art. 16(f). 
75. Id., Art. 17(b)(vii). 
76. Id., Art. 17(b)(viii). 
77. Id., Art. 24(b). 
78. Id., Art 19(3) see also Investment Decree 1963, Art. 5(2) 
as amended by Investment Proclamation 1966, Art. 9. cum 
Income Tax Proclamation 1961, Art. 19(b). 
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other taxes and duties levied on imports: provided, how- 
ever that similar goods are not being produced within 
Ethiopia. The Minister of Finance is authorized to issue 
regulations designating, by reference to items of the 
Customs Tariff, all goods which are subject to exemp- 
tion and specifying declaration forms which shall be 
submitted to the Customs Administration by persons 
claiming the exemption. 79 

0. Exemption for construction material for industrial 
enterprise 

Furthermore, upon the proposal of the Investment 
Committee, the Minister of. Finance is authorized to 
grant exemption from payment of customs import 
duties, transaction taxes on imports, municipal taxes 
and all other taxes and duties levied on imports, with 
respect to buildings, structural and other construction 
material provided that such building, structural and 
other construction material is being imported for 
direct and exclusive use in construction destined to 
house industrial enterprises but not for office or living 
quarters; and provided, further, that similar materials 
are not being produced within Ethiopia. 80 

d. Exemption for packaging materials 
Packaging materials and containers imported and used 
for the export of any goods manufactured locally are 
also exempt. 81 

e. Export duty relief 
Goods manufactured locally destined for export are 
exempt from export duties and transaction taxes on 
exports for a reasonable period of time if such exemp- 
tion is found necessary to assure the competitive posi- 
tion of these goods in export markets. 82 
The investment laws authorize the National Bank of 
Ethiopia to make available foreign exchange necessary 
to assure: - 

(i) The remittance of the profits of foreign investors 
to their countries of origin; 83 ‘ 

(ii) The repatriation of the net proceeds belonging to 
a foreign investor upon partial or total sale or 
liquidation of his investment; 84 

(iii)The payment of the interest and the repayment of 
approved foreign loans contracted by enterprises; 85 

(iv)The remittance of the savings of foreign personnel 
employed in Ethiopia by investors; 86 

(v) The purchase of replacement, spare parts and other 
materials and goods required in connection with 
their investment operations. 87 

f. Other exemptions 
The following categories of income are, inter alia, 
exempt from income tax: 
(i) income from interest received by persons on bank 

accounts;88 
.

‘ 

(ii) income paid to foreign Ire-insurers. 89 

E. Income from agricultural activities (Schedule D) 

1. Taxable source 

Under the new laws, “agricultural activities” mean: the 
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cultivation or development of rural land by any means 
and with the aid of any implement, regardless of whether 
or not the farmer processes it further by industrial 
means, the harvesting of crops as well as the breeding 
of livestock on such land, but excluding the following: 
(i) the exploitation of woods and forests for wood 

lumbering purposes; 90 
(ii) the processing of agricultural crops by a natural or 

juridical person other than the farmer who produces 
such crops; 91 ' 

(iii)other activities relating to agricultural forestry, 
breeding of cattle or maintaining pasture land in 
“cases where said activities shall be deemed to be re- 
gistered as commercial activities and pursued or 
conducted by a trader or a business organization, in 
accordance with the provisions of the Commercial 
Code of Ethiopia, and where the same is the princi- 
pal activity; 92 and 

(iv)notwithstanding the Cattle Tax Proclamation No. 
142 of 1954, breeding animals for domestic use. 93 

2. Taxable subjects 

a. Individuals: farmers 
(i) Declaration of income 
Each farmer has the duty to declare on the form issued 
by the Internal Revenue Agency, the amount of gross 
'annual income he realized. The tax due thereon is pay- 
able to the nearest tax collector or tax office between 
the lst of Tahsas (December) and the 30th of Miazia 
(April) or 30 days from the date of the realization of 
the income. 94 
Taxpayers are registered according to their annual de- 
claration. Every tax collector has the duty to register 
individual farmers as well as those members of agricul- 
tural producers’ cooperatives in the following catego- 
rles: — annual gross-income up to 600 birr; 95 
-— over 600 but not exceeding 900 birr; 96 — over 900 but not exceeding 1,200 birr; 97 — over 1,200 98 but not exceeding 6,000 birr. 

79. Transaction Taxes Proclamation 1963, Art. 6(a)(1). 
80. Id., Art. 6(a)(2). 
81. Id., Art. 6(f).' 
82. Id., Art. 12(a) cum Investment Proclamation No. 242/1966, 
Art. 7. 
83. Investment Proclamation No. 242/1966, Art. 8(1) cum 
Investment Decree 1963. . 

84. Id., Art. 8(2). 
85. Id., Art. 8(3). 
86. Id., Art. 8(4). 
87. Id., Art. 8(5). 
88. Id., Art. 18(c). 
89. Id., Art. 18(f) cum. Proclamation No. 155/1978, Art. 2(9). 
90. Id., Proclamation No. 77/1976, Art. 9(a). 
91. Id., Art. 9(b). 
92. Id., Art. 9(c). 
93. Id., Art. 9(d). 
94. Proclamation No. 77/1976, Art. 13. 
95. Id., Art. 14(1). 
96. Id., Art. 14(2). 
97. Id., Art. 14(3). 
98. Id., Art. 14(4).
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(ii) Assessment 
The above taxpayers are assessed by estimation of the 
potential crop yield which estimation is valid for a 
period of three consecutive years but such tax must be 
paid annually. 99 Loss of a harvest due to. difficulties in 
connection with or damage to the agricultural activity 
therefore is subject to relief that may be granted by the 
Ministry of Finance. 100 
The tax office has the responsibility of assessing and 
collecting taxes on income over 600 birr but not ex- 
ceeding 6,000 birr. 101 
A farmer who has an income of over 6,000 birr is re- 
quired to keep books of account and supporting docu- 
ments in accordance with the directives issued by the 
tax office. 102 In such cases taxes are assessed on the 
basis of the taxpayer’s annual return unless they are 
either unacceptable for the tax office in which case 
they will be assessed by estimation which is often 
arbitrary. 103 
The tax is assessed on the aggregate of the income 
realized or deemed to be realized from two or more 
agricultural activities, subject to tax under the new 
tax_ 104 

(iii)Tax rates 
Any farmer whose annual income from agricultural 
activities does not exceed 600 birr pays 10 birr. 105 
Moreover, an additional tax on income exceeding 600 
birr is levied at the following rates: 
Annual taxable income Tax rate on every additional 
in birr slice of income (%) 

600 - 1 ,200 10 
1,200 - 3,000 1‘] 

3,000 ~ 6,000 14 
6,000 - 9,000 20 
9,000 » 12,000 26 
12,000 - 15,000 33 
15,000 - 18,000 40 
18,000 - 21,000 47 
21 ,000 - 24,000 54 
24,000 - 27,000 61 
27,000 - 30,000 68 
30,000 - 33,000 75 
33,000 - 36,000 82 
36,000 and over 89 

(iv)Deductions 
No deductions are allowed for taxpayers deriving in- 
come below 1,200 birr. However, taxpayers earning 
above this figure may on request deduct in Whole or 
in part: 
(a) ar_1y fee.106 which includes the rural land use fee; 
(b) all expenses which are necessary and have been in- 

curred especially and directly for the realization of 
the annual income; 107 and 

(c) depreciation of movable and immovable fixed assets 
used in the agricultural activity to be deducted in 
accordance with the Income Tax Regulations 152/ 
1962 01' Regulations to be issued by the Minis- 
ter. 108 

However, the tax office may refuse to accept the de- 
claration as well as expenses demanded to be deducted 
from the gross income unless they are supported by 
satisfactory evidence. 109 
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It is not clear why 1,200 birr is the figure chosen to 
serve as the line of demarcation. It would appear to 
be better to have either an estimated deduction system 
for those taxpayers Whose tax liability is. assessed by 
estimation or not to allow any deductions for those who 
are required by law to keep books but are assessed by 
estimation on the grounds stated under Art. 21(2) and 
Art. 22. 

(v) Collection 
Income tax arising from Schedule E is collected by (a) 
local tax collectors, or (b) the tax office. The former are 
mass organizations like peasant associations and pre- 
sumably cooperatives. The tax office is a local branch 
of the Ministry of Finance and the government adminis- 
tration. The farmers’ associations are allowed to collect 
only income tax accrued from agricultural activities 
from a category of farmers whose annual gross income 
is less than six hundred' birr. Whether farmer's in such a 
category should be taxed at all is debatable. The writer 
believes that it is anti—developmental, unjust and un- 
equitable to tax farmers who are below the poverty 
line and exist at subsistence level. A better policy would 
be for the government to provide them with all that 
they need and impose tax thereon only after they 
manage to attain a‘ sufficient level of income. Neither 
the former nor the present government have seriously 
attempted to use taxation of agricultural income for 
rural development. While the predominant sources of 
wealth of the country at present are the land and the 
rural population, the latter is still suffering from the 
lack of basic needs and a resulting unequal distribution 
of resources between the rural and the urban popula- 
tion. 

b. Organizations 
Every organization defined above having income is 
liable for the payment of income tax. The tax rate for 
Government agricultural farms or corporate body or 
organizations is fifty percent of their taxable in- 
come. 110 ' 

For purposes of deductions, the tax office has the 
right to determine whether expenses submitted in ac- 
cordance with Art. 24 of the Proclamation stated above 
are to be deducted. 111 

99. Id., Art. 19(1). 
100.Id., Art. 19(2). 
101.Id., Art. 21(1) as amended by Proclamation No. 152/1978, 
Art. 4(1). 
102.Id., Art. 22. 
103.Id., Art. 21(2). 
104.1d., Art. 23. 
105.Id., Art. 17 as amended by Proclamation No. 152/1978, 
Art. 2(2). 
106.Id., Art. 24(1)(a). 
107.Id., Art. 24(1)(b). 
108.Id., Art. 24(1)(c). 
109.1d., Art. 24(2). 
110.Rural Land Use Fee and Agricultural Activities Income Tax 
Proclamation No. 77/1976, Art. 25(1). 
111.Ibid. 
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F. Withholding .taxes on income from specific sources 

In addition to the above, the following new income 
taxes are withheld at the rates specified below irrespec- 
tive of Whether it is paid to individuals or organizations: 
Income from: Withholding tax 
(i) dividends 25% 112 
(ii) chance winnings and tote 10% 113 
(iii) royalties 40% 114 
(iv) service rendered to any 

person or organization 
or cooperative society 
in Ethiopia by any per- 
son or organization 
from abroad. 10% 115 

In addition to the payment of taxes on income payable 
under the relevant Schedules foreign investors are also 
subject to an additional withholding tax at above rates. 

1. Dividends 

Under prior law, dividends received by shareholders 
from bodies incorporated (in Ethiopia were exempt pro- 
vided that amounts paid as dividends were included in 
the taxable income of the bodies making such pay— 
ments. 116 
However, as indicated above, dividends are taxed at the 
rate pf 25 percent in the post-197 4 tax reform. 

2. Royalties 

Royalties are taxed at the rate of 40 percent in the post- 
197 4 tax reform. However, there is no definition of the 
term. This is perhaps one manifestation of the fiscal 
crisis of the state. The tax authorities seek to impose a 
tax on income derived from undefined activity. This is 
bound to encourage tax litigation. There is not even an 
indication of whether the tax is imposed on a gross or 
net basis. 117 

3. Tax on payments for services 
Income derived from services rendered to any person or 
organization or cooperative society in Ethiopia by any 
person or organization from abroad is subject to a 10 
percent income tax. 118 
Whether the introduction of the new law is an anti- 
avoidance measure for commissions paid for services 
rendered to business stipulated in Art. 16(e) of Income 
Tax Regulations, 1962 or whether it is a tax imposed on 
technical assistance services or other categories of ser- 
vices is not clear. 

G. Tax treaties and the avoidance of double taxation 

Ethiopia has not as yet concluded any tax treaty for 
avoidance of “double taxation” on income or capital 
with any country with the exception of income arising 
from shipping and air transport. From the viewpoint of 
foreign investors, therefore, the usual “double taxation” 
argument applies. It is worth emphasizing to note that 
in the Ethiopian tax system a tax is imposed on the 
income derived from activities where the Ethiopian 
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State exercises sovereign territorial including offshore 
jurisdiction. 
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BRAZIL: The Supplementary lncomeTax 
(Imposto Suplementarde Renda) 
on Dividend Distributions 
by Paulo Kantor* 

1. The supplementary income tax (Imposto Sup- 
lementar de Renda) (ISR) was instituted by Law No. 
4,131, of September 3, 1962, and amended by Law 
No. 4,390, of August 29, 1964, and is presently regulated 
by the supplementary provisions of Normative Ruling 
No. 2, of September 12, 1969 (IN 2/69), as amended 
by Normative Ruling No. 17, of April 30, 1971 (IN 
17/71), both issued by the Secretariat of Federal 
Revenue, and article 348 of the Income Tax Regulations 
(RIR) approved by Decree No. 76,186, of September 
2, 1975. 

2. Generally speaking, the profits and dividends which 
Brazilian companies remit to individuals or entities 
resident or domiciled abroad are subject to the with- 
holding of income tax at source at the rate of 25 
percent, in accordance with articles 344—1 and 343(a) 
of the RIR. 

3. Regardless of the above form of taxation, when the 
average of profits or dividends remitted during a three- 
year period exceeds 12 percent of the capital and re- 
investments capitalized and registered by the Central 
Bank of Brazil (Central Bank), ISR will be levied on 
the excess, at the following rates: ' 

— remittances over 12 percent and up to 15 percent 
of the capital and reinvestments: ISR — 40 percent 
on the excess; — remittances over 15 percent and up to 25 percent 
of the capital and reinvestments: ISR — 50 percent 
on the excess; and 

—- remittances over 25‘ percent of the capital and re- 
investments: ISR - 60 percent on the excess. 

4. Thus, two factors must be considered in ascertaining 
the existence of excess remittances and of possible ISR 
tobe paid: (i) the average capital of the foreign investor 
in the Brazilian investment recipient, and (ii) the re- 
mittances of profits or dividends abroad, both relating 
to a specific period of time, i.e. the three-year period. 

5. It is worthy of mention that, in spite of the fact 
that the period of time determining the taxation of ISR 
is a three-year period, ascertainment of the excess 
remittances must be made annually, since each year 
will represent the end of a new three—year period, as 
shown below: 

lst 3—year period 3rd 3-year period 

1973 1974 1975 1976 1977 1978 

2nd 3—year‘period 4th 3—year period 
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The Editors of the Bulletin for International Fiscal 
Documentation are proud to publish this article 
on the Brazilian Supplementary Income Tax by 
Mr. Paulo Kantor. However, this tax is only part 
of the Brazilian corporate income tax system 
which consists of the following taxes: 
Corporate income tax on the income of legal 
entities: normal rate, 30 percent, but for cor- 
porations which have opted for consolidated 
returns, 32 percent. 
Profit distributions tax at a rate of 5 percent on r 

all profit distributions of legal entities including 
remittances by Brazilian branch offices to their 
foreign head offices. 

Tax on excess reserves at a rate of 25 percent on 
any increase of a Corporation’s reserve funds 
above a sum equal to its paid-in capital (as ad- 
justed for inflation). A number of reserve funds 
are not considered in computing the tax. 
Supplementary income tax, which is the subject 
of this article. Note that this tax also applies to 
branch profits of foreign corporations. 

See for more detailed information our loose-leaf publication, 
Corporate Taxation in Latin America. 

When due,» ISR must be paid within 30 days from the 
end of the three-year period in which the excess re- 
mittance abroad has been verified. 

6. The average capital of the three-year period must 
be computed in accordance with the number of days 
in which the capital and capitalized reinvestments of 
the foreign investor have actually remained in the 
Brazilian company within the three-year period, in 
accordance with the registrations effected by the 
Central Bank. 

The investments pending registration at the Central 
Bank may be included in the calculation of the average 
capital of the three-year period, from the accounting 
entry of the Brazilian company which received the 

* Member of Pinheiro Neto & Cia. -- Advogados, graduated 
in 1976 from the Law School of Faculdades Metropolitanas 
Unidas, in $50 Paulo, SP, Brazil.
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investment. A later readjustment, if necessary, will have ‘ 

to be made after the respective, registration by the 
Central Bank. 

Example I 

1st year 

foreign capital registered at the Central Bank ........ 75 

2nd year 
foreign capital registered at the Central Bank ...... I . . 75 

3rd year 

foreign capital registered at the Central Bank ........ 150 

(1st year) (2nd year) (3rd year) 

Average capital of _ (75 x 365 days) + (75 x 365 days) + (150 x 365 days) 
the 3-year period 

_ 
3 years (365 days x 3) 

_ 27,375 + 27,375 + 54,750 109,500 _ 100 ‘ 
1,095 days 

‘ 
1,095

’ 

7. For effects of ISR taxation, the average amount of 
the profits or dividends remitted abroad in the three- 
year period may not exceed 12 percent of the average 
capital of the same period. Thus, in Example I, for an 
average capital of 100, the average of the remittances 
may reach up to 12 (12 percent) at the end of the three— 
year period, without ISR being due (the average of 12 
percent corresponds, of course, to amounts that total 
36 percent of the average capital in the three years 
computed).

~ 
Example II 

Capital Remittances permitted 

1st yéar 75 x 12% 9 
2nd year 75 x 12% 9 
3rd year 150 x 12% 18 

300 36 

Three-year period (see Example I) 12 (9+9+18)¥a 
(average amounts) 3 years 3 

As verification of whether or not there are excess re- 
mittances is made at the end of the three-year period, 
the 12 percent limit will not have to be observed for 
each year, since it is admissable to compensate the short- 
fall of one year with the excess of another, as follows: 

Example Ill 

Remittances Remittances 
Capital permitted effected Shortfall Excess 

1st year 75 9 0 9 0 
2nd year 75 9 1 1 O 2 
3rd year 150 18 25 O 7 

36 36 9 9 

Three-year period 100 12 12 O 0 
(average‘ amounts) 

As may be seen, in the above example the annual ex- 
cesses were absorbed by the shortfalls, without any 
excess of remittances being verified at the end of the 
period. A reservation must be made, however, for the 
fact that compensation is admitted only between the 

. years of one and the same three—year period. Shortfalls 
verified in one three-year period may not be compensated 
(in case the remittances abroad corresponded to 34 
percent of the average capital, for example), by re- 
mitting profits or dividends with an excess of 2 percent 
in the following three-year period, without ISR taxation. 
8. The diagram appearing in paragraph 5 shows that 
the last two years of a three-year period will be the 
first two years of the following three-year period. Article 
41 of IN 2/69, as amended by IN 17/71, specifies that 
the remittances of the last two years of a three-year 
period will be considered, in the first two years of the 
following three-year period, in the following manner: 
(i) if there was no excess in the previous three-year 
period, in the amounts actually remitted, and 
(ii) if there was an excess of remittances in the previous 
period, in the amount corresponding to 12 percent of 
the average capital of each one of said years. 
9. The practical result of this rule is to make it re- 
commendable, at times, to remit profits or dividends 
abroad with an excess, in 'order not to overburden 
the limit of the following three-year period. 

Example IV, without excess remittances: 

1st 3—year period 2nd 3—year period 

1975 1976 1977 1976‘ 1977 1978 
remittances effected 0 0 36% 0 36% 0* 

* (any remittance in 1978 will be an excess and incur ISR taxation) 

Example V, with excess remittances: 
‘Ist 13-year period 2nd 3—year period 

1975 1976 7977 1976‘ 1.977 1978 
remittances 
effected 0 O 37% 12% 12% (12%)* 

y 

' (1%excess) ’ 

* (availability for remittance in the year 1978, without constituting 
an excess). 

10. Even though it is not adopted by the 
federal tax authorities, which follow the criterion 
indicated in alternative (11) below (as per Normative 
Opinion No. 77/78, of the Coordination of the Taxation 
System), there is another interpretation of article 41 of 
IN 2/69, in the sense that only the remittances that 
exceed 12 percent of the average capital will be reduced 
to 12 percent in the three-year period following that in 
which an excess has occurred, the remittances below 
the same 12 percent being maintained in the amounts 
actually remitted. 

Example VI 
Alternative 1 Alternative || 

1975 1.976 7.977 7976' 7977 1978 or 1976 1977 1978 
O O 37% O 12% (24%) 12% 12% (12%) 

(excess) (without excess) (without excess) 

18 © 1980 International Bureau of Fiscal Documentation — BULLETIN



Sri Lanka: Budget 1980 
Reproduced below is an extract from the Budget Speech for 1980 pre- 
sented in November 1979 by Mr. Ronnie de Mel, the Minister of 
Finance and Planning of the Democratic Socialist Republic of Sri 

Lanka. The extract only covers the proposed tax changes. 

Mr. Speaker, I now come to my tax proposals. A favourable climate for 
savings, investment and growth has been established by the exchange, mone- 
tary and fiscal policies of this Government. A simplified and restructured tax 
system has been brought into existence with the passage of the Inland 
Revenue Act No. 28 of 1979. I hope in the near future to present a new and 
revamped Estate Duty Act and a new Stamp Act. However, there still remain 
certain areas, where further incentives and relief are required to trigger off 
productive investment which is the surest foundation for increasing employ- 
ment and raising the living standards of thepeople. While we concentrate on 
investment and growth, the Government is equally conscious of the' need to 
ensure that the fruits of this increased prosperity are shared by as large a 
number of people as possible. It is with these objectives in view that Inow 
unfold my proposals relating to taxes. 

(A) Taxation of companies 

Mr. Speaker, in order to encourage com- 
pany formation I reduced the non-refund- 
able tax on companies from 60 percent 
to 50 percent last year. Even with this 
reduction, from the point of view of the 
local investor, the current rate of return 
on investment in equity capital of limited 
liability companies, is not attractive when 
compared to the alternative options 
available to him. The company form of 
business organisation should be actively 
encouraged to attract the small investor 
into its fold. To achieve this end, not only 
should investment in equity capital be 
made more attractive through the prospect 
of better yields, but the tax concessions to 
companies should be geared to induce 
corporate business to become more broad— 
based. Fiscal policy should be designed to 
reactivate the capital market which is a 
valuable adjunct of the financial system in 
ensuring the flow of funds for investment. 
There is also the need to attract foreign 
capital not merely into the Investment 
Promotion Zone where enterprises are 
geared to the export market, but outside 
the Zone as well. If joint investment out- 
side Zone_ between local entrepreneurs and 
foreign investors is to be encouraged, then 
the relevant tax rates should be comparable 
with those in other developing countries 
in our region. 

(1') Resident companies 
7 Mr. Speaker, you will, therefore appreciate 
that there is a strong case for consideration 
being given to lowering of the rate of tax 

on companies, particularly companies 
which are truly broad-based where even 
the small investor gets a chance to partici- 
pate in the investment. We already have a 
concessionary rate of tax of 40 percent in 
respect of People’s Companies in contrast 
to the rate of 50 percent applicable to 
other resident companies. Unfortunately, 
however, the People’s Company concept 
with its restrictive conditions, has not 
proved to be popular in this country. Mr. 
Speaker, with the primary objective of 
broad-basing limited liability companies. I 

wish to offer a package of. incentives. 
Firstly, I propose to extend the conces- 
sionary rate of tax of 40 percent to cover 
all public limited liability companies, 
whose shares are quoted and who make 
available for purchase by the general 
public a stipulated minimum percentage» 
of shares. I expect such companies to be 
public in true sense of the word. Secondly, 
I also propOSe to do away with the 331/3 
percent withholding tax on the dividends 
declared by such companies. Dividends 
will, however, be taxable in the hands of 
the shareholders. Thirdly, I propose to 
exempt completely from tax, the capital 
gains that arise from the transfer of owner- 
ship of shares in such companies. At pre- 
sent capital gains on the transfer of shares 
in GCEC enterprises enjoy this exemption. 
Finally, I also propose to exempt from tax, 
capital gains which arise on the conversion 
of a proprietary concern or a partnership 
to a public company that is broad-based. 
However, this concession will be available 
only where the assets are transferred to 
the new company at the valuation of Slst 
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March, 1977, for Wealth Tax: purposes. 
Such a restriction is necessary to prevent 
attempts at tax avoidance. With the pros- 
pect of higher dividends due to the reduc- 
tion of the rate of tax and the removal of 
the withholding and capital gains tax. I 
expect the small saver to participate in the 
economic progress of the country. I also 
hope that these measures will help to 
reactivate the Colombo Share Market and 
lead to the _creation of more broad-based 
public companies and a full fledged Stock 
Exchange in due course. 

(ii) Withholding tax on dividends 
Mr. Speaker, I have already announced 
that the withholding tax of 331/3 percent 
deducted at source on dividends will not 
apply to broad-based companies whose 
shares are quoted. As regards the with- 
holding tax on all other companies, I 
propose to reduce the rate to' 20 percent. 

(iii) Exemption of dividehds 
Mr. Speaker, there is also an anomaly that 
exists at present in regard to the exemption 
of dividends from tax. Dividends declared 
by a company carrying on an exempt 
undertaking are exempt in the hands of the 
shareholders in so far as the dividends are 
declared out of exempt profits during the 
period of the tax holiday or the year im- 
mediately succeeding. This exemption is 

presently available to every shareholder 
irrespective of whether such shareholder 
is an individual, a company or any other 
person. However, in the case of a com- 
pany which receives exempt dividends, and 
pays it out in the form of dividends to its 
shareholders, such dividends become liable 
to tax in the hands of the shareholders. 
This is clearly an anomalous situation. 
Mr. Speaker, I, therefore, propose to 
amend the Inland Revenue Act to exempt 
from tax, dividends which are declared out“ 
of exempt dividends received by a com- 
pany so long as they are paid out as divi- 
dends in the year in which the exempt 
dividends were received or in the year 
immediately succeeding. 

(B) Taxation of individuals 

Mr. Speaker, the present maximum mar- 
ginal rate of tax for individuals is 70 per- 
cent. High marginal rates induce a greater 
degree of evasion and compel governments 
to have recourse to periodic tax amnesties. 
Amnesties by and large discriminate against 
the honest taxpayer. Greater compliance 
with tax laws and less evasion can be in- 
duced by reasonable rates of tax. More- 
over, high marginal rates can also exert an 
adverse effect on incentives to work, save 
and invest. They hamper growth. Mr. 
Speaker, I, therefore, propose to reduce 
the maximum marginal rate of tax on 
individuals to 55 percent. A differential of 
5 percent and 15 percent respectively 
between this rate and 50 percent on
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ordinary resident companies and 40 per- 
cent on broad-based companies, is intended 
to encourage company formation and 
growth. I do not expect any significant loss 
in revenue as a result of this measure, as 
loss evasion is likely to take place. 

(C) Taxation of terminal benefits of 
private sector employees 

Mr. Speaker, all public sector employees 
were exempted from income taxes both on 
their employment income as well as on 
their superannuation benefits, with effect 
from the year of assessment 1979/80. This 
was done particularly in View of the highly 
rigid salary structure in the public service, 
particularly in the management grades, 
where salaries are well below the level of 
their counterparts in the private sector. It 
is my intention now to provide some relief 
to private sector employees too. This relief 
will apply to terminal benefits of these 
employees especially those in the lower 
ranks who are nearing retirement. Terminal 
benefits often represent the only saving of 
their lifetime, the real value of which has 
unhappily been eroded with inflation over 
the years. 

Mr. Speaker, the terminal benefits which 
private sector employees receive are now 
liable at a single rate of tax determined by 
the average rates for the last three years of 
assessment, subject to a maximum of 15 
percent. I intend adopting a more straight- 
forward and rational system while afford- 
ing substantial relief to lower rank em- 
ployees by exempting the first Rs. 50,000 
of such benefits from tax altogether. The 
rates of tax on all terminal benefits, which 
I propose to levy will be as follows: 
On the first Rs. 50,000 . . . . Nil 
On the next Rs. 25,000 . . . . 5% 
On the next Rs. 25,000 . . . 10% 
On the balance — 

. . . . 15% 
This concession will be made available only 
if the benefit paid by an employer is on the 
basis of a scheme under which payments 
are made to all employees of the enterprise 
under a common set of rules. 

(D) Charitable institutions 
Mr. Speaker, in the last Budget I reduced 
the tax rate on religious and charitable 
institutions from 23 percent to 20 percent. 
The present position is that a charitable 
institution is not liable to tax if its assess- 
able income for a year does not exceed 
Rs. 12,000 whereas if it exceeds this figure 
the. entirety of its income is liable. I 

propose to grant' a measure of relief to 
these institutions by giving a tax free 
allowance up to Rs. 12,000 for all chari- 
table institutions in future. 

(E) Wealth tax 

Mr. Speaker, representations have been 
made to me regarding the hardships caused 
20 

by the general escalation of property 
values. Consequently taxpayers, if they are 
to declare the current true market values of 
property, will be confronted with substan- 
tially increased liability on capital taxes. 
This increased tax liability is not sufficient- 
ly compensated by the increase in incomes 
from such properties if true market values 
were to be declared by taxpayers. Wealth 
Tax has in these circumstances become a 
highly confiscatory tax, even if the asset 
were to be put to its optimum use. This 
is particularly true of immovable proper- 
ties like houses. I, therefore, propose to 
provide for the freezing of values of im- 
movable property at their values as on 31st 
March, 1977 for Wealth Tax purposes. A 
similar provision will also be made in res- 
pect of Estate Duty and Gifts. 

(F) Capital allowances 

Mr. Speaker, last year, I announced my 
intention to do away with the scheme of 
lump sum capital allowances for plant, 
machinery, fixtures and buildings and to 
replace it with effect from lst April, 1980 
with a new scheme of capital allowances 
based on a fixed percentage of the cost of 
acquisition or construction as the case may 
be, to be written off over a period of years. 
I allowed the scheme of capital allowances 
then in existence to continue for a year 
till 3151; March, 1980. This was because I 
felt that industries starved of machinery 
and equipment during the last regime 
should be able to take advantage of the 
liberalisation policy and modernise and ex- 
pand their production capacity without 
undue liquidity problems. Representations 
have been made to me that the grace 
period of one year that was granted was 
inadequate for investors to get down 
machinery and equipment. I am firmly 
convinced that in the long term interests 
of the economy, the lump sum capital 
allowances should be replaced as proposed 
last year. Nevertheless, I admit that the 
time given to take full advantage of the old 
scheme is insufficient. I, therefore, propose 
to continue the scheme of capital al- 
lowances which was to have ended on 3lst 
March, 1980 for another 2 years only. 

(G) Incentives to employers for the 
construction of houses 

Mr. Speaker, I wish to provide incentives 
to employers who contribute towards the 
easing of the currently acute problem of 
housing. I propose to make them eligible 
to claim the monies expended on housing 
for their employees as “qualifying pay- 
ments” and hence deductible from their 
assessable incomes. Employers who con- 
struct houses for occupation by employees 
with a floor area not exceeding 1500 sq. ft. 
could claim expenditure incurred on the 
construction of such residential houses as 
“qualifying payments”. In the event of 
the houses being sold to employees how- 

ever, such sale proceeds will be taxable as 
' capital gains, since the cost of construction 
would have been allowed as a deduction. 

(H) Penalties for non-payment of tax in 
default 

Mr. Speaker, Section 125 (2) of the Inland 
Revenue Act stipulates the following 
penalties where any tax due whether under 
the self-assessment scheme or on an assess- 
ment issued by the Department, is not paid 
by the due date:

‘ 

1. An automatic penalty of 5 percent of 
the amount of tax due, if the tax is 
not paid on or before the due date; 

2. Where the tax is not paid before the 
expiry of 30 days after the tax has 
begun to be in default, an additional 
penalty of 5 percent in respect of each 
further period of 3 months or part 
thereof during which tax is in default. 

The maximum amount leviable as a penalty 
on tax in arrears is 25 percent per annum 
of the tax outstanding. 
I am of the view that the penalties levied 
should bear some relation to the prevalent 
rates of interest. Otherwise as it happens 
now, even taxpayers who can well afford 
to pay the tax due, will postpone tax pay- 
ments and utilise such funds for further 
investment. Non-compliance has to be 
taken more seriously, once compliance 
has been made less burdensome, as I have 
done, by moderating its incidence. I, there- 
fore, propose to increase the ceiling on the 
amount of the penalty payable from 25 
percent to 50 percent, the penalties in- 
creasing by 5 percent for each quarter that 
tax is in default. 

(I) Tax incentives 

(1) Property development_ projects ap- 
proved by the Urban Development 
Authority, contract work forMahaweli 
Development, import substitution in- 
dustries of a pioneering nature 

Mr. Speaker, in order to enable high 
priority national projects such as the 
Mahaweli and Urban Development to be 
completed within the target dates, I pro- 
pose to extend certain tax concessions to 
new companies as an incentive towards the 
quick implementation of these projects. 
Whilst we have already extended every pos- 
sible concession to GCEC enterprises and 
export-oriented ventures outside the Free 
Trade Zone, there is still some need to also 
consider certain import substitution indus- 
tries and industries of a pioneering nature 
for the grant of similar tax concessions. 
This is necessary if our industrial develop- 
me'ntt' is to be more widely and securely 
based. It is for these reasons that I propose 
to offer tax éoncessions to new companies 
"engaged solely in 
(a) contracts in respect of irrigation works, 

clearing of lands etc., with the Maha- 
weli Development Board; 

© 1980 International Bureau of Fiscal Documentation — BULLETIN



(b) import substitution industries and in— 
dustries of a pioneering nature; 

and approved by the Minister of Finance 
and Planning. 
These companies will be granted a five year 
tax holiday. Dividends declared out of ex- 
empt profits will also be exempt and in- 
vestment in shares of such companies will 
be treated as “qualifying payments” enabl- 
ing the investor to claim relief from his 
assessable income. To qualify _for these 
concessions, the companies should be broad- 
based public companies whose shares are 
quoted in the market. 
Tax concessions will also be granted to new 
companies engaged solely in property 
development projects recommended by the 
Urban Development Authority and ap- 
proved by me. They will be entitled to 
the same concessions except that the tax 
holiday on profits and dividends will be for 
10 years in their case. Such companies will 
have to become public companies and get 
their shares quoted in the share market 
within two years of commencement of 
business. 

(2) Foreign Currency Banking Units 
The Central Bank has recently launched 
Foreign Currency Banking Unit Scheme, 
with the objective of establishing a full 
fled‘ééd off-shore banking centre in Sri 
Lanka and making available financial 
facilities at competitive rates of interest 
to GCEC enterprises. It is necessary to give 
every possible incentive to these banking 
units and I propose to offer the following 
conceSsions to them — 
(a) Depositors of foreign currency with 

Foreign Currency Banking Units 
(FCBU) will be exempted from in- 
come tax on their interest income; 

(b) Foreign Currency Banking Units will 
be granted tax exemption on their pro- 
fits from off-shore transactions and on 
certain designated on-shore foreign 
currency transactions. 

(3) A package deal for the gem industry 
Mr. Speaker, smuggling of gems has always 
been a problem in this country and in 
every country where gems are found. Ex- 
porters of gems through legal channels are 
offten in a disadvantageous position vis-a- 
vis the smugglers who offer higher price for 
gems in the local market. It is also a trade 
where the primary producer, the miner, 
has been always forgotten. He is often at 
the mercy of exploitative middlemen. No 
scheme evolved for the gem industry up- 
to-date has given sufficient consideration 
to the small man — the actual miner and 
the gem worker. I propose to do what I can 
to help these categories who really produce 
the gem wealth of the country. I also feel 
that there is a great potential for jewellery 
exports if only the required incentives 
could be provided. This will provide an op- 
portunity for our traditional craftmen to 

enjoy some part of the handsome benefits 
that acucre to the trade. 
Mr. Speaker, I, therefore, intend offering 
the gem and jewellery industry a package 
deal ‘which will benefit all those in the 
industry from the miner to the eventual 
exporter. 
It will 
(i) ensure a better price to the gem miner; 
(ii) channel gem exports through official 

channels as far as possible; and 
(iii) promote the export trade in jewellery. 
The policy package will 
following: 

embody the 

(a) Weekly gem auctions to be conducted 
by the Chamber of Commerce at chosen 
locations to encourage miners and 
dealers to sell their stones, rough as 
well as cut, in the open market. The 
Gem Corporation too will be a buyer 
at these auctions. These auctions will 
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initially be held at Colombo, Ratnapura 
and Matale. 

(b) As an encouragement to miners and 
dealers to sell through auctions, ex- 
emptions from income tax of profits 
from the sale of stones sold at the 
auction will be granted. These sales 
will also be exempt from Business 
Turnover Tax; * 

(0) Exemption from income tax will be 
granted on profits from all gem ex- 
ports as well. At present, only profits 
from the sale of gems to the Gem Cor- 
poration and from exports made 
through the Corporation are exempt. 
Export sales will, however, be subject 
to Business Turnover Tax at 5 percent; 

(d) Manufacturers and exporters of jewel- 
lery can avail themselves of the tax 
concession presently available up to 
1983 for small and medium-scale in- 
dustries and the five year tax holiday 
available for manufacture for export; 

(e) Exports of jewellery will be liable to a 
Business Turnover Tax of 2 percent. 

Mr, Speaker, these are considerable con- 
cessions to the gem and jewellery industry. 
I hope the industry will respond in a 
positive manner and establish itself as a 
leading foreign exchange earner for the 
country, 
If despite these concessions, persons still 

indulge in smuggling, it would be a crime 
against the nation. I propose, therefore, 
to introduce severe penalties for infringe- 
ment of any rules and also provide rewards 
to informants who bring to our notice such 
infringements. A fine of 300 percent of the 
value of the gems will be imposed on any- 
one detected attempting to smuggle gems or 
violating gem licence regulations. Infor- 
mants will be paid a reward of 100 percent 
of the value of the gems detected on in- 
formation given by them. The condition 
on which licences are presently issued by‘ 
the State Gem Corporation will be strictly 
enforced both as regards miners as well as 
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dealers in gems. I hope these measures will 
lead to a reduction in smuggling and the 
revitalisation to the gem industry. 

(4) Incentives for entrepot trade 
Mr. Speaker, Sri Lanka is located in an 
advantageous position in relation to both 
shipping and airline routes and can be, in 
my opinion, developed as a centre for a 
lucrative entrepot trade catering to other 
countries in our region. To attract activities 
of this nature, infra-structural support in 
the form of quick and efficient com- 
munication links with major cities, a well 
organised banking system and adequate 
bonded warehouse facilities are essential. 
At a time when we are developing these 
services to ensure the sucess of the Invest- 
ment Promotion Zone and giving every! 
encouragement to off-shore banking, we 
must also try to derive the maximum ad- 
vantage from our investment in these ser- 
vices- I wish, therefore, to include a pro- 
vision in the Inland Revenue Act, granting 
exemption from income tax on the profits 
from entrepot trade in respect of specified 
commodities. Some of the likely commo- 
dities that could be traded on this basis 
are precious metals and precious stones not 
mined in Sri Lanka, petroleum products 
and other primary produce not produced 
in Sri Lanka. 

(5) Exemption of presidential awards and v 

government awards to inventors 
I also propose to amend the Inland Reve- 
nue Act to exempt from income tax cash 
prizes given together with presidential 
awards and cash prizes to be given to in- 
ventors by' the Government with a View 
to encouraging new research and inventions. 

Mr. Speaker, my tax proposals 'and the 
incentives I have offered are in line with 
our basic objectives of investment and 
quick economic growth. They cost very 
little in terms of loss of revenue. I expect 
my pre-budget income tax revenue to come 
down marginally by Rs. 12 million in 
respect of corporate taxes and Rs. 18 mil- 
lion in respect of non-corporate taxes. Con- 
sidering their long-term, or even for that 
matter, their short-term effects, they 
should in fact be self-financing by inducing 
increased production and exports, and less 
tax evasion. Fiscal policy is not merely a 
question of taxing regardless -of circum- 

incidence of the consequential 
effects of taxing. As Colbert, one of the 
greatest Finance Ministers of all time said, 
“The art of taxation consists in so plucking 
the goose as to obtain the largest amount 
of feathers with the least possible amount 
of hissing”. 

Mr. Speaker, let me now come to the next 
set of proposals which will assist me in the 
task of collecting revenue:
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(J) Withdrawal of tax exemptions from 
public corporations which are 
statutorily exempt 

Mr. Speaker, I have already referred to the 
massive investment in public corporations 
which successive Governments have under- 
taken, mostly with loan funds, on which 
interest is payable by the Government. 
The returns received by Government in 
relation to the capital employed have been 
very disappointing, being less than 2 per- 
cent. The system of levies on corporations 
which has been tried out in the past by the 
Treasury, has led a; lack of uniformity and 
has tended to penalise the relatively more 
successful corporations, just because they 
have proved to be more efficient. On the 
other hand, statutory provisions currently 
exempt from income tax the profits of 
certain corporations and statutory boards. 
Such exemptions may be justified, as in the 
case of new industrial undertakings, pro- 
vided the concession is limited to a period 
of time sufficient to enable them to 
become viable enterprises. The continua- 
tion of these exemptions beyond this 
period is, however, indefensible. I, there- 
fore, propose to withdraw the present 
statutory exemption conferred on the 
National Lotteries Board, Sri Lanka Broad- 
casting Corporation and on the Sri Lanka 
Insurance Corporation in respect of its 
profits from the business of life insurance. 
These enterprises have now been in ex- 
istence for a long period of time and are 
certainly viable enough to meet any normal 
tax liabilities. The additional income tax 
revenue I hope to collect as a result would 
be in the region of Rs. 30 million. 

(K) Nob-citizens employed in Sri Lanka 

The existing provisions in the Inland Reve- 
nue Act confer an exemption on the 
emoluments arising in Sri Lanka of a non- 
citizen who being a scientist, technician, 
expert or advisor is employed by Govern- 
ment or any public corporation or institu- 
tion approved by me. There is also pro- 
vision in the Act to exempt foreign person- 
nel employed by the hotel industry. 
Mr. Speaker, there is no reason whatsoever 
why non-citizens of any category should be 
granted full exemption. The loss to revenue 
could be considerable. I am of the view 
that they should be subject to income tax, 
though not on the basis of the existing rate 
schedules. I, therefore, propose in future to 
levy a flat rate of tax at 25 percent on all 
non-citizens employed in all undertakings. 
However, employees who have already 
been granted an exemption under the exist- 
ing provisions will continue to enjoy the 
benefit. This scheme of preferential treat- 
ment will apply to any non-citizen for 
three years of employment either at one 
stretch or in broken periods which aggre- 
gate to three years in all. In addition to en- 
suring that local personnel are sufficiently 
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trained to replace these expatriate person- 
nel as quickly as possible, this will also en- 
able us to save a considerable amount of 
tax revenue now lost. 

(L) Airport levies 

The Embarkation Tax that is levied at our 
International Airport at present of Rs. 25 
per passenger is very low by international 
standards. I propose to increase the levy to 
Rs. 100 per passenger. 

(M) Fees levied by the registrar of motor 
vehicles 

(a) Registration fees for vehicles 
The fees charged at present for the first 
registration of a motor car, motorcycle or 
scooter is only Rs. 10 per _vehicle. On 
lorries, buses and tractors the fee levied is 

only Rs. 20. These fees have remained un- 
changed for many years. It is proposed to 
increase the fee for the first registration of 
vehicles as follows:

‘ 

Rs. 50 for motor cycles, scooters and 
three wheelers; 
Rs. 200 for motor cars, tractors and 
other land vehicles; and 
Rs. 400 for buses and lorries. 

(b) Annual licence fee on diesel driven 
passenger cars 

Mr. Speaker, although the fuel prices were 
raised to partly offset the tremendous 
losses that were being incurred on its sale, 
we were compelled to keep the prices of 
certain fuels like diesel, low enough to 
soften the impact on the cost of living. 
However, there is no justification why this 
price advantage on diesel vis-a-vis petrol

I 

should accrue to the owners of diesel oper- 
ated passenger cars. Hence, I propose to 
levy a 100 percent surcharge on the current 
annual licence fee payable on such vehicles. 

(0) Tax on transfer of motor vehicles 
The present transfer tax of Rs. 5,000 in 
respect of cars less than 17 cwt. and 
Rs. 10,000 in respect of cars of 17 cwts. 
or over, was introduced last year in place 
of the earlier prohibitive tax which dis- 
couraged the official transfer of cars. This 
reduction brought about the desired and 
intended effect of increasing revenue sub- 
stantially from Rs. 2 million per year to 
Rs. 20 million in 1979. With the increase 
in the price of petrol and slump in the 
car market, the present rates of tax have 
once again become high enough to dis- 
courage compliance. In view of this, it is 
proposed to levy a uniform rate of transfer 
tax 'of Rs. 2,500 in respect of the first 
transfer in Sri Lanka of all vehicles other 
than three wheelers, motor cycles and 
scootors. These several measures will result 
in an additional revenue of Rs. 7 million. 

(N) Fees on the issue of passports 
The current fee levied by way of stamps 
for the issue of a passport is Rs. 20 and for 
the extension of a passport is Rs. 5 per 
year. These charges have remained un- 
changed for quite some time, and are total- 
ly unrelated to the administrative costs 
involved. 

A fee of Rs. 5 per individual is now charged 
on persons granted admission to the air- 
port departure lounge and/or viewing gal- 
lery. It is proposed to increase this levy to 
Rs. 10 per person. The additional funds to 
be collected from these measures are estim- 
ated at Rs. 21 million. 
It is proposed to revise the fees levied as 
follows: 

Issue of passport ......... Rs. 100 
Rs. 25 

Rs. 20 per year 
Issue of emergency certificate 
Extension of passport . . 

.The additional revenue expected is about 
Rs. 15 million. 

(0) Revision of B.T.T. rates 

Services and professions are today subject 
to BTT mostly at the 1 percent rate. A 
higher rate of 10 percent applies to tourist 
hotels. Some of these services cater to the 
affluent. In the case of certain others, such 
as the travel agency and Indenting Agency 
businesses, there has been a remarkable 
increase in the turnover consequent to 
liberalisation. 

I propose to increase the present rates of 
BTT applicable to Services and Professions 
as follows: 

Professions .............. 5 
Tourist Hotels ............ 15 
Travel Agencies ............ 5 
Produce Brokers ........... 5 
Advertising .............. 5 
Indenting and Commission 

Agents ............... 5 

The additional revenue is estimated at 
Rs. 90 million. 

(P) Cigarettes 

Mr. Speaker, the yield from tobacco tax 
has been decreasing for some time, as a 
result of the increased production of filter 
as against plain cigarettes and the loose 
packing of cigarettes. While it is true that 
a turnover tax on the manufacture of cig— 
arettes operates at the same time as the 
Tobacco Tax, and would probably recoup 
some part. of this loss, the manufacturers 
have gained overall, at the expense of State 
revenue. With a View to recouping this loss 
as well as to raise additional revenue, I 
propose to increase the BTT rate on cig- 
arettes from the current 25 percent to 
30 percent. The retail prices of all brands 
of cigarettes will go up as a result by 
2 cents per cigarette.

' 
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The additional revenue I‘hope to collect 
by this measure is Rs. 75 million. 

(0) Stamp duty 
Under the provisions of the Stamp Ordin- 
ance, trust receipts were once liable to be 
stamped on an ad valorem basis. The rate 
applicable was‘the same as for mortgages. 
Trust receipts were, however, exempted 
from stamp duty by an amendment to the 
Stamp Duty Act in 1973. These trust 
receipts are for very large sums of money 
and it is my view that these documents 
should be properly stamped on an ad 
valorem basis. These transactions, how- 

ever, are for short-term credit as compared 
with mortgages which are invariably long- 
term. In view of this I propose to buy a 
moderate rate of stamp duty on trust 
receipts and other credit instruments like 
pro-notes and letters of guarantee for 
imports and a slightly lower rate for similar 
documents for exports. The rates will be 
as follows: 

(a) a flat rate of 0.1 percent (Re 1 per 
every Rs. 1,000) on the value of 
trust receipts and other credit instru- 
ments on imports; 

(b) a flat rate of 0.05 percent (50 cts. on 
every Rs. 1,000) on the value of pro- 
notes and other documents for exports. 

In the case of pro-notes: for sums 
below Rs. 10,000 the-rate of Re. 1 will 
be continued. 

The additional revenue expected is about 
Rs. 10 million. 

(R) Import duties 

Mr. Speaker, I am also taking this oppor- 
tunity to make some changes in import 
duties which will be gazetted tonight. In 
the main, these changes will give relief to 
the hotel industry, the leather making 
industry and the paper manufacturing 
industry. I have also eliminated the duty 
on agricultural implements. 

Sri Lanka: ‘ 

1980 Budget
_ 

Proposals ’ 

by Dr. M.P. Dominic * 

A new “simplified” and restructured Income Tax Act 
was brought into effect in May 1979. However, the 
new Budget proposes to amend this Act with a view - 

to providing further incentives and relief “to trigger 
off productive investment which is the surest founda- 
tion for increasing employment and raising the living 
standards of the people”. 

|. Taxation of companies 

A. Reduction of company tax rate 
Under present law, companies are taxed at a rate of 
50 percent. In thé case of a “people’s company” the 
rate is reduced to 40 percent. A “people’s company” 
means a company which is resident in Sri Lanka and in 
respect of which the Assessor is satisfied that: 
(i) it is not a private company within the meaning of 

the Companies Ordinance; 
(ii) the number of shareholders of the company exceeds 

100 and the nominal value of each share does not 
exceed 10 Rs.; 

(iii) any person may invest in one or more shares of the 
company at any allotment of shares by the company 
or in the open ‘market; 

(iv) no person either individually or together with his 
wife or minor children holds, either directly or 
through nominees, more than 5 percent of the 
issued share capital; 
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(v) there are three or more directors each owning one or 
more shares; 

(vi) none of the directors of the company holds office as 
director of any other people’s company; and 

(vii)no other company holds any share either directly or 
through nominees. ' 

However, the “people’s company” concept with its 
restrictive conditions has not proved to be popular in 
Sri Lanka. The new Budget proposes to extend the con- 
cessionary rate of tax of 40 percent to cover all public 
limited liability companies whose shares are quoted and 
which make available for purchase by the general public 
a stipulated minimum percentage of shares. 
B. Reduction of dividend withholding tax rate 
At present, dividends paid by resident companies are 
subject to 331/3 percent withholding tax. If the dividends 
are paid to companies, whether resident or not, the 
yvithholding tax is the final tax payable on such divi- 
dends. If the dividends are paid to individuals, whether 
resident or not, the Withholding tax is not the final tax; 
the dividends will be subject to income tax with a credit 
for the tax withheld. 
The new Budget proposes to abolish the withholding tax 
on dividends paid by public limited liability companies 
whose shares are quoted and which make available for 
purchase by the gneral public a stipulated minimum per- 
centage of shares. The new Budget also proposes to 
reduce the withholding tax on dividends paid by other 
resident companies to 20 percent. 
It may be noted that the 5 percent levy in lieu of estate 
duty which is deducted, in addition to the withholding 
tax on dividends, from dividends paid to non-resident 
companies will remain. 
The abolition or reduction of the withholding tax will 
not benefit individual shareholders; the dividends will 
continue to be subject to income tax at the rate applic- 
able to them. But these proposals will reduce the effec- 
tive tax burden on dividends received by companies, 
whether resident or non-resident; for them the effective 

* Attorney-at-law, Sri Lanka.
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tax rate (both company tax and tax on dividends) is as 
follows: . 

Effective tax rates (in percent) 
Quoted companies 

Dividends Dividends 
received by received by 

resident compénies non-resident companies 
Present Budget Present Budget 
law proposal law proposal 

Company tax 50 4O 50 40 
Tax on dividends 331/3 nil 331/3 nil 
Levy in lieu of 
estate duty nil nil 5 5 
Effective tax rate 662/3 40 691/6 42.5 

Other companies 

Dividends" Dividends 
received by received by 

resident companies non-resident companies 
Present Budget Present Budget 
law proposal law proposal 

_Company tax 50 ' 50' 
- 50 50 

Tax on dividends 331/3 20 331/3 20 
Levy in lieu of 
estate duty nil - nil 5 5 
Effective tax rate 662/3 ' 60 691/6 62.5 

C. Exemption of dividends paid from exempt dividends 
At present, dividends paid by a company from exempt 
dividends received by it are subject to tax. The new 
Budget proposes to exempt from tax dividends which 
are declared out of exempt dividends received by a com- 
pany so long as they are paid out as dividends in the 
year in which the exempt dividends were received or in 
the year immediately succeeding. 

D. Exemption of capital gains arising from transfer of 
shares 

Capital gains that arise from the transfer of shares in 
public limited liability companies whose shares are 
quoted and which make available for purchase by the 
general public a stipulated minimum percentage of 
shares will be tax exempt. 

E. Exemption of capital gains on te conversion of a 
sole proprietorship or a partnership in a broad-based 
public company 

Capital gains arising on the conversion of a sole proprie- 
torship or a partnership into a public limited liability 
company whose shares are quoted and which makes 
available for purchase by the general public a stipulated 
minimum percentage of shares will be tax exempt. 
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ll. TaxatiOn of individuals 

A. Reduction of the maximum marginal rate 
The present maximum marginal rate is 70 percent. This- 
will be reduced to 55 percent. The Minister of Finance 
states: 

High marginal rates induce a greater degree of 
evasion and compel governments to have recourse 
to periodic tax amnesties. Amnesties by and large 
discriminate against the honest taxpayer. Greater 
Compliance with tax laws and less evasion can be 
induced by reasonable rates of tax. Moreover high 
marginal rates can also exert an adverse effect on 
incentives to work, save and invest. They hamper 
growth. Mr. Speaker, I, therefore, propose to reduce 
the maximum marginal rate of tax on individuals to 
55 percent. A differential of 5 percent and 15 per- 
cent respectively between this rate and 50 percent 
on ordinary resident companies and 40 percent on 
broad-based companies is intended to encourage com- 
pany formation and growth. I do not expect any sign- 
ificant loss in revenue as a result of this measure, as 
less evasion is likely to take place. 

This statement may be contrasted with the View taken 
by the same Minister in his Budget Speech, 1978. 

The previous government, in order _to safeguard the 
new capitalist class which aided and abetted it, re- 
duced personal income tax to 50 percent. In the 
interests of the common man I am increasing the 
rate of personal income taxation to 70 percent. Our 
aim is to maximise taxes on the incomes of capitalist 
classes that can bear the burden and use such funds 
to give relief to the common man. 

B. Terminal benefits of private sector employees 
Under the existing law terminal benefits of private sec- 
tor employees are liable to a single rate of tax deter- 
mined by the average rates for the last three years of 
assessment, subject to a maximum of 15 percent. 
The new Budget proposes to tax them as follows: 

percent 
on the first 50,000 Rs. 

_ 

Nil 
on the next 25,000 Rs. 5 
on the next 25,000 Rs. 10 
on the balance — 15 

This concession will be made available only if the bene- 
fits paid by an employer are on the basis of a scheme 
under which payments are made to all employees of the 
enterprise under a common set of rules. 
It may be nOted that under the present law, public 
sector employees are exempted from income taxes both 
on their employment income as well as on their super- 
annuation benefits. This will continue. 

Ill. Depreciation allowances 

At present, all plant, machinery and fixtures acquired 
before April 1, 1980 are eligible for 100 percent depre- 
ciation allowance in the year of acquisition. The straight 
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line method is to be applied to any plant, machinery 
and fixture acquired on or after April 1, 1980. 
The new Budget proposes to extend the 100 percent 
depreciation allowance in the year of acquisition for 
another two years, i.e. until March 31, 1982. 

IV. Charitable institutions 

The present 23 percent tax rate will be reduced to 20 
' 

percent. Further, the first 12,000 Rs. of taxable income 
will be exempt. At present, such institutions are taxed 
on their entire income if it exceeds 12,000 Rs. 

V. Wealth tax 

For purposes of wealth tax, estate duty and gifts tax, 
the values of immovable property will be frozen, as of 
March 31, 1977. 

VI. Exemption from income tax 

Will be Withdrawn from certain (government) corpor- 
ations. 

Vll.Penalties for non-payment of tax 

The current law stipulates the following penalties for 
non—payment of tax by the due date: 

~~ 
— an automatic penalty of 5 percent of the amount 

of .tax due, if the tax is not paid on or before the 
due date; — where the tax is not paid before the expiry of 
30 days after the tax has begun to be in default, 
an additional penalty of 5 percent in respect of 
each further period of three months or part there— 
of during which tax is in default. 

The maximum amount leviable as a penalty on tax in 
arrears is 25 percent per annum of the tax outstanding. 
The penalty for each quarter in which the tax is in de- 
fault will be increased by 5 percent and the ceiling on 
the amount of penalty payable will be increased from 
25 to 50 percent. 

VIII. Tax incentives 

A. Constfuction of houses for employees 
Employers who construct houses for occupation by em- 
ployees with a floor area not exceeding 1500 sq. ft. may 
claim expenditure incurred on the construction of such 
residential houses as “qualifying payments”. In the 
event of the houses being sold to employees, such sale 
proceeds will be taxable as capital gains. It may be 
noted that “qualifying payments” are deductible from 
assessable income up to one-third of such assessable 
income. 
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B. Contract work for Mahaweli Development, import 
substitution industries and industries of a pioneer: 
ing nature 

1. A five-year tax holiday will be granted to new com- 
panies engaged solely in: — contracts in respect of irrigation works, clearing 

of lands, etc. with the Mahaweli Development 
Board; — import substitution industries and industries of 
a pioneering nature; 

and which have been approved by the Minister of 
Finance and Planning. 

2. Dividends declared out of exempt profits will also 
be tax exempt. 

_ 

.
t 

3. Investment in shares of such companies will be 
treated as “qualifying payments” enabling the in- 
vestor to claim deduction up to 331/3 percent of the 
taxable income. 

To qualify for these concessions, the companies should 
be broad-based public companies whose shares are 
quoted in the stock market. 

C. Property development projects approved by the 
Urban Development AUthority 

1. A ten—year tax holiday will be given to new com- 
panies engaged in such projects. 

2. Dividends declared out of exempt profits will also 
be exempt. 

3. Investment in shares of such companies will be 
treated as “qualifying payments” enabling the in- 
vestor to claim deduction up to 331/3 percent of the 
taxable~income. 

To qualify for these concessions, the companies should 
be broad—based public companies Whose shares are 
quoted in the stock market. 
D. Offshore banking 

The Central Bank has recently introduced the FOreign 
Currency Banking Unit Scheme, with the objective of 
making Sri Lanka an offshore banking centre and 
making available financial facilities at competitive rates 
of interest to GCEC enterprises (i.e. enterprises estab- 
lished in the Investment Promotion Zones). 
The new Budget proposes to grant the following incen- 
tives for this purpose: 
1. Depositors of foreign currency with Foreign Cur- 

rency Banking Units (FCBU) will be exempted from 
income tax on their interest income. 

2. Foreign Currency Banking Units will be granted tax 
exemption on their profits and income from off- 
shore transactions and on certain designated onshore 
foreign currency transactions. 

E. Gem and jewellery industry 
The following incentives will be granted: 
1. Exemption from income tax will be given to profits 

from the sale of gems at gem auctions (to be con- 
ducted by the Chamber of Commerce). 

2. Exemption from business turnover tax will be given 
to the sale of gems at such gem auctions.
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3. Exemption from income tax will be given on profits 
from all gem exports. At present, only profits from 
the sale of gems to the Gem Corporation and from 
exports made through the Corporation are exempt. 
Export sales, however, will be subject to business 
turnover tax at 5 percent.

1 

4. Manufacturers and exporters of jewellery 'can avail 
themselves of the tax concession presently available 
up to 1983 for small and medium-scale industries 
and the five-year tax holiday available for manu- 
facture for export. 

However, exports of jewellery will be liable to a business 
turnover tax of 2 percent. 

F. Entrepot trade 

In order to develop Sri Lanka as an entrepot trade 
centre catering to other Countries in the region, exemp- 
tion from income tax will be given for profits from en- 
trepot trade in respect of specified commodities. Some 
of the likely commodities that could be traded on this 
basis are precious metals and precious stones not mined 
in Sri Lanka, petroleum products and other primary 
produce not produced in Sri Lanka. 

G. Expatriate employees 
A flat rate of tax at 25 percent will apply to all emolu- 
ments arising in Sri Lanka of any non-citizen employed 
in any undertaking. This scheme of preferential treat- 
ment will apply for three years of employment either at 
one stretch or in broken periods which aggregate to 
three years in all. 
At present, expatriate employees in a number of ap- 
proved undertakings are fully exempt from income tax. 
Otherwise, they 'are subject to the normal tax rates 
which are very high. 

H. Government awards and cash prizes given to 
inventors 

They will be exempt from income tax. 

IX Business turnover tax rates — increase_ 
The tax rates applicable to services and professions will 
be increased as follows: 

percent 
Professions 5 
Tourist hotels 15 
Travel agencies 5 
Produce brokers 5 
Advertising 5 
Indenting and commission

5 agents 

X. Stamp duty 

Stamp duties are charged in respect of trust receipts 
and other credit instruments as follows: 
(a) a flat rate of 0.1 percent (1 Rupee on every 

1,000 Rs.) on the value of trust receipts and other 
credit instruments on imports; 

(b) a flat rate of 0.05 percent (50 cts. on every 1,000 Rs.) 
on the value of pro-notes and other documents for 
exports. In the case of pro-notes for sums below 
10,000 R5. the rate of 1 Rupeelwill be continued. 

IX. Import duties 

Import duty relief is given to the hotel industry, leather 
making industry, paper manufacturing industry and 
agricultural implements. 

XII. Estate and stamp duties 

New Estate Duty and Stamp Acts will be enacted. 

XIII. Embarkation tax 

The embarkation tax (at present 25 Rs.) per passenger 
will be increased to 100 Rs. 

XIV. Registration fees 

Registration fees for vehicles, annual licence fees on 
diesel driven passenger cars, fees on the issue of a pass- 
port, and fees charged on persons granted admission to 
the airport departure lounge and/or the viewing gallery 
will be increased. ‘ 

XV Motor vehicles 
The tax on transfer of motor vehicles will be reduced to 
2,500 Rs. 
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ConferenceDiary
~ 

FEBRUARY 1980 
BusineSS Perspectives: 6th International 
Tax Conference (including The Unitary 
System of Taxing Corporations in the 
U.S.A.; The Legal and Tax Conditions of 
Trading with the People’s Republic of 
China; Taxes on Oil, Gas, Shipping and 
Natural Resources), Singapore, February 
3-8 (English). 

Management Centre Europe: International 
Tax Management (including Inter-company 
pricing, licensing, service fees, goods valua- 
tion), Brilssels (Belgium), February 7-8 
(English). 

British Branch of I.E.A.: The unitary basis 
of taxation, London (UK), February 13 
(English). 

Inter-American Center of Tax Administra- 
tors (CIAT): XXII Technical Conference of 
CIAT on value added sales tax administra« 
tion, Bogota (Colombia), February 11-15 
(English, Spanish). 

Seminars’lnternational: Foreign investment 
in the United States (including US. taxa- 
tion of foreign investors), London (United 
Kingdom), February 19 and 20 (English). 

MARCH 1980 
Business International Institute: Seminar 
on finance; current practices, future trends 
(including taxation of exchange gains and 
losses), Ziirich (Switzerland), March 3-5 
(English). 

Management Centre Europe: Managing and 
developing foreign subsidiaries (including 
tax if: international operations), Brussels 
(Belgium), March 5-7 (English). 

British Branch of I.F.A..‘ Exchanges of 
information and extra territorial claims by 
Revenue authorities (Tax Workshop), Lon- 
don (U.K.), March 6 (English). 

Miinchner Steuerfachtagung: Munich 1980 
Tax Expert Conference (including tax 
policy and tax administration, interna- 
tional tax law in connection to the relation 
between German Federal Republic and 
Canada, Munich (German Federal Repub- 
lic), March 20 and 21 (German). 

British Branch of I.F.A.: Estate and gift 
tax treaties (Tax Workshop), London 
(UK), March 27 (English) 

MAY 1980 
Anglo-US. branches: ISeminar (subject not 
yet known) New York (U.S.A., May 8 and 
9 (English). 

(1.5. branch of I.F.A..' Technical Session 
(subject not yet known) .New York 
(USA), May 10 (English). 

International Tax Planning Association: 
The Cannes Tax Conference (including 
exchange of information under tax trea- 

ties), Cannes (France), May 28-30 (English). 

SEPTEMBER 1980 
34th Annual Congress of I.F.A.: I. The dia- 
logue between the tax administration and 
taxpayer up to the filing of the tax return; 
11. The determination of the source of in- 
come. For the seminar the subject is the 
flight to tax havens, their use and abuse. 
Paris (France), September ,14-19 (English 
French, German, Spanish). 

FOR FURTHER 
INFORMATION 
PLEASE WRITE TO: 
Business International Institute, 12-14 
chemin Rieu, 1211 Geneva 17 (Switzer- 
land). 

British Branch of I.F.A.: Secretariat 
c/o Williams and Glyn’s Bank Ltd., 
20 Birchin Lane, London ECBP 3DP 
(United Kingdom). 

Business Perspectives, 11 Alexander 
Place, London SW7 2SG (United King- 
dom). 

International Fiscal Association (I.F.A.): 
General Secretariat, Woudenstein, Burg. 
Oudlaan 50, PO. Box 1738, 3000 DR 
Rotterdam (Netherlands). 

Investment and Property Studies Ltd., 
Norwich House, Norwich Street, Lon- 
don EC4A 1AB, United Kingdom 
(Registration for the Cannes Tax Con- 
ference should apply to this address). 

Inter—American Center of Tax Adminis- 
trators (CIAT): Apartado 2129, Panamé 
9 A, Panamé. 

Management Centre Europe, Avenue des 
Arts 4, B-1040 Brussels (Belgium). 

Miinchner Steuerfachtagung e. V. c.o. 
Lehrstuhl Professor Dr. Klaus Vogel, 
Ludwigstrasse 28 RG 800 Miichen 22, 
Bundesrepublik Deutschland. 

Seminars International, 1 Falconberg 
Court, London W1V 5FG, United King- 
dom. 
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UNITED STATES: 

VAT BEFORE CONGRESS 
I. INTRODUCTION * 

The Honorable Al Ullman (D., Oregon), Chairman of the Com- 
mittee on Ways and Means, US. House of Representatives, today 
announced that he has introduced HR. 5665, the “Tax‘Restruc- 
turing Act of 1979”, a bill that would provide substantial reduc- 
tions in individual income taxes, corporate income taxes and 
social security taxes in order to promote economic growth, 
stability and productivity. In order to preserve fiscal and budge- 
tary discipline, the bill provides that these reductions would be 
funded by the imposition of a new Federal value added tax 
(VAT) to be applied at each stage of business activity on. an 
added value basis. The Chairman simultaneously announced public 
hearings on his bill 'and on alternative proposals to revitalize the 
economy and to restructure the Federal tax system, beginning 
Wednesday, November 7, 1979. 

In announcing these hearings, Chairman Ullman stressed that the 
tax reductions and the value added tax should be viewed as a 
total package. He emphasized that the packagé is designed to be 
revenue neutral, with the new VAT serving as a replacement tax 
for certain existing revenue sources, not an additional tax. The 
Chairman stated that witnesses will be expected to state their 
position and recommendations on the entire package — not just 
on selected parts of the bill. ’ 

The purpose of these hearings is to re-examine the basic Federal 
tax structure in light of the imperative need to face up to the 
critical problem of persistently escalating inflation, to encourage 
capital formation and to increase savings, investment, and pro- 
ductivity in the private sector, and to provide important tax 
relief for individuals and businesses. 

A brief summary of Chairman Ullman’s bill is attached to this 
notice. A more detailed summary will also be available to the 
Committee office. 

The hearings will begin on Wednesday, November 7, 1979, at 
10:00 am. each day ‘and will be held in Room 1100 Longworth 
House Office Building, the Main Committee Hearing Room. 

The lead-off witness on Wednesday, November 7 will be the 
Honorable G. William Miller, Secretary of the Treasury, to be 
followed on Thursday, November 8 by other Administration 
witnesses and by the Honorable Paul A. Volcker, Chairman of 
the Federal Reserve Board. On Wednesday, November 14 and 
Thursday, November 15, the Committee will hear several panels 
of invited expert witnesses. The Committee will then begin 
testimony from Members of Congress and the general public who 
have requested to be heard on Tuesday, November 27. 

Please note that these hearings are subject to interruption for 
conference committee meetings on urgent legislation, sueh as the 
oil windfall profits tax. 
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I|.STATEMENT BY REPRESENTATIVE 
AL ULLMAN (D., OREGON) UPON 
INTRODUCTION OF THE “TAX 
RESTRUCTURING ACT OF 1979", 
OCTOBER 22, 1979 

We all share a deep foreboding that our way of life is eroding; 
that the ingenuity and the competitive spirit that established 
America’s economic leadership is lagging. 
The signs of economic weakness are widely visible. Inflation — our most dreadful enemy — is quietly stealing control of our 
vital choices. Running higher than 13 percent, it seems all but 
immune to traditional economic remedies. 
We’ve suffered two significant recessions over the last decade, yet 
inflation seems to have emerged stronger from each. Sending 
prime interest rates above 14 percent attacts inflation in some 
‘sectors of the economy — at the very real risk of sending the 
entire country into a prolonged recession. A balanced budget 
by itself won’t solve inflation. ' 

Productivity — the measure of economic efficiency — is declining. 
Much of the drop is explained by our national fear of spiraling 
inflation and the race to consume rather than save and invest. 
Without economic certainty and the incentives to expand, the 
private sector will continue to lose its technological and com- 
petitive edge. ' 

Interest rates are perilously high, and rising. Our trade balance is 
deep in the red. The reckless price of gold reflects the weakness 
of the dollar. Public debt is at an all time high, yet is far out- 
distanced by consumer and corporate debt. 
These symptoms of decay — especially inflation — cannot be 
treated on the surface. They must be fought at the source. 
I have come to the conclusion that the only way we can get to 
the source is to restructure the tax system - now. 
In recent years we have improved standards of tax fairness and 
equity. We have accommodated shifting economic and social 
demands. But the fundamental structure of the system — heavy 
reliance on income and payroll taxes — has become muscle 
bound and unresponsive to recent economic trends. 
We don’t have to look much beyond the ends of our noses to see 
that traditional responses — the “quick fix” tax cut, shotgunning 
tax credits, indexing — no longer carry much punch. By now 
we’ve learned that chipping away at the tax code won’t solve 
today’s economic troubles. 
Income and'payroll taxes — forced up by inflation — are dis- 
couraging employment and investment. The nation is pushed to 
spend, rather than save. As confidence in our tax system erodes, 
so does the tax base. 

* Extract of Press Release of October 22, 1979. 
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The bill would restructure our tax system to promote invest- 
ment and productivity growth. Total tax reductions would 
equal $130 billion on a calendar year 1981 basis. Net proceeds 
from the value added tax imposed by the bill would also equal 
$130 billion. 

TAX REDUCTIONS 
Social security—$52 billion. 
A 2.15-percentage point reduction on the employee and the 
employer rates, with' comparable reductions for the self-em- 
ployed. 

Individual income—$50 billion. 
Rate reductions of $42 billion concentrated on middle income 
taxpayers. 
A 50-percent maximum rate. 

less couples made eligible. 
Tax credit for elderly made refundable. 
Increased AFDC payments. 
Special savings accounts into which individuals could contribute 
$1,000 per year; earnings on account not taxable until with- 
drawn. 
Individual Retirement Account (IRA) limit increased to 
$2,000 per year. 
New Limited Individual Retirement Accounts; $1,000 a year 
limit for those not qualified for IRA’s. 
Dividend reinvestment plans for up to $1,500 per year. 

Business income—$28 billion 
Corporate rate cuts; maximum rate reduced to 36 percent; 
lower bracket rates reduced to 15, 20, 25, and 30 percent, 
and brackets widened to $40,000 each. 
Liberalize depreciation by increasing the Asset Depreciation 
Range (ADR) variance to 40 percent above and below the 
ADR class lives; small businesses would be allowed to use 

BRIEF SUMMARY OF THE 
TAX RESTRUCTURING ACT OF 1979 

Earned income credit increased to a maximum of $750; child- ' 

ADR lives and the variance without being subject to com- 
plicated regulations. 
Liberalize the investment tax credit by applying the full credit 
to assets with lives of five years or more; 60 percent of the 
full credit would apply to assets with three- and four-years 
lives. 

VALUE ADDED TAX 
The bill would impose the VAT at each stage of the produc- 
tion and distribution process, includi'ng the retail stage. The 
tax would generally be 10 percent of the value of property or 
services and would be included in the price which a business 
charges its customers. Each business in the production and 
distribution chain would receive a credit for the VAT pre- 
viously paid on its purchases of property and services from 
other businesses (including purchases of plant and equipment). 
Thus, each business would pay a net tax equal to 10 percent of 
the value it adds to the product, and the total tax paid with 
respect to sales to consumers would be 10 percent of the 
retail value of the product. 
To avoid narrowing the VAT base, special rules or special tax 
rates have been limited except where considered absolutely 
essential. Food, medical care, and residential housing would 
be taxed at only a five-percent rate at the retail level. Trans- 
actions of charities, public and private non-profit _educational 
institutions, mass transit, and non—retail sales by farmers and 
fishermen have been given a zero tax rate, which means there 
would be no tax but the taxpayer would receive applicable 
VAT credits. Governments and non-profit organizations other 
than charities have been exempted from the VAT; they would 
pay no tax and get no credit. The bill provides special rules for 
real property, interest transactions, and insurance companies. 
Also, businesses which have sales of property and services 
below $10,000 per year could elect to be exempt from the

V 

VAT. 
The VAT would be imposed on imports. Exports have been 
zero rated to permit a rebate of VAT previously paid for goods 
and services associated with the export. This “border tax 
adjustment” will permit American exporters to compete more 
effectively with foreign businesses. 

This drift comes at a time when our capital needs for energy pro- 
ducts, transportation, environmental quality and research and 
development have never been greater. 
Restructuring the tax system must begin by rolling back social 
security tax by a third — from 6.65 percent to 4.5 percent. We 
must cut personal income taxes to counter the impact of infla- 
tion. And that includes major expansion of the earned income tax 
credit for the poor and the rétirement tax credit for the elderly. 
If business is to survive, let alone prosper, we’ve got to expand 
incentives for capital formation. A 10 percentage point cut in the 
top corporate tax rate (from 46 percent to 36 percent), deprecia- 
tion reform, reducing the maximum personal tax rate to 50 per-. 
cent, special treatment of personal savings income, and dividend 
reinvestment must all be components of a broad tax proposal. 
Brought to bear at once, these incentives represent the largest 
adjustments in US. taxation since 1913. Combined, their effect 
on investment, savings, capital formation, and exports would be 
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massive. These tax Cuts amount to $130 billion a year, beginning 
in 1981. - 

There are three ways of paying for a plan of this magnitude: cut 
spending by $130 billion, run up the deficit another $130 billion, 
or create an alternative source of revenue. 
No reasonably informed Amercian believes that spending can be 
reduced enough to compensate for such enormous tax cuts with- 
out creating severe economic and social disruption. 

Likewise, to finance these tax changes with additional debt — or 
the promise of “feedback” — would be political arrogance. Wash- 
ington has received the taxpayer’s message. We understand the 
national demand for fiscal discipline and a balanced budget. 
The remaining option is a replacement tax that raises one dollar 
for every dollar lost through these tax cuts. In my judgment, the 
best alternative available — one that would both allow deep tax 
cuts and directly confront our critical economic imbalance — is
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a broad-based consumption tax. In short, an Americanized 
version of the value added tax (VAT). 
A value added tax is a novelty in this country. It stirs many pre- 
judices and cliches. But I think the trade off for tax cuts justifies 
the proposal. 
The goal we must keep in focus is the need to shift income from 
consumption to savings and investment — within the framework 
of a balanced budget. No painless formula exists. Any new 
economic course demands short term adjustment—and imbalance. 
The crucial question that we must address is whether we are 
willing to make a short term investment for a long term gain. 
What. is a value added tax? 
A value added tax is a tax on consumer goods and services. It is . 

a flat tax — a 10 percent tax — that falls every time the item 
passes from one firm to another on the way to the final market 
place. At every step, the tax is collected and sent to the govern- 
ment. Using a system of rebates on taxes paid along the line, the 
cumulative tax at the retail level cannot exceed 10 percent. 
The VAT is not a 'new tax concept. It is used by most of our 
competitors in the free world — countries that are surpassing us 
in economic growth. 
Many attack VAT as a “national sales tax”. A sales tax is imposed 
only once - at the retail level. If the final seller does not collect 
the tax, the revenue is lost. A VAT, by contrast, is collected all 
along the way. It is more efficient than a sales tax, and, con- 
sequently, minimizes economic distortion. But, like all taxes on 
business, the value added tax is ultimately paid by the consumer. 

-A tax on consumption would give us an even flow of tax revenue. 
Today’s boom and bust cycles have turned tax receipts into a 
guessing game. Every time we sink into recession, tax revenues 
fall off because more workers are out of jobs —-and, at the same 
time, federal spending increases to pay for higher insurance pro- 
tection. A value added tax would be paid all the time —- by all the 
people. And the effect on economic certainty and stability would 
be dramatic. 
The VAT in my bill is virtually a tax without loopholes. Everyone 
would pay — including those engaged in the “underground” 
economy. Those who spend more would pay more. Although 
those with .limited budgets typically would pay proportionally 
more than those with large incomes, a VAT can be shaped into a 
fair tax - certainly less regressive than the payroll tax, which 
nearly everyone now pays. 
We have made every effort to lessen the individual burden of the 
tax. The Americanized VAT would place a lower tax rate - five 
percent — on vital human necessities like food, housing, and 
medical costs. Mass transportation, tuition, and charities would 
pay no net VAT. Income and social security tax reductions .will 
make up much of the lost purchasing power. ’ 

We cannot make everyone “whole”. The price of combating the 
real causes of our economic crisis is high. In the long run, the rate 
of inflation will come down and productivity will climb — and we 
will share the benefits. In the meantime, we must begin to share 
the cost of those future benefits. ' 

A VAT would also help improve our trade postui'e by putting 
American workers and manufacturers on a more equal footing 
with our trading'partners. Unlike payroll and income taxes the 
VAT could be rebated to manufacturers when products are ex- 
ported and could be imposed on imported goods. Such border 
taxes are now levied in most other free world countries, and help 
to explain our current unfavorable trade balance. 
A VAT would have a one-time inflationary impact. However, 
retail prices would rise less than 10 percent because of offsetting 
payroll 'and income tax cuts — and a strong surge of market com- 
petition. And the consumer would also benefit from the same 
cuts in his own taxes. In the long run, the benefits brought with 
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a value added tax — payroll and income tax cuts, savings and in- 
vestment incentives — will give us the economic muscle to control 
inflation and restore productivity growth. 
The value added tax is a new approach for most Americans. It 
will draw sharp debate, as must all new concepts for massive 
change. But our economy today hangs in the balance. We’ve got 
to move this country off dead center. The question ultimately 
comes down to our willingness to pay the freight charge. 
The choices are few. An American value added tax is not the 
easiest answer — but it is the most realistic. 
I trust the bill I introduce today [10-22-79] Will intensify national 
focus on our economic weaknesses — and ultimately lead to a 
dramatic shift in our tax laws. Only then can we convince the 
world that America is determined to retain its leadership on the 
strength of a productive and stable economy. 
To that end, I have scheduled full Committee hearings —- begin- 
ning November 7 — on_ the full scope of economic trends, their 
meaning, and what can be done to- set a new course in tax policy. 
It is not my intention to make the value added tax the focal 
point of these hearings — only a serious option. 

Ill. VAT — TEXT OF THE LAW AND EXPLANATION 
SEC. 301. IMPOSITION OF TAX. 
(a) In General. — Subtitle D (relating to miscellaneous excise 

taxes) is amended by inserting before chapter 31 the follow- 
ing new chapter: ‘ 

“CHAPTER 30 —- VALUE ADDED TAX 
“Subchapter A. Imposition of tax. 
“Subchapter B. Taxable transaction. 
“Subchapter C. Taxable amount; rate of tax for certain transac- 

tions; credit against tax. 
“Subchapter D. Administration. 
“Subchapber E. Definitions and special rules; treatment of certain 

transactions. 

"Subchapter A — Imposition of Tax 
“Sec. 4001. Imposition of tax. 

"SEC. 4001. IMPOSITION OF TAX. 
“(a) General Rule. — A tax-is hereby imposed on each taxable 

transaction. 
“(b)Amount of Tax. — Except as other wise provided in this 

chapter, the amount of tax shall be 10 percent of the taxable 
amount.” 

Explanation 1 —Imposition of value added tax. 
The bill would impose a value added tax (VAT) on sales of pro- 
perty and services at each stage of the production and distribu- 
tion process, including the retail stage. The tax would generally 
be 10 percent of the value of property or services sold and would , 

be included in the price which a business charges its customers. 
Each business in the production and distribution chain would 
receive a credit for the VAT previously paid by it on purchases of 
property and services from other businesses. Thus, businesses 
would generally pay a net tax equal to 10 percent of the value 
they add to products and services sold. The total tax paid with 
respect to a sale to a consumer would be 10 percent of the retail 
value of the property or services. 

“Subchapter B — Taxable Transaction 
“Sec. 4003. Taxable transaction. 
“Sec. 4004. Commercial-type transaction. 
“Sec. 4005. Taxable person. 
“Sec. 4006. Transactions in the United States. 
“Sec. 4007. Rules relating to other terms used in section 4003. 
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“SEC. 4003. TAXABLE TRANSACTION. 
“For purposes of this chapter, the term “taxable transaction” 
means — 
“(1) the sale of property in the United States, 
“(2) the performance of services in the United States, and 
“(3) the importing of property into the United States, 
by a taxable person in a commercial-type transaction. 

“SEC. 4004. COMMERCIAL-TYPE TRANSACTION. 
“(a) General Rule. — For purposes of this chapter, the term 

“commercial-type transaction” means a transaction engaged ' 

'in by - 
“(1)3 corporation, or 
“(2)any person (other than a corporation) in connection 

with a business. 
“(b)Sales and Leases of Real Property; Imports. — For purposes 

of this chapter - 
“(1)In general. — The term “commercial-type transaction” 

includes — 
“(A) any sale or leasing of real property, and 
“(B) any importing of property, 

whether or not such transaction is described in subsection 
(a).

' 

“(2) Certain imported articles. — Notwithstanding paragraph 
(1)(B), the importing of an article which is free of duty 
under part 2 of schedule 8 of the Tariff Schedules of the 
United States shall not be treated as a commercial-type 
transaction unless such transaction is described in sub- 
section (a). 

"SEC. 4005. TAXABLE PERSON. 
“(a) General Rule. — Except as otherwise provided in this chapter, 

for purposes of this chapter, the term “taxable person” 
means a person who engages in a business or in a commercial- 
type transaction. 

“( b) Treatment of Employees, Etc. — For purposes (if this chapter, 
an employee shall not be treated as a taxable person with 
respect to activities engaged in as an employee. 

"SEC. 4006. TRANSACTIONS IN THE UNITED STATES. 
“(a) Sales of Property. - For purposes of this chapter — 

“(1)1n general. — Except as provided in paragraph (2), the 
sale of property shall be treated as occurring where 
delivery takes place. 

“(2)Real Property. — The sale of real property shall be 
treated as occurring where the real property is located. 

“(b )Performance of Service. — For purposes of this chapter — 
“(1)In general. — Except as otherwise provided in this sub- 

section, a service shall be treated as occurring where it 
is performed. 

“(2) Services performed inside and outside United States‘ —- If 
a service is performed both inside and outside the United 
States, such service shall be treated as performed — 
“(A) inside the United States, if 50 percent or more of 
such service is performed inside the United States, and 
“(B) outside the United States, if less than 50 percent 
of such service is performed inside the United States. 

“SEC. 4007. RULES RELATING TO OTHER TERMS USED IN 
SECTION 4003. 

“(a) Exchanges Treated as Sales. - For purposes of this chapter — 
“(1)an exchange of property for property or services shall be 

treated as a sale of property, and 
“(2)an exchange of services for property or services shall be 

treated as the performance of services. 
“(b)Certain Transfers to Employees Treated as Sales. — For pur- 

poses of this chapter, the transfer of property to an em- 
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ployee as compensation (other than a transfer of a type for 
which no amount is includible in the gross income of em- 
ployees for purposes of chapter 1) shall be treated as the sale 
of property. 

“(c) Performance of Services. - For purposes of this chapter —- 
“(1)Certain activities treated as performance of services. —- 

Activities treated as included in the performance of ser- 
vices shall include (but shall not be limited to) -— 
“(A) permitting the use of property, 
“(B) the granting of a right to the performance of 
services or to reimbursement (including the granting of 
warranties, insurance, and similar items), and 
“(C) the making of a covenant not to compete (or 
similar agreement -to refrain from doing something): 

“(2)Employers and employees. — 
“(A) Services for employer. — An employee’s services 
for his employer shall not be treated as the performance 
of services. 
“(B) Services for employee. — An employer’s services 

’ for his employee shall not be treated as the performance 
of services unless such services are of a type which con- 
stitute gross income to the employee for the purposes of 
chapter '1. ~ 

“(3)Performance of services treated as sale of services. — The 
performance of services shall be treated as the sale of 
services.” 

Explanation 2 — Taxable transaction. 
The bill would define “taxable transaction" as the sale of pro» 
perty in the United States, the performance of a service in the 
United States, and the importing of property into the United 
States by a taxable person in a commercial-type transaction. 

The term “sale of property” would not be restricted to the sale 
of property in the usual sense. It would also include (1) the ex- 
change of property, (2) the transfer of property to an employee 
as compensation, (3) the permanent transfer of business property 
to an owner of the business, (4) gifts of business property, and 
(5) certain transactions of governments and tax-exempt organiza- 
tions. 

The term “performance of services” would include certain 
transactions in addition to the performance of personal services 
for a fee. These other transactions would include (1) permitting 
the use of property, (2) the exchange of services, (3) the granting 
of a right to the performance of services or to reimbursement 
(including the granting of warranties, insurance, and similar 
items), (4) the making of a covenant not to compete or a similar 
agreement, (5) the use of business property or services by an 
owner of the business, (6) gifts of business services, and (7) certain 
transactidns of governments and tax-exempt organizations. How- 
ever, the “performance of services” would not include an em- 
ployee’s performance of services for his employer. 
Under the bill, “commercial-type transactions” would mean a 
transaction engaged in by a corporation (other than a subchapter 
S corporation) or by any person engaged in a business. The sale 
or leasing of real property and the importing of property would 
also be treated as a commercial-type transaction and would be 
subject to the VAT, even if engaged in by a consumer and not by 
a corporation or a person engaged in a business. Importing of 
articles by a consumer which would be free of duty under the 
personal exemptions under the United States Tariff Schedules 
would not be subject to the VAT. 
The bill would define “taxable person” as a person engaged in a 
business or in a commercial-type transaction. Business would in- 
clude a trade as well as an activity regularly carried on for profit. 
Governments and tax—exempt organizations would also be taxable 
persons in certain circumstances. 
Under the bill, the sale of property would generally be treated as 
occurring in the United States if delivery of the property takes 
place in the United States. In the case of real property, the sale 
would be deemed to occur where the real property is located. 

Services would be treated as occurring where the services are
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performed. If services are performed both inside and outside the 
United States, the services would be deemed performed entirely 
inside the United States if 50 percent or more of the services are 
performed in the United States. Otherwise, the services would be 
treated as performed entirely outside the United States. 
The bill would define “property to meari any tangible property. 

“Subchapfer C — Taxable Amount; Rate of Tax for 
Certain Transactions; Credit against Tax 

“See. 4011. Taxable amount. 
' “Sec. 4012. 5-percent rate of tax for food, housing, and medical 

care. 
“Sec. 4013. Zero rating for farmers, fishermen, mass transit, 

section 501(c)(3) organizations, the educational 
activities of governmental entities, exports, and 
interest. 

“Sec. 4014. Credit against tax. 

"SEC. 4011. TAXABLE AMOUNT. 
“(a)Am0unt Charged Customer. — For purposes of this chapter, 

the taxable amount for any transaction for which money is 
the only consideration shall be the price charged the pur- 
chaser of the property or services by the seller thereof — 
“(1)including all invoiced charges for transportation, and 

other items payable to the seller with respect to this 
transaction, but 

“(2)excluding the tax imposed by section 4001 with respect 
to this transaction and excluding any State and local 
sales and use taxes with respect to this transaction. 

“(b)Exchanges. — For' purposes of this chapter, the taxable 
amount in any exchange of property or services shall be the 
fair market value of the property or services transferred by 
the person liable for the tax (determined as if such person 
had sold the property or services to the other party to the 
exchange). 

“(6) Imports. — The purposes of this chapter, the taxable amount 
in the case of any import shall be — 
“(1)the customs value plus customs duties and any other 

duties which may be imposed, or 
“(2)if there is no such customs value, the fair market value 

(determined as if the importer had sold the property). 
“(d)Special Rule in the Case of Sales of Certain Used Consumer 

Goods. —For purposes of this chapter, if — 
“(1)a taxable person acquires any tangiblepersonal property 

in a transaction which was not a taxable transaction,.and 
“(2)Such property had been used by an ultimate consumer 

before such acquisition, 
the taxable amount in the case of any sale of such property 
by such taxable person (determined without regard to this 
subsection) shall be reduced by the amount paid for such 
property by such taxable person.” 

Explanation 3 — Taxable amount. 
Generally, the taxable amount on which the VAT would be im- 
posed would be the price charged for property or services. This 
would include charges for transportation and other items payable 
to the seller. The taxable amount would not, however, include 
any interest or carrying charges. In an exchange of property or 
services, the taxable amount would be the fair market value of 
the property or services exchanged by the taxable person (deter- 
mined as if the taxable person had sold the property or services 
to the other party to the exchange). 
In the case of imports, the bill provides that the taxable amount 
would generally be the customs value plus customs and any other 
duties which may be imposed. If there is no customs value, the 
taxable amount would be the fair market value of the property. 
The bill provides a special rule for the determination of the tax- 
able amount in the case of certain used consumer goods. When a 
taxable person acquires used property from a consumer for 
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resale, the taxable amount on the resale would be the difference 
between the selling price and the taxable person’s acquisition cost 
of the used property. 

"SEC. 4012. 5-PERCENT RATE OF TAX FOR FOOD, HOUSING AND MEDICAL CARE. 
“((1) 5-Percent Rate for Food, Housing, and Medical Care. —The 

rate of the tax imposed by section 4001 shall be 5 percent 
with respect to the following: 
“(1 )Food. — The retail sale of food and non-alcoholic bever- 

ages for human consumption. 
“(2)Housing. — The sale and renting of residential real pro- 

perty for use by the purchaser or tenant as a principal 
residence. 

“(3)Medical care. — Medical care. 
“(b)Definitions. — For the purposes of subsection (a) — 

“(1)Non-alcoholic beverages. — The term “non-alcoholic 
beverages” does not include any article which is taxable 
under chapter 51. 

“(2)Medical care. — The term “medical care” means the per- 
formance of any service, and the retail sale of any pro- 
perty, payment for which by the purchaser would con- 
stitute medical care within the meaning of section 213. 

“(3)Mobile homes, etc., treated as realproperty. — A mobile 
or floating home shall be treated as real property.” 

Explanation 4 -— Five-percent rate of tax for food, housing and 
medical care. 

Under the bill, a five-percent rate of VAT, rather than the stand- 
ard 10-percent rate, would be imposed on (1) the retail sale of food and non-alcoholic beverages for human consumption, 
(2) the sale and rental of residential real property for use by the 
purchaser or tenant as a principal residence, and (3) medical care. 

"SEC. 4013. ZERO RATING FOR FARMERS, FISHERMEN, MASS TRANSIT, SECTION 501 (c)(3) ORGANIZATIONS, THE EDUCATIONAL ACTIVITIES OF GOVERNMENTAL 
ENTITIES, EXPORTS; AND INTEREST. 
“The rate of the tax imposed by section 4001 shall be zero with 
respect to the following: 

“(1)Sales by farmers or fishermen. — The sale (other than at 
retail) of — 
“(A) agricultural commodities by the producer of such 
commodities, or 
“(B) fish (or any other form of aquatic animal life) by 
a person in whose business such fish (or other forms 
were caught. ’ 

“(2)Mass transit. — The performance of mass transportation 
services in urbanized areas. 

“(3)Section 501 (c)(3) organizations. — Any taxable trans- 
action engaged in by a section 501 (c)(3) organization 
other than as part of an unrelated business. 

“(4)Educational activities of governmental entity. — The 
providing by a governmental entity of property and 
services in connection with the education of students. 

“(5 )Exports. — Exports of property. 
“(6)1nterest. — Interest.” 

Explanation 5 — Zero rating for farmers and fishermen, mass 
transit, section 501 (c)(3) organizations, educa- 
tional activities ofgouernmental entities, exports, 
and interest. 

Under the bill, the rate of tax which would be imposed on certain 
transactions would be zero. Thus, no tax would be imposed on 
(1) non-retail sales of farmers and fishermen, (2) mass transit in 
urbanized areas, (3) transactions engaged in by an organization 
described in section 501 (c)(3) of the Code other than as part of 
an unrelated business,_ (4) educational activities of governmental 
entities, (5) exports, and (6) interest. 
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“SEC. 4014. CREDIT AGAINST TAX. 
“(0) General Rule. — There shall be allowed as a credit against the 

the tax imposed by section 4001 the aggregate amount of tax 
imposed by section 4001 which has been paid by sellers to 
the taxpayer of property and services which the taxpayer 
uses in the business to which the _transaction relates. 

“(b)Exempt Transactions, Etc. — if e ‘ > 

“(1)property or services are used partly in the business and 
partly for other purposes, or 

“(2)property or services are used partly for taxable transac- 
tions and partly for other transactions, 

the credit shall be allowable only with respect to the pro- 
perty and services used for taxable transactions in the busi- 
ness. No credit shall be allowable for any transaction dccur- 
ring when the taxpayer was a non-taxable person. 

“(0) Excess Credit Treated as Overpayment. — 
“(1 )In general. — If for any taxable period the aggregate 

amount of the credits allowable by subsection (a) exceeds 
the aggregate amount of the tax imposed by section 
4001 for such period, such excess shall be treated as an 
overpayment of the tax imposed by section 4001. 

“(2)Time when overpayment arises. — Any overpayment 
under paragraph (1) for any taxable period shall be 
treated as arising on the later of — 
“(A) the due date for the return for such period, or 
“(B) the date on which the return is filed.” 

Explanation 6 — Credit against VA T. A taxable person would generally be permitted to take a credit 
(VAT credit) for the VAT paid by its suppliers on its purchases of 
property and services. The VAT credit would be allowable only 
with respect to property and services used for taxable transac- 
tions in the business. If such property or services are used partly 
in the business and partly for other purposes or partly for taxable 
transactions and partly for other transactions, the amount of VAT credit which could be taken would have to be determined 
on the basis of an allocation. 
The VAT credit would first be applied to reduce the VAT liability 
for a taxable period. If the amount of the credit exceeds the 
amount of tax for the taxable period, the excess would be treated 
as an overpayment of tax and would be refundable. 

"Subchapter D — Administration 
“Sec. 4021. Seller liable for tax. 
“See. 4022. Tax invoices. 
“Sec. 4023. Small business exemption. 
“Sec. 4024. Time for filing return and claiming credit; deposits 

of tax. 
“Sec. 4025. Treatment of related businesses, etc. 
“Sec. 4026. Value added tax not separately stated. 
“Sec. 4027. Secretary to be notified of certairi events. 
“See. 4028. Regulations. 

"SEC. 4021. SELLER LIABLE FOR TAX. 
“The person selling the property or services shall be liable for the 
tax imposed by section 4001. 
"SEC. 4022. TAX INVOICES. 
“((1) Seller Must Give Purchaser Tax Invoice. — Any taxable per- 

son engaging in a taxable transaction shall give the purchaser 
a tax invoice with respect to such transaction if the seller has 
‘reason to believe that the purchaser is a taxable persbn. 

“(b) Content of Invoice. — The tax invoice required by subsection 
(a) with respect to any transaction shall set forth — 
“(1) the name and identification number of the seller, 
“(2) the name of the purchaser, 
“(3) the amount of the tax imposed by section 4001, and 
“(4)such other information as may be prescribed by regula- 

tions. 
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“(e) No Credit Withoutlnvoice. — 
“(1)1n general. — Except as provided in paragraphs (2) and 

(3), a purchaser may claim a credit with respect to a 
transaction only if the purchaser — 
“(A) has received from the seller and has in his posses- 
sion a tax invoice which meets the requirements of sub- 
section (b), and

_ 

“(B) is named as the purchaser in such invoice. 
“(2)Employees or other agents named in invoices. — To the 

extent provided in regulations, the naming of an em- 
ployee or other agent of the purchaser shall be treated as 
the naming of the purchaser. 

“(3) Waiver of invoice requirement in certain cases. — To the 
extent provided in regulations, paragraph (1) shall not 
apply - 
“(A) where the purchaser without fault on his part 
fails to receive or fails to have in his possession a tax 
invoice, 
“(B) to a taxable transaction (or category of trans- 
actions) where — 

“(i) the amount involved is de minimis, or 
“(ii) the information required by subsection (b) 
can be reliably established by sampling or by 
another method and can be adequately docu- 
mented. 

“(d) Time for Furnishing Invoice. — Any invoice required to be 
furnished by subsection (a) with respect to any transaction 
shall be furnished not later than 15 business days after the 
tax point for such transaction. 

"SEC. 4023. SMALL BUSINESS EXEMPTION. 
“((1) In General. —- Under regulations, a person -— 

“(1)whose aggregate taxable transactions for the calendar 
year do not exceed $10,000, and 

“(2)whose aggregate taxable transactions for the next 
calendar year can reasonably be expected not to exceed 
$10,000, 

may elect to be treated as a person who is not a taxable per- 
son for the next calendar year. 

“(b)Exceptions. — Subsection (a) shall not apply — 
“(1)to any sale or leasing of real property, and 
“(2)to any importing of property. 

“(e) Termination of Election. — Any election under subsection 
(a) for a calendar year shall terminate if the aggregate taxable 
transactions — 
“(1)f0r the first calendar quarter in such year exceed $3,500, 
“(2)for the first 2 calendar quarters in such year exceed 

$6,000, or
4 

“(3)for the first 3 calendar quarters in such year exceed 
$8,500. 

Such termination shall take effect on the first day of the 
second month following the close of the first period in which 
the requirements of paragraph (1), (2), or (3) are met. 

“(d)Taxable Amount Treated as Zero for Zero-Rated Transac- 
tions. — For purposes of this section, the taxable amount of 
any zero-rated transaction shall be treated as zero. 

“(e) Condition of Election. — In the case of a person who is a tax- ‘ 

able person for any period, an election under subsection (a) 
may be made for succeeding periods only with the consent of 
the Secretary. Such consent shall be conditioned on placing 
such person, for all succeeding periods, in the same position 
with respect to the tax imposed by section 4001 (and the 
credit allowed by section 4014) he would have been in if all 
property and services he holds at the time he becomes a non- 
taxable person'had been acquired as a non-taxable person.- 

“(f) Casual Sales and Leases of Real Property Excluded. — For 
purposes of this section, the term “taxable transaction” does
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not include a transaction which is treated as a commercial- 
type transaction solely by reason of section 4004 (b)(1)(A). 

"SEC. 4024. TIME FOR FILING RETURN AND CLAIMING 
CREDIT; DEPOSITS OF TAX. 

“(a) Filing Returns. -- Before the first day of the second calendar 
month beginning after the close of each taxable period, each 
taxable person shall file a return of the tax imposed by sec- 
tion 4001 on taxable transactions having a tax point within 
such taxable period. 

“(b) Credit Allowed for Taxable Period in which Purchaser 
Receives Invoice. — 
“(1)In general. — Except as provided in paragraph (2), a 

credit allowable by section 4014 with respect to a 
transaction may be allowed only for the first taxable 
period by the close of which the taxpayer — 
“(A) has paid or accrued amounts properly allocable 
to the tax imposed by section 4001 with respect to such 
transaction, and 
“(B) has a tax invoice (or equivalent) with respect to 
such transaction. 

“(2) Use for later period. — Under regulations, a credit allow- 
able by section 4014 may be allowed for a period after 
the period set forth in paragraph (1). 

“(0) Taxable Period. - For purposes of this chapter — 
“(1)In general. - The term “taxable period” means a calen- 

dar quarter. 
“(2)Exception. — 

“(A) Election of 1-month period. -- If the taxpayer so 
elects, the term “taxable period” means a calendar 
month. 
“(B) Other periods. — To the extent provided in 
regulations, the term “taxable period” includes a period, 
other than a calendar quarter or month, selected by the 
taxpayer. 

“(d) Tax Point. — For purposes of this chapter — 
“(1)Chapter 1 rules with respect to seller govern. — Except 

as provided in paragraph (2), the tax point for any sale 
of property or services is the earlier of — 
“(A) the time (or times) when any inqome from .the 
sale should be treated by the seller as received or accrued 
(or any loss should be taken into account by the seller) 
for purposes of chapter 1, or 
“(B) the time (or times) when the seller receives pay- 
ment for the sale. 

“(2)1mports. — In the case of the importing of property, the 
tax point is when the property is entered, or withdrawn 
from warehouse, for consumption in the United States. 

“(e)Monthly Deposits Required. — To the extent provided in 
regulations, monthly deposits may be required of the estim- 
ated liability for any taxable period for the tax imposed by 
section 4001. 

SEC. 4025. TREATMENT OF RELATED BUSINESSES, ETC. 
“(0) General Rule. — For purposes of this chapter (other than 

section 4023), to the extent provided in regulations, the 
taxpayer may elect — 
“(1)to treat as 1 taxable person 2 or more businesses which 

may be treated under section 52(b) as 1 employer, and 
“(2) to treat as separate taxable persons separate divisions of 

the same business. 

“(b)Small Business Exemption. — For the purposes of section 
4023, all businesses which are under common control (with- 
in the meaning of section 52(b) shall be treated as 1 business. 
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“SEC. 4026. VALUE ADDED TAX NOT SEPARATE LY 
‘ 

STATED. 
“If— 

“(1)property or services are sold to an ultimate consumer, 
and 

“(2) the seller has reason to believe that the purchaser is not 
a taxable person,

I 

the sales ticket or other similar document shall not separately 
'state the amount of the tax imposed with respect to such sale 
under this chapter. 

"SEC. 4027. SECRETARY TO BE NOTIFIED OF CERTAIN 
EVENTS. - 

“To the extent provided in regulations, each person engaged in a 
business shall notify the Secretary (at such time or times as may 
be prescribed by such regulations) of any change in the form in 
which a business is conducted or any other change which might 
affect the liability for the tax.imposed by section 4001 or the 
amount of such tax or any credit against such tax, or otherwise 
affect the administration of such tax in the case of such person. 

“SEC. 4028. REGULATIONS. 
“The Secretary shall prescribe such regulations as may be neces: 
sary to carry out the purposes of this chapter.” 

Explanation 7 — Administrative provisions. 0. Liability for VAT 
and invoicing. 

Under the bill, liability for the VAT would be imposed on the 
seller of property or services. In addition to paying the VAT, the 
seller would be required to provide a tax invoice (setting forth the 
amount of VAT imposed on the sale and certain other informa- 
tion) to the purchaser if the seller has reason to believe that the 
purchaser is a taxable person. The invoice would have to be 
furnished no later than 15 business days after the “tax point.” 
Generally, a purchaser would not be allowed to claim a VAT 
credit with respect to a transaction unless it has received a tax 
invoice in which it is named as a purchaser. 
.b. Small business exemption. 
The bill would permit certain businesses, the aggregate taxable 
transactions of which are and are expected to continue to be 
below a certain level, to elect not to be treated as a taxable per- 
son except with respect to imports and housing. If the election is 
made by the small business, no tax would be collected on its 
sales and no credit would be permitted for VAT paid on its 
purchases. In addition, a recapture of previously allowed credit 
would be required on property held by the business at the time v 

A of the election. 
A person could elect to be exempt under the bill’s provisions if 
its taxable transactions do not exceed $10,000 for a calendar 
year and can reasonably be expected not to exceed $10,000 for 
the next calendar year. The election, however, would terminate 
on the first day of the second month following any calendar 
quarter in that next year if the following has occurred: 

(1) aggregate taxable transactions for the calendar quarter 
exceed $3,500, in the case of the first calendar quarter; or 
(2) aggregate taxable transactions for the first two calendar 
quarters exceed $6,000, in the case of the second calandar 
quarter; or 
(3) aggregate taxable transactions for the first three calandar 
quarters exceed $8,500, in the case of the third calendar 
quarter. 

0. Time for filing return and claiming credit. 
The bill would require a taxable person to file a VAT return 
during the first month following the close of each taxable period. A taxable period for this purpose would generally be a calendar 
month. 
The return would reflect the VAT due on taxable transactions 
with a “tax point” in the period as well as the VAT credit al- 
lowed for the period. When the VAT due exceeds the VAT 
credit, payment of the difference would accompany the return. 
If the VAT credit exceeds the VAT due, the excess would be 
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treated as an overpayment of VAT, and the return would be 
treated as a claim for a refund. 
The term “tax point” would ‘be used to describe when a taxable 
transaction takes place for purposes of the requirement that a 
taxable person furnish a tax invoice. For a sale of property or 
services, the determination of the tax point would depend on 
whether the taxable person keeps its books on the cash basis or on 
the accrual basis for Federal income tax purposes. In the case of 
a cash basis taxpayer, the tax point would be the date the taxable 
person receives payment for the sale. In the case of an accrual 
basis taxpayer, the tax point would be the earlier of the date the 
taxable person (1) should accrue income or loss with respect to 
the sale, or (2) receives payment for the sale. For an importation, 
the tax point would be the date the imported property is entered 
for consumption in the United States. ' 

A VAT credit with respect to a purchase transaction would be 
allowed for a taxable period only if certain conditions were met. 
The taxable person would be required to have (1) paid or accrued 
(depending on its method of accounting for Federal income tax 
purposes) the VAT as part of the purchase price, and (2) received 
a tax invoice from the seller with respect to the transaction. The VAT credit would‘ generally be allowed for the first taxable 
period in which both of these conditions were satisfied. 
d. Treatment of related businesses, etc. 
The bill would allow a taxable person to elect to treat itself and 
all related businesses as one taxable person for VAT purposes. 
A related business would encompass any business under common 
control with the taxable person under the more than 50-percent 
control test described in section 52(b) of the Code. However, for 
purposes of applying the small business exemption, all businesses 
under common control would be treated as one business. 
The bill would also allow a taxable person to elect to treat any of 
its divisions as a separate taxable p'erson. 
e. Treasury notification and regulations. 
The bill would require a taxable person to notify the Internal 
Revenue Service if certain events occurred. These reportable 
events would be developed by regulations and would encompass a 
change in the form of a business, or any other change which 
could affect VAT liability, VAT credit, or VAT administration 
with respect to the business. 
The bill would .also give the Secretary of the Treasury broad 
authority to write regulations with respect to the VAT. 

"Subchapter E — Definitions and Special Rules; 
Treatment of Certain Transactions 

“Sec. 4031. Definitions. 
“Sec. 4032. Special rules. 
“Sec. 4033. Personal use by owner of business property or services. 
“Sec. 4034. Gift of business property or services. 
“Sec. 4035. Special rules for dispositions of non-business real 

property. . 

“Sec. 4036. Special rule for insurance contracts. 
“Sec. 4037. Governmental entities; exempt organizations. 

“SEC. 4031. DEFINITIONS. 
“(a)Property. — For purposes of this chapter, the term “pro- 

perty” means any tangible property. 
“(b)Business. — For purposes of this chapter, the term “business” 

includes — ' 

“(1)a trade, and 
“(2)an activity regularly carried on for profit. 

“(c) Employee. — For purposes of this chapter, the term “em- 
ployee” has the meaning such term has for purposes of 
chapter 24 (relating to withholding). 

“(d)Person. - For purposes of this chapter, the term “person” 
includes any governmental entity. 

“(e)Business Day. — For purposes of this chapter, the term 
“business day” means any day other than Saturday and 
Sunday and other than a legal holiday (within the meaning of 
section 7503). 
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“(f) United States. — For purposes of this chapter, the term 
“United States” when used in a geographical sense, includes 
a Commonwealth and any possession of the United States. 

“SEC. 4032. SPECIAL RULES. 
“(0) Coordination with Subtitle A. — For purposes of subtitle A— 

“(1 )Treatment of credit. — Any credit allowable to a tax- 
payer under section 4014 which is attributable to any 
property or services shall be treated as a reduction in 
the amount paid or incurred by the taxpayer for such 
property or services. 

“(2)Amount of deduction for tax. — The amount allowable 
as a deduction for the tax imposed by‘ section 4001 

- shall be determined without regard to any credit allow- 
able under section 4014. 

“(3) Computation ofpercentage depletion. — For purposes of 
sections 613 and 613A — 
“(A) gross income shall be reduced by the amount of 
the tax imposed by section 4001, and 
“(B) taxable income shall be determined without 
regard to any deduction allowed for such tax. 

“(b)Special Rule Where Sale of Property Includes Incidental 
Performance of Services. — For purposes of this chapter, if 
in connection with the sale of any property there is an 
incidental performance of services, such performance of 
services shall be treated as part of the sale of such property. 

“(0) Special Rule Where Performance of Services Includes Inciden- 
tal Transfer of Property. — For purposes of this chapter, if in 
connection with the performance of any services there is an 
incidental transfer of property, such 'transfer shall be treated 
as part of the performance of such services. 

“(d)Authority to Zero Rate De Minimis Transactions, Etc. - The 
Secretary may prescribe regulations providing that the rate of 
tax shall be zero for a taxable transaction (or category of 
such transactions) where — 
“(1)the amount involved is de minimis, or 
“(2)the revenue raised by taxing the transaction is not suf- 

ficient to justify the administrative and other costs in- 
volved in the payment and collection of the tax. 

“(e) Importing Treated as Sale and Purchase. — For purposes of 
this chapter, the importing of any property into the United 
States shall be treated as both a sale and purchase of such 
property by the person importing such property. 

“(1‘) Subchapter S Corporation Treated as Not a Corporation. — 
For purposes of this chapter, an electing small business cor- 
poration (as defined in section 1371(b)) shall be treated as a 
person which is not a corporation. 

“(g) Use Includes Held for Use. — For purposes of this chapter, 
property and services held for use by any person shall be 
treated as used by the person. 

"SEC. 4033, PERSONAL USE BY OWNER OF BUSINESS 
PROPERTY OR SERVICES. 

“(a ) General Rule. - If any business property or services are used 
by an owner of the taxpayer for personal purposes, for pur- 
poses of this chapter such use shall be treated as a taxable 
transaction. 

“(b)Taxable Amount. — In the case of a use described in sub- 
section (a), for purposes of this chapter, the taxable amount 
shall be — 
“(1)except as provided in paragraph (2), the fair market 

value of the property or the services, or 
“(2)if such use is only the temporary use of property, the 

fair rental value of such use.
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“(c) Definitions. — For purposes of this section — . 

“(1 )Business property or services. — The term “business 
property or services” means any property or services if 

I 
a sale of such property, or the performance of such 
services, by the taxpayer would be a taxable transaction. 

“(2) Owner. — The term “owner” means — 
“(A) in the case of a sole proprietorship, the proprietor, 
“(B) in the case of any other business enterprise, any 
holder of a beneficial interest in the corporation, partner- 
ship, or other entity, and 
“(C) any member of the family (within the meaning 
of section 267(c) (4)) of an individual described in sub- 
paragraph (A) or (B). 

"SEC. 4034. GIFT OF BUSINESS PROPERTY OR SERVICES. 
“((1) General Rule. — In the case of any gift of business property 

or services, for purposes of this chapter — 
“(1)such gift shall be treated as a taxable transaction, and 
“(2)the taxable amount ‘shall be the amount determined 

under section 4033(b). 
“(b) Gifts Related to Business Promotion Activities. — For pur- 

poses of subsection (a), the term “gift” includes any gift of 
property or services transferred in connection with business 
promotion activities. 

"SEC. 4035. SPECIAL RULES FOR DISPOSITIONS OF NON— 
BUSINESS REAL PROPERTY. 

“(a) In General. — In the case of any sale of real property which is 
treated as a commercial-type transaction solely by reason of 
section 4004(b) (1) (A), for purposes of this chapter, the tax- 
able amount shall be the excess (if any) of — 
“(1)the amount realized on such sale, over . 

“(2)the adjusted cost to the taxpayer of such real property. 
“(b)Adjusted Cost. — For purposes of subsection (a) — 

“(1)1n general. — Except as provided in paragraph (2), the 
term “adjusted cost” means, with respect to any pro- 
perty, the basis of such property increased by expendi- 
tures properly chargeable to capital account (other than 
taxes or other carrying charges described in section 266) 
for periods during the holding period for such property. 

“(2) Transitional rule. — The adjusted cost of any property 
shall include only amounts incurred during periods after 
December 31, 1980. 

“(0) Value Added Tax Not Taken Into Account. — For purposes 
of this section, the amount realized on any sale of real ~pro- 
perty shall not include any amount attributable to the tax 
imposed by this chapter. 

"SEC. 4036. SPECIAL RULE FOR INSURANCE CONTRACTS 
“In the case of any contract of insurance, for purposes of this 
chapter, the taxable amount is the excess of — 

“(1)the portion of the premium attributable to insurance 
coverage, over 

“(2)the actuarial cost to the insurer of providing such in- 
surance coverage. 

“SEC. 4037. GOVERNMENTAL ENTITIES; 
EXEMPT ORGANIZATIONS. 

“((1) Taxable Transactions for Governmental Entities Only Where 
Separate Charge Is Made. — For purposes of this chapter, the 
sale of property and the performance of services by a govern- 
mental entity shall be a taxable transaction if (and only if) a 
separate charge or fee is made therefor. 

“(b)Section 501 (c)(3) Organizations. - For purposes of this 
chapter, a section 501 (c)(3) organization shall be treated as 
engaged in a business with respect to all of its activities. 
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“(c) Other Exempt Organizations. - For purposes of this chapter, 
the sale of property and the performance of services by any 
exempt organization other than a section (501 (c)(3) organi- 
zation shall be a taxable transaction if (and only if) a charge 
or fee is made for such services. ‘ 

“(d)Definitions. —- For purposes of this chapter — . 

“(1)Gouemmental entity. — The term “governmental entity” 
means the United States, any State or political sub- 
division~ thereof, the District of Columbia, a Common- 
wealth or possession of the United States, or any agency 
or instrumentality of any of the foregoing. 

“(2)Section 501 (c)(3) organization. — The term “section 
501 (c)(3) organization” means an organization described 
in section 501 (c)(3) which is exempt from tax under 
section 501 (a). 

“(3) Other exempt organization. - The term “other exempt 
organization” means any organization (other than a 
section 501 (c)(3) organization) which is exempt fro 
tax under chapter 1.” ‘ 

(b) Clerical Amendment. — The table of chapters for subtitle D 
is amended by inserting before the item relating to chapter 
31 the following: 

“Chapter 30. Value added tax.” 

SEC. 302. EFFECTIVE DATE FOR TITLE III. 
The amendments made by section 301 shall apply to transactions 
occurring after December 31, 1980. 
Explanation 8—Special rules and treatmentof certain transactions. 
a. ' Coordination with income tax rules. - 

Under the bill, a taxable person’s basis in property for Federal 
income tax purposes would not include the portion of the pur- 
chase price of the property which represents creditable VAT. 
b. Sale of property and incidental services; sale of services and 

incidental property. 
Under the bill, a sale of property together with incidental related 
services would be treated as a single transaction constituting a 
sale of property, rather than as separate sales of property and 
services. Also, a sale of services together with an incidental trans- 
fer of property would be treated as a single transaction con- 
stituting a sale of services, rather than as separate sales of services 
and property. 
c. Authority to zero rate de minimis transactions. 
The bill would provide that, under regulations, an otherwise 
taxable transaction would be zero rated if (1) the amount in- 
volved is negligible, or (2) the VAT revenue from taxing that type 
of transaction would not be sufficient to justify resulting admin- 
istratiVe and compliance costs. 
d. Importing. 
Under the bill, the importer of property would be treated as both 
the seller and purchaser of the property at the point of importa- 
tion. Thus, the importer would be both liable for VAT and 
eligible for a VAT credit with respect to the import. 
e. Subchapter S corporation not treated as a corporation. 
Under the bill, a subchapter S corporation (Code sec. 1371(b)) 
would not be treated as a corporation for VAT purposes. Accord- 
ingly, it would not automatically be considered engaged in 
business. Thus, as in the case of a non-corporate entity, the 
determination of whether it is engaged in business and is hence a 
taxable person would have to made on the basis of relevant facts 
and circumstances. 
f. Personal use by owner of business property or services. 
Under the bill, the use of business property or services by an 
pwner of a business would be treated as a taxable transaction. In 
the case of services or a permanent use of property, the amount 
subject to tax would be the fair market value of the services or 
property. In the case of a temporary use of property, the amount 
subject to tax would be the fair rental value of the property. 
Property or services are considered business property or services 
if their sale by the taxable person would be a taxable transaction. 
Under the bill an owner of a business generally means a sole 
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proprietor, partner, or 
_ 

shareholder, as well as certain. related 
family members détermined under Code section 267(c)(4). 
g. Gift of business property or services. 
Under the bill, a gift by a business of any business property or 
services would be treated as a taxable transaction. The taxable - 

amount in the case of such a gift would generally be fair market 
value. However, where the gift permits the temporary use of 
business property, the taxable amount would be the fair rental

V 

value of the property. 

h. Special rule for dispositions of non—business real property.. 
Under the bill, where real property is sold by a person who is not 
otherwise a taxable person, the person would become taxable 
with respect to the sale. However, in contrast to most sales trans- 
actions, the VAT would not be imposed on the selling price, but 
would be imposed only on the excess of the selling price over the 
seller’s adjusted cost for the property. For this purpose, the 
selling price would be calculated exclusive of VAT. The seller’s 
adjusted cost would be his basis in the property increased by cer- 
tain expenditures properly chargeable to capital account. How- 
ever, the seller’s adjusted cost would not include basis or expendi- 
tures due to amounts incurred in periods before January 1, 1981. 
i. Special rule for insurance contracts. 
Under the bill, sales of insurance would be subject to the VAT. 
The value added of an insuror is represented by the excess of 
premiums collected over claims paid. Thus, the VAT would not 

be imposed on premiums at the rate of 10 percent because this 
would result in taxing an insuror on an amount greater than its 
value added. In addition, amounts representing savings should not 
be taxed because the VAT, is designed to tax consumption. Ac- 
cordingly, the bill would impose the VAT only on the difference 
between the portion of a premium attributable to insurance 
coverage and the actuarial cost of the coverage. 
j. Taxable transactions for governmental entities; exempt 

organizations. -~ 

The bill would generally éxempt governmental entities from the 
application of the VAT. An exception would be made for sales by 
governments for which separate charges are made. Such charges 
would be subject to the VAT. In the case of charges for education, 
however, the rate of tax would be zero. Governments would be 
permitted a VAT credit only on purchases relating to taxable sales, 
including zero-rated sales. 
Charities described in section 501(c)(3) of the Code would be 
zero rated for all of their sales, except those engaged in as part of 
an unrelated trade or business (Code sec. 513). Thus, they would 
be eligible for the VAT crediton their purchases. 
Under the bill an exempt organization not described in section 
501(c)(3) of the Code would generally be exempt from the ap- 
lication of the VAT. However, sales by such organizations would 
be taxable if made for a charge. The organizations would be 
permitted a VAT credit only on purchases relating to taxable 
sales. 

On January 18, 1980 Mr. M.P. Dominic received his 
doctor’s degree in law submitting and defending his 
doctoral thesis: Income taxation and foreign investment 
in developing countries at the University of Amsterdam. 

The author selected for his study the following countries: 
India, Pakistan, Sri Lanka, Singapore, Malaysia and 
Hong Kong, whose tax systems still show certain com- 
mon characteristics due to their British heritage. ' 

The purpose of Mr. Dbminic’s thesis is to assist the 
countries he reviewed and also development countries 

INCOME TAXATION AND FOREIGN INVESTMENT 
IN DEVELOPING COUNTRIES 

by Dr. M.P. Dominic 

in general to formulate more effectively their income 
tax policies for foreign investment. 
This book contains a wealth of information on the 
income tax systems of the above countries. 

Dfl. 85. —— 370 pp. ISBN 90 7012513 7 

In The Netherlands: please add BTW (VAT) 
Please order your copy from the International Bureau of Fiscal 
Documentation, PO. Box 20237, 1000 HE AMSTERDAM, 
telephone (0)20/267726, telex 13217 intax nl. 
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TAX GLOSSARY 
by H.W. T. PEPPER” 

PERIODICITY OF PAYMENTS — Since a 
government’s expenditure accrues 
throughout {he fiscal year it is im- 
portant to secure a steady inflow of 
taxes and other revenue through the 
year. Accordingly sales taxes, in- 

cluding V.A.T,, are often collected 
monthly from the larger taxpayers, in- 
come taxes deducted at source, e.g., 
P.A.Y.E. deductions from employees, 
and payroll taxes are usually remitted 
monthly. In the U.K. ADVANCE 
CORPORATION TAX (q.v.) is paid 
over quarterly, and in the U.S.A. in- 
come tax is payable quarterly by the 
larger individual taxpayers and corpo— 
rations. In general it is desirable that 
taxes be paid as soon as they become 
due, and particularly in the case of 
withholding taxes‘it is desirable that 
the withholder hand them over as soon 
as possible. 

PERMANENT ESTABLISHMENT — A 
term mainly to be found in double 
taxation treaties, where it is custom- 
arily provided that a business in one 
cOuntry will not be liable to the in- 
come tax of the other country, unless 
it has a “permanent establishment” 
through which it conducts business in 
that other ‘country. A permanent 
establishment is usually defined as a 
place of management, a branch, an 
office, a factory, a workshop, a mine, 
quarry or other place of extraction of 
natural resources, or a building site or 
assembly project: which exists for more 
than a certain period (6 or 1 2 months). 
The definition usually excludes the use 
of facilities solely for purposes of 
storage, display, or delivery of goods 
belonging to the enterprise and théire 
are often some other similar restric- 
tions. 

PE RQUISITES — See BENEFITS IN KIND, 
FRINGE BENEFITS. 

PERSONAL EXPORT SCHEME — Géods 
exported from a country are not 
normally subject to that country’s 
customs duty or sales taxation. When 
goods are bought within the country 
by tourists who intend to take them 
away, there should also, in principle, 

PER 

be no duty or tax on such “personal” 
exports. Accordingly many countries 
have schemes whereby tourists may 
buy goods frée of tax, etc., either in 
duty-free shops, or in other shops 
where either the goods are delivered 
direct to the departing ship or plane; 
or on initial payment of duty with 
subsequent refund being made at the 
tourists’ departure. 

SONAL HOLDING COMPANY — A 
personal holding company, i.e., a 
private. company the shares in which 
are owned by the taxpayer (or by him 
and his wife) personally, is usually set 
up to hold his investments. The com- 
pany may be set up in a tax haven in 
order to gain a tax advantage, but where 
the taxpayer resides in a developed 
country such as the U.S.A., the U.K. 
and other European countries, 
Australia, Japan, etc., there are usually 
tax laws which deem the taxpayer to 
have had the income of the holding 
company (personal family holding 
company‘in Japan) distributed to him 
for the purpose of calculating his tax. 

PERSONAL RELIEFS — Personal reliefs, 
also known as personal allowances, or 
personal .exemptions, are granted to 
individuals as deductions from income 
in computing their personal income 
tax. There is usually a deduction for 
the individual himself, and others for 
his dependents, wife, children, and 
indigent relatives. There is at present a 
trend among countries Which grant 
FAMILY ALLOWANCES (q.v.), i.e., 

cash allowances towards the support 
of a taxpayer’s children, to phase out 
personal relief for the same children. 

PERSONAL TAX —— This term is applied to 
income tax on individuals, as distinct 
from tax levied on corporate and other 
bodies of taxpayers. The term is also 
applied sometimes where there is a 
schedular tax system and the moderate 
amounts of .schedular tax deducted 
from different types of income are 
supplemented by a tax on the total 
income of individuals, which may be 
known as a residents? tax, supple- 

mentary tax, or personal tax. (See 
SCHEDULAR TAXATION.) 

PERSONELE BELASTING — (Belgium, 
Holland) A minor tax on real prop- 
erty. 

PERSONEN BELASTING — (Belgium) 
Personal income tax. 

PERSONENBEZOGENE GESELL- 
SCHAFT -- (Germany) Closely-held 
company. 

PERSONEN TEN LASTE — (Belgium) 
Dependents of the taxpayer for whom 
he may claim personal tax reliefs. 

PERSON FRADRAG — 
sonal reliefs. 

(Denmark) Per- 

PETROLEUM REVENUE TAX (PRT) — A 
tax imposed in the U.K. on profits 
from the exploitation of North Sea oil 
and gas. The tax is levied half-yearly at 
the rate of 60 percent. The tax com- 
menced with half-yearly production 

v periods ending after 12 November 
1974, the tax rate being 45 percent for 
periods up to 31 December 1978. 

PHANTOM TAX -— The tax which would 
have been paid on its profits by a 
PIONEER INDUSTRY (q.v.), which 
has in fact been exempted under TAX 
HOLIDAY (q.v.) provisions, but never- 
theless is “recognised” for tax relief 
purposes under a TAX SPARING 
(q.v.) article in a double taxation 
treaty. 

PHASENPAUSCHALIERUNG SYSTEM — 
This is the system under a cascade tax 
whereby the whole of the tax due at 
different stages of production and 
distribution is covered by a single 
charge- to tax at one stage at a rate of 
tax which is equivalent to the total 
amount likely on average to have been 
levied at the various different stages of 
distribution. ‘ (See also FORFAI- 
TAIRE.) 

PHYSICAL HANDICAP, TAX RELIEF — 
Some countries provide additional per- 
sonal tax reliefs to physically-handi- 
capped individuals, e.g., Japan grants 
additional relief which varies within 
certain limits according to the severity 
of the handicap. The U.S.A. grants an 
additional personal exemption to blind 
persons. Most countries provide cash 
benefits to the handicapped through 
state welfare schemes which may make 
tax relief unnecessary. 

* With the assistance of the staff of the Interna- 
tional Bureau of Fiscal Documentation. 
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PHYSICAL INGREDIENT RULE — This is 
the rule in the U.S. state retail tax 
legislation by which it is laid down 
that goods becoming actual i_ngredients 
in other goods are exempt from retail 
sales tax. 

PIONEER INDUSTRY — The term 
“pioneer industry” is usually encoun- 
tered in legislation in developing coun- 
tries designed to encourage the setting 
up of industries which do not already 
exist in the country or which exist on 
an inadequate scale. Such industries 
are often cléssed~as “pioneers” and 
granted tax and other concessions 
which may include income tax holi- 
days (or exceptional allowances for 
depreciation), freedom from customs 
duties on imports of building materials 
and equipment, and sometimes raw 
materials, for a limited period of years, 
and land and buildings, initially at 
sub-economic rents. (See also INFANT 
INDUSTRY, PHANTOM TAX, TAX 
HOLIDAY, TAX SPARING.) 

PLANNING, TAX — The term is not exact- 
ly synonymous with TAX AVOID- 
ANCE (q.v.) in the worst sense of that 
word. Nowadays it is increasingly 
realised that there are fields in which 
long-term planning can help in pro- 
ducing a more TAX-EFFICIENT (q.v.) 
way of doing something, and tax codes 
are in some ways designed to favour 
one method rather than another. For 
example, provision for one’s retire- 
ment may be made in several ways but 
some tax codes give preferential treat- 
ment to saving through life assurance. 
Disposing of assets to those more 
needy, or perhaps able to make better 
use of them, during one’s lifetime 
usually incurs less tax (or even none if 
there is no gift tax in force) than be- 
quests on death. 

PLAYING CARD TAX — Japan has a tax 
on manufacturers of playing cards and 
mahjong sets, and for a long time the 
U.K. had a specific excise duty on 
packs of playing cards. Such levies are 
obviously likely to be! trivial in yield 
but'are part of the pattern of taxing 
gambling (since cards and mahjong can 
be used in gaming) and leisure activi- 
ties. 

PLUS VALUES — (Belgium and France) 
Capital gains. 

POLL TAX — A tax on each member (or 
each male adult), of the population. 
(See also GRADUATED POLL TAX, 
SELECTIVE EMPLOYMENT TAX.) 

POLLUTION TAX — See ANTI-POLLU— 
TION TAX. 

POOL BASIS — For the purpose of com- ‘ 

puting DEPRECIATION or CAPITAL 
or WRITING-DOWN ALLOWANCES 
(q.v.) in re'spect of machinery and 
plant or other qualifying assets it is 

administratively convenient to “pool” 
all assets which qualify for the same 
rate of allowance, and this method is 
accepted by various tax administra- 
tions, e.g., Canada and the U.K., and 
in fact most countries that use the 
REDUCING (or DECLINING) BAL- 
ANCE METHOD of computing relief. 
The cost of additions is added to the 
written-down balance of value of the 
machinery, etc., and the proceeds of 
sales of old machines or scrap is de- 
ducted from the total, the deprecia- 
tion allowance being calculated on the 
single figure of the adjusted balance. 

POOLING — For the purpose of comput- 
ing capital gains tax on sale, e.g., of 
shares in a quoted company, where 
there have been several purchases of 
the particular shares over a period of 
time and the sale is of only part of the 
.holding, pooling treatment may be 
prescribed (as in the U.K. capital gains 
law) to determine the cost of the 
shares sold. All purchases are totalled 
and the average taken to represent the 
cost of the part of the holding sold. 

POOLS BETTING DUTY — In the U.K. a 
levy on the stake money on pool 
betting (principally applying to sums 
staked on greyhound track totalisators 
and betting by coupons, mainly on 

‘ football match results). (See also 
FOOTBALL POOLS TAX.) 

PORTFOLIO HOLDING COMPANY —- A 
company set up to hold investments 
rather than to trade in them. (See also 
PERSONAL HOLDING COMPANY). 

POSSESSIONS CORPORATION —- A U.S. 
corporation operating in a US, posses- 
sion overseas, e.g., Puerto Rico, re- 
ceives special tax treatment, the object 
being to encourage investment in these 
areas.

I 

POST-CESSATION RECEIPTS — Where 
there are post-cessation receipts re- 

lated to some activity after the formal 
termination of the trade or profession, 
tax liability would arise and this is 

confirmed in legislation in some coun- 
tries which is designed also to countér- 
act avoidance techniques related to 
receipts after cessation. 
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POST-WAR CREDITS — In Britain, in the 
period from April 1941 to "April 1946, 
covering 5 fiscal years (mainly falling 
within World War II), earned income 
relief and personal allowances for in- 

come tax purposes were reduced and 
the extra tax payable in respect of 
these reductions was treated as post- 
war credits repayable after the war. In 
the post-war period, credits were.made 
repayable at retiring age (eventually to 
-men aged 60, women aged 55) and in 
certain other circumstances, e.g., 
death, blindness, disablement, and 
long-term sickness or unemployment. 
Finally, all outstanding credits were 
made repayable unconditionally in 
1972. 

POST-WAR REFUND — The EXCESS 
PROFITS TAX (q.v.) which operated 
in Britain for the period from April 
1939 to December 1946. was charged 
at 100 percent for the period April 
1940 to December 1945 and of the 
100 percent 20 percent was to be 
refundable as a post-war refund. The 
refunds were, in fact, made reaspnably 
soon after the termination of the tax 
on December 31, 1946 to taxpayers 
who incurred expenditure on re-equip- 
ment, etc., against which the refunds 
could be used as credits. 

POUNDAGE -- A levy which originated in 
1891 and was used for a time to pay 
the staff of surveyors of taxes in 
Britain. Since the yield from the levy 
depended on the amount of tax asses- 
séd and collected, there were the usual 
allegations encountered under such 
systems that taxpayers found difficul- 

~ 
ty in having their assessments reduced. 
The term “poundage” has other con- 
notations. As regards LOCAL RATES 
(q.v.) in Britain “poundage” is the 
number of pence in the 5. (equivalent 
to percentage) at which rates are 
levied. The charge for a postal order 
issued by the British Post Office is also 
known as “poundage”. 

POVERTY SURTAX - The expression is 
used to describe the position arising 
from the FAMILY INCOME SUPPLE- 
MENT (q.v.) and other income—related 

' welfare, educational, and other be- 
nefits and abatements. Where the 
family’s earnings rise above certain 
limits, reduced benefits are due, and it 
may be that the cost in lost benefits 
represents a very high percentage of 
the increase in earnings, thus appearing 
similar to a’ high marginal rate of tax, 
or SURTAX (q.v.). 

POVERTY TRAP — The position in which 
the breadwinner who has a low income 
and substantial responsibilities, when 
by striving to and succeeding in earn-

39



ing more, finds that the loss in benefits 
'may nearly equal or even exceed his 
increase in earnings. (See also POVER- 
TY SURTAX.) 

POWER TAX — A tax on power (measured 
by the use of electricity, fuels such as 
coal, gas, or oil, etc.) has sometimes 
been advocated on the grounds, inter 
alia, that a person’s affluence or the 
profitability of a business is propor- 
tionate to the amount of power used. 
A completely logical case for such a 
tax cannot be made out because it 

cannot be shown that the grounds 
referred to are wholly valid. (See also 
PUBLIC UTILITY TAX.) 

PRAEFERENCEAKTIE — 
Preference shares or stock. 

(Denmark) 

PRECOMPTE — (Belgium, France) A pre- 
payment of tax, usually' by‘ with- 
holding. 

PRECOMPTE MOBILIER — (Belgium, 
France) A pre-payment by deduction 
at source, e.g., of income tax on divi- 
dends or interest paid on securities, 
including bearer bonds. 

PREEMPTION, DROIT. DE —- The right of 
the French tax administration to buy 
real property at the value (increased 
by 10 percent) which has been de- 
clared for the purposes of the registra- 
tion tax at the time of transfer of 
ownership. ‘(See also UNIVERSAL 
VALUES.) 

PREFECTURAL TAXES — Local taxation 
in Japan, where prefectures and muni- 
cipalities, the units of local authorities, 
have power to levy taxation. 

PREFERENTIAL DEBT FOR TAX — 
Most countries provide that tax unpaid 
should have preference over other 

debts in the event of the bankruptcy 
of an individual or liquidation of a 
company. This is a reasonable provi- 
sion since tax was originally a debt 
from the taxpayer to his sovereign, but 
the preferential treatment is usually 
-limited to the tax for a particular year, 
other tax ranking with other debts on 
an equal footing. 

PREMIUM ON LEASE — In the U.K. the 
granting of a lease subject to payment 
of a premium involves additional in- 
come tax based on the use of a for- 
mula for spreading the premium over 
the term of the lease. Sale of a pre- 
mium is usually a subject for capital 
gains tax. Most countries accord 
broadly similar treatment to leases. 

PREMIUMS ON LIFE ASSURANCE 
POLICIES, ANNUITY CONTRACTS — See LIFE INSURANCE RELIEF, 
PENSION SCHEMES, RETIREMENT 
BENEFIT SCHEMES. 

PRICE, ARMS' LENGTH — The concept 
of an arms’ length price is relevant to 
various kinds of taxation, e.g. customs 
duties, stamp duties and capital gains 
tax on the disposal of property, the 
valuation of goods- internally or 
domestically consumed by taxpayers 
who are subject to sales taxation, and 
to 'income taxation on their profits. 
The allocation of profits between head 
office and the branches of a concern 
trading in several countries, or be- 
tween associated persons or companies 
in an integrated business may also 
depend on arms’ length pricing, etc. 

PRICE CONTROL — See QUASI-TAXA- 
TION. 

PRICE, EFFECT OF TAX 0N — See 
ESCALATION, PYRAMIDING. 

PRIORITY FOR TAX — See PREFEREN- 
TIAL DEBT. 

lF/I NEWS 
Mr. DAVIES HONOURED 

Our congratulations go to Alun G. Davies, 
President of IFA, who was made aCommander 
of the British Empire in Her Majesty’s New 
Year’s Honours List. 

PROBATE DUTY — A tax payable when 
an executor or beneficiary takes out 
probate for the estate of a deceased 
person. The term may refer merely to 
a moderate stamp duty 9n documents 
or may be applied to "the DEATH 
DUTY (q.v.) charged as a revenue or 
“redistributive” levy on the assets 
passing at death. In Britain, Probate 
Duty was in force from 1694 to 1894 
(finally as a 3 percent levy on the 
value estates over £ 1,000) when it was 
replaced by Estate Duty. 

PRODUCTION, FACTORS OF, TAX ON 
—~ See FACTORS OF PRODUCTION. 
PRODUCTION ' GOODS — The term 

applied to goods which are, in turn, 
used to produce other goods. The term 
may be applied accordingly to equip- 
ment and machinery, but is also some- 
times applied to other goods which are 
not embodied in the products but may 
serve as catalysts in the production 
process. ' 

PROFESSIONAL TAX - Annual taxes are 
sometimes levied on those carrying on 
professions. Sometimes the levy may 
be a kind of registration fee relating to 
the administrativa cost of supervising 
the activities of various professions for 
the protection of the public. Occasion- - 

ally, and usually inadvisedly, such 
taxes have been levied for reVenue pur- 
poses avowedly because those who 
exercise professions are alleged to have 
more favourable treatment for income 
tax purposes than employees, and 
greater opportunities for evasion and 
avoidance. To levy a special tax for the 
last reason is, of course, unsound in 
principle since it seems to confer a 
“licence to cheat”. 

PROFITS TAX — The term may be used to 
denote an ordinary income tax on 
profits or occasionally a special tax 
such as that levied in Britain in the 
period 1946 to 1965 on corporate 
profits in addition to the ordinary 
income tax on those profits. The va- 
rious versions of the British profits 
tax in its lifetime included a simple 
levy of tax on profits which was calcu- 
lated slightly differently from those 
chargeable to income tax -— finally at 
the rate of 15 percent with an abate- 
ment where the profits did not exceed 
£ 12,000 and an exemption where 
they did not exceed £ 2,000. At other 
times the tax was charged more heavi- 
ly on dividends than on retained 
profits and the differential rate on 
distributions varied from time to time 
with changes in government policy. 

[to be continued] 
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revised edition is published. (B. 102.052/053) 
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By Jean-Pierre Jarnevic. Clermont, Travaux et Recherches de la 
Faculté de Droit et de Science Politique de L’Université de 
Clermont, 1978. 264 pp. 
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Erwerb, Einbringung, Herstellung, Nutzung, Veréiusserung, 
Entnahme von Gebfiuden sowie Grund und Boden. By Armin 
Harbich. Berlin. Erich Schmidt Verlag, 1979. Grundlagen und 
Paxis des Steuerrechts, Band 17. 240 pp., 46 DM. 
Comprehensive handbook on all aspects and problems of the 
treatment of business real property by German profit related 
taxes. This book, which is destined for the use of enterprises, 
provides a pragmatic approach containing many examples derived 
from the jurisprudence on this subject. (B. 102.038) 

HANDBUCH DER STEUERVERANLAGUNGEN 1978 
Einkommensteuer, Kbrperschaftsteuer, Gewerbesteuer, Umsatz- 
steuer. Munich, Verlag C.H. Beck, 1979. 2670 pp., 112 DM. 
Annual guide for filing 1978 returns for individual income tax, 
corporate income tax, business tax and turnover tax. (B. 102.024) 

KOMMENTAR ZUM KAPITALVERKEHRSTEUERGESETZ 
Gesellschaftsteuer - Bérsenumsatzsteuer. 3., véllig fiberarbeitete 
Auflage. By Herbert Brénner and Balduin Kamprad. Cologne, 
Verlag Dr. Otto Schmidt, 1979. 272 pp., 68 DM. 
This commentary on the capital transfer tax law includes the 
company tax which is levied on transfers of participation in 
companies and the securities exchange transfer tax which is 
levied on the purchase of securities within Germany. In the 
annex are also contained the executive regulation and the EEC 
directives on this subject. (B. 102.025) 

DAS NEUE KbRPERSCHAFTSTEUERRECHT DER GMbH 
Einfiihrung fiir den GmbH-Geschfiftsfiihrer und seine Berater. 
2. véllig iiberarbeitete und erweiterte Auflage. By Bert Tillmann. 
Cologne, Verlag Dr. Otto Schmidt, 1978. 164 pp., 28 DM. 
Practical guide to the new German corporation income tax and 
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signed specially for managers and their professional counsel. 
The practical aspects of the distribution with subsequent re- 
investment procedure and the tax effects of forming different 
types of legal entities are shown. (B. 102.007) 

KbRPERSCHAFTSTEUERGESETZ (KStG 1977) 
By G. Frotscher and E. Maas. Freiburg im Breisgau, Rudolf Haufe 
Verlag, 1978. 
Loose-leaf publication providing an extensive commentary on the 
1977 German Corporate Income Tax Law, illustrated by numer- 
ous practice-oriented examples concerning the impact of the im- 
putation system. The texts of the Corporate Income Tax Law as 
well as of related laws and ordinances and an extensive index are 
appended. Updating supplements which will also complete the 
basic work will appear regularly. (B. 102.006) 
OECD ECONOMIC SURVEYS: GERMANY 
Paris, Organisation for Economic Co-operation and Development, 
1979. 76 pp., 12 Fr.Frs. (B. 102.044) 

TAXATION IN GERMANY 
International Tax and Business Service. New York, Deloitte 
Haskins & Sells, 1978. 94 pp. 
Guide to taxation in West Germany. After an introduction to the 
tax system, income taxes and other taxes are featured. Also 
included is a comprehensive array of rate tables. The appendices 
include a list of countries with which Germany has entered into 
tax treaties and specimen tax computations of the personal and 
corporation income tax, the corporation trade tax and of turn- 
over taxes. (B. 102.086) 

DIE VERANLAGUNG ZUR EINKOMMENSTEUER FUR 1978 
Einkommensteuergesetz, Durchfiihrungsverordnung, Richtlinien, 
Anlagen, Rechtsprechung, Nebengesetze, Tabelle, Stichwortver- 
zeichnis. Diisseldorf, IdW-Verlag, 1979. 1239 pp., 39 DM. 
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Annual guide for purposes of filing individual income tax return 
for 1978 assessment year. Relevant text of statutes is appended. 
(B. 102.020) 

DIE VERANLAGUNG ZUR GEWERBESTEUER FUR 1978 
Gewerbesteuergesetz, Durchffihrungsverordnung, Richtlinien, An- 
lagen, Rechtsprechung, Nebengesetze, Stichwortverzeichnis. 
Diisseldorf, IdW-Verlag, 1979. 295 pp., 22 DM. 
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Umsatzsteuergesetz, Durchffihrungsverordnung, Anlagen, Recht- 
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Verlag, 1979. 1283 pp., 48.50 DM. 
Annual guide for purposes of filing turnover tax return for 
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(B. 102.022) 

GUATEMALA 
IMPUESTO DE PAPEL SELLADO Y TIMBRES FISCALES 
Con todas sus reformas, modificaciones, adiciones y supresiones, 
hasta la fecha. Published and edited by Angela Lilia Lépez Vela 
and Astrid Odette Castillo Gonzélez, Guatemala, August 1978. 
103 pp. 
Stamp tax law including a general turnover tax and amendments 
to same. (B. 15.095) - 

LEY DEL IMPUESTO SOBRE LA RENTA Y SU REGLAMENTO 
Totalmente actualizados, Editors: Angela Lilia Lépez Vela and 
Astrid Odette Castillo Gonzélez. Guatemala, Government Printer, 
1979. 149 pp. . 

Texts of the Income Tax Law, implementary decree‘and related 
decrees. (B. 15.902) 

LEYES TRIBUTARIAS DE LA REPUBLICA DE GUATEMALA 
Coleccién legal Comercio e Industria, Tomo IV, 2a Edicién. 
Edited by RC. Luis E. Barrios P. Guatemala, Government Printer, 
1976. 550 pp. 
Compilation of tax laws of Guatemala. (B. 15.920) 

HON G KONG 
ANNUAL DEPARTMENTAL REPORT 
By the Commissioner of Inland Revenue R.V. Giddy for the 
financial year 1978-79. Hong Kong, Government Printer, 1978. 
80 pp. (B. 51.411) 
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HIMPUNAN PERATURAN PERPAJAKAN DELAM PELITA III 
Pajak Perseroan. Dilengkapi dengan 10 SK Menkeu yang berkaitan 
dengan Paket 27 Maret 1979 dan Impres No. 6, 1979. Jakarta, 
Berita Pajak,1979.167 pp. 
Compilation of‘tax statutes promulgated on March 27, 1979 as 
the Tax Incentive Package to accommodate the Third Five Year 
Development Plan (1979-1984). Relevant statutes in connection 
with the Tax Incentive Package directed mainly at the corporate 
income tax are appended. (B. 51.362) 
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INTE RN ATIONAL 
THE IMPACT OF THE NEWLY INDUSTRIALISING 
COUNTRIES ON PRODUCTION AND TRADE IN MANUFACTURES 
Report by the Secretary—General. Paris, Organisation for Eco- 
nomic Co-operation and Development, 1979. 95 pp., 48 Ffr. 
(B. 102.010) 

INTERNATIONALE BESTEUERUNG DES INDUSTRIE- 
ANLAGENBAUS 
Bauausfiihrungen, .Montagen. By Ernst Feuerbaum. Heme/Berlin, 
Verlag Neue Wirtschafts-Briefe, 1979. 296 pp., 60 DM. 
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emphasis is on the national and international German tax law 
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40 countries on this matter. (B. 102.037) 

POVERTY AND THE IMPACT OF INCOME MAINTENANCE PROGRAMMES IN FOUR DEVELOPED COUNTRIES 
By Wilfred Beckerman, in collaboration with Wouter van Ginneken, 
Richard Szal and Michel Garzuel. Geneva, International Labour 
Organisation, 1979. 90 pp. 
Study which attempts to measure the degree of proverty in four 
developed countries, namely, Australia, Belgium, Norway and 
the United Kingdom. (B. 102.045) 

PRACTICAL INTERNATIONAL TAX PLANNING 
By Marshall J. Langer. Second edition. (Formerly “How to use 
foreign tax havens”). New York, Practising Law Institute, 810 
Seventh Avenue, New York, N.Y. 10019, 1979. 445 pp., $ 40. 
Study on the use of foreign tax havens and offshore financial 
centers in the world. Part I explains why tax havens and financial 
centers exist. Part 11 deals with the legal framework of interna— 
tional tax planning, residence, domicile,'citizenship. The next 
three parts deal with individual havens and financial centers. Part 
IV covers international tax planning activities including foreign 
investment in the United States. (B. 102.250) 

ITALY 
IMPOSTA SUL REDDITO DELLE PERSONE FISICHE 
2a Edizione. Rome, Banco di Roma, 1979.426 pp. 
Handbook on the individual income tax. (B. 102.014) 
MEMORANDUM SULLA DICHIARAZIONE ANNUALE DEI 
REDDITI DELLE PERSONE FISICHE, 1978 
Rome, Banco di Roma, 1979. 64 pp. 
Booklet explaining how the 1978 individual income tax must be 
declared. (B. 102.013) 

KOREA (SOUTH) 
CORPORATION TAX LAW AND ENFORCEMENT DECREE 
1979 ‘ 

Seoul, American Chamber of Commerce, 1979. 210 pp. 
English translation of consolidated text of the Corporation 
Tax Law and the Enforcement Decree thereto as of the end of 
1978. (B. 51.402) 

INCOME TAX LAW AND ENFORCEMENT DEGREE 1979 
Seoul, American Chamber of Commerce, 1979. 330 pp. 
English translation of the consolidated text of the Individual 
Income Tax Law and the Enforcement Decree thereto as of the 
end of1978. (B. 51.402) 

VALUE-ADDED TAX LAW, TAX EXEMPTION & REDUCTION 
CONTROL LAW, AND ASSET REVALUATION LAW AND ENFORCEMENT DECREES 1979 
Seoul, American Chamber of Commerce, 1979. 232 pp. 
English translation of the consolidated text of the Value Added
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Tax Law, the Tax Exemption and Reduction Control Law,'the\\ 
Asset Revaluation Law and the Enforcement Decrees thereto 
as of the end of 1978. (B. 51.403) 

LATIN AMERICA 
ESTRUCTURA JURIDICA VIGENTE DE LA ALALC 
2 Volumes. Montevideo, Secretaria de la ALALC, 1978. 
Loose-leaf publication dealing with the law structure of LAFTA 
and includes the Montevideo treaty establishing LAFTA, the 
Cartagena Agreement establishing ANCOM, and decisions and 
agreements taken within LAFTA framework- (B. 15,907) 
PAPERS AND REPORTS OF THE TENTH GENERAL 
ASSEMBLY 
San Salvador, El Salvador,‘ 16-21 May, 1976. Panama, CIAT 
Executive Secretariat, 1976. 380 pp. 
The topics discussed in the Tenth General Assembly of the 
Inter-American Center of Tax Administrators were: “The role 
of the tax administration”; “Problems of international taxation”; 
“Taxation and inflation”; “Effects of attestation of financial 
statements by CPAs”. (B. 15.923) 

PROGRESO ECONOMICO Y SOCIAL EN AMERICA LATINA 
Informe 1978. Washington, Banco Interamericano de Desarrollo, 
1979. 520 pp. 
Economic and social development in Latin America during 1978. 
(B. 15.921) 

MEXICO 
MANUAL PARA USO DE LA PEQUENA Y MEDIANA 
INDUSTRIAS, 1978 ’ 

Mexico, Secretaria de Hacienda y Credito Pfiblico, 1978. 165 pp. 
Mannual prepared by the tax administration and explaining taxa- ’ 

tion of small and medium sized industry. (B. 15.904) 
REGLAMENTO DE LA LEY DEL IMPUESTO SOBRE LA RENTA 1977 
Mexico, Secretaria de Hacienda y Credito Pfiblico, 1977. 100 pp. 
Text of the regulation of the Income Tax Act, 1977. (B. 15.906) 

THE NETHERLANDS 
BELASTINGWETTEN 
Tiende druk. Deventer, Kluwer, 1979. 490 pp., 22.50 Dfl. 
Tenth edition of compilation containing texts of Dutch tax laws 
updated to amendments contained in the Official Gazette 1979, 
78 and Official Newspaper 1979, 54. (B. 102.050) 

FISCALE ASPECTEN BIJ HET UITZENDEN VAN 
PERSONEEL NAAR HET BUITENLAND 
By R.L. van de Water. Deventer, Kluwer; The Hague, Fenedex, 
1979. Fiscale en juridische documentatie voor internationaal 
zakendoen, No. 4. 90 pp., 31 Dfl. 
Considerations on tax aspects (individual income tax, wage tax), 
under Dutch tax law, arising from sending employees abroad. 
(B. 102.030) 

GEMEENTELIJKE BELASTINGEN 
Inleiding van de heer mr. H.E. Koning, staatssecretaris van Binnen- 
landse Zaken, gehouden op 23 mei 1979 ter gelegenheid van 
een landelijke bijeenkomst van de sectie Gemeentefinancién van 
het Instituut voor Bestuurswetenschappen. The Hague, Ministerie 
van Binnenlandse Zakén, 1979. 22 pp. 
Text of speech on municipal taxes in the Netherlands by the 
State-Secretary of Internal Affairs on May 23, 1979 at a meeting' 
convened by the Institute of Public Administration, section 
Municipal Finance. (B. 102.106) 

OPVOLGING IN DE FAMILE-B.V. 
Verslag van een seminar over dit onderwerp gehouden op 10 
november 1978 te Amsterdam. By H.L. Zuidema, J.C.K.W. Bartel 
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and PL. Dijk. Deventer, Kluwer, 1979. 65 pp., 22.50 Dfl. 
Printed text of lectures given on November 19, 1978 at a seminar 
in Amsterdam concerning problems arising in the succession in 
family-owned limited liability companies (B.V.) as viewed from 
the taxation, humane and legal aspects. (B. 102.029) 
TAXATION IN THE NETHERLANDS 
New York, Deloitte Haskins & Sells, 1979. 78 pp. 
Book in the series “International Tax and Business Service”, 
providing general information on taxation in various countries in 
the world. (B. 102.051) 

WET OP DE OMZETBELASTING 1968 
Tweede druk. By C.P. Tuk. Deventer, Kluwer, 1979. 484 pp., 
85 Dfl. - 

Second edition of an introductory textbook to the Dutch turn- 
over tax law as affected by the Sixth EEC Directive. References 
to case law have been brought up to date. (B. 102.049) 

PAKISTAN 
COMMENTS ON THE FINANCE ORDINANCE 197\8 AND AMENDMENTS IN MERCANTILE LAWS 
By Akbar G. Merchant. Karachi, Flecbon Corporation, 1978. 
78 pp. 
The Finance Ordinance 1978 and comments thereto discussed, 
Company law and aspects of provincial budgets and indirect taxes 
are dealt with, covering income tax, sales tax, estate duty, labour 
and commercial laws. (B. 51.381) 

COMPANIES RULES AND PROCEDURES 
1978 Edition. By Khawaja Amjad Saeed. Lahore, Accountancy & 
Taxation Services Institute, 1978, 695 pp. 
Second revised edition of annotated text of company rules and 
related subjects with references to 62 statutes and 126 case laws“ 
The material is updated as of May 31, 1978. (B. 51.378) 
THE FIFTH FIVE YEAR PLAN (1978-83) 
Planning Commission, Government of Pakistan, June, 1978. 
Karachi, The Manager of Publications, 1978. 266 pp. 
Full text of the Fifth Five Year Plan of Pakistan. (B. 51.383) 

FINANCE ACT, 1977 AND FINANCE (SUPPLEMENTARY) 
ACT, 1977; FINANCE (AMENDMENT) ORDINANCE, 1978 
By S.M. Tanauli, Karachi, Manzoor Publishers, 1978. 172 pp. 
Explanation of the changes made in the income tax, wealth tax 
and estate duty laws as affected by the Finance Act, 1977 and 
additional changes. Texts of relevant enactments, notifications, 
and Central Board of Revenue’s explanations have been repro- 
duced. (B. 51.379) 7 

THE FINANCE ORDINANCE 1978 
By Adam Patel. Karachi, Epé & Asep Publisher, 1978. 16 pp. 
Notes on the income tax amendments followed by the text of the 
1978 Finance Ordinance on tax amendments. (B. 51.400) 
THE INCOME TAX ACT (XI OF 1922) 
Amended with new rates of income tax & super tax. By Javed 
Iqbal Khan. Lahore, Manzoor Book House, 1978. 183 pp. 
Consolidated text of the income tax code of 1922 as amended by 
Finance Ordinance 1978. (B. 51.380) 

INCOME TAX ACT, 1922 WITH FINANCE ACTS & ORDINANCES (1978-1979) AND RULES 
By Zafar Hussain Chaudhary. Lahore, Lahore Law Times Publica- 
tions, 1979.230 pp. 
Consolidated text of the Income Tax Act, 1922. The Finance Act 
and Ordinances 1978-1979 and Rules are appended. (B. 51.382) 
INCOME-TAX DIGEST 1977 
By S.M. Raza Naqvi. Lahore, Taxation, 1977. 
Loose-leaf publication containing texts of tax cases reported in 
1977 on Pakistan tax law. (B. 51.396) 
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INCOME-TAX GUIDE AND READY-RECKONER 1978-79 
28th Edition. By Adam Patel. Karachi, Epa & Asep Publisher, 
1978. 80 pp. 
Reference guide to 1978-79 income tax. (B. 51.377) 

PAKISTAN ECONOMIC SURVEY 1977-78 
Islamabad, Government of Pakistan, Finance Division, 1978. 
180 pp. ‘ 

Information of the performance of the economy during the first 
three quarters of the 1977-78 fiscal year. (B. 51.376) 

PANAMA 
PANAMA: A BUSINESS PROFILE 
London, Touche Ross & Co.; Panama, Young & Young, 1979. 
107 pp. 
Publication providing information on doing business in Panama. 
Taxes levied are explained as well as investment factors, banking 
system, accounting and auditing. (B. 15.914) 

PARAGUAY 
LEGISLACION FISCAL DEL PARAGUAY 
Tomo II. Cuarta edicién. By Carlos A. Mersén. Asuncién, Carlos 
'A. Mersén, 1976. 878 pp. 
Compilation of Paraguayan fiscal laws. (B. 15.917) 

PHILIPPINES 
THE EFFECTS OF INFLATION ON THE PHILIPPINE 
INDIVIDUAL INCOME TAX STRUCTURE 
Overview of Metropolitan Manila Public Finance. Manila, National 
Tax Research Center, 1978, NTRC Staff Papers, December 1978. 
94 pp. (B. 51.404) 

PUERTO RICO 
ECONOMY AND FINANCES ’77 PUERTO RICO 
Prepared by Ting Chen Hsu, acting director, Office of Economic 
Affairs. San Juan, Commonwealth of Puerto Rico, Department of 
the Treasury, 1979. 34 pp. (B. 15.912) 

WHAT YOU SHOULD KNOW ABOUT TAXES IN PUERTO 
RICO 
San Juan, Commonwealth of Puerto Rico, Department of the 
Treasury, 1979. 113 pp. 
Booklet presenting the basic facts about the major aspects of the 
tax system of Puerto Rico, especially of interest for persons who 
plan to reside or do business in Puerto Rico. (B. 15.898) 

SINGAPORE 
ANNUAL REPORT 1977 
Inland Revenue Department, Republic of Singapore. Singapore, 
Government Printer, 1978. 77 pp. 
Summary of the performance of the Inland Revenue Department 
in 1977. (B. 51.430) 

BANKS AND BANKING 
By Myint Soe, Singapore, Malaya Law Review, 1978. Singapore 
Law Series, No. 5. 48 pp. 
Introductory survey of the legislation on the regulation and con- 
trol of banks in Singapore. Subjects related to banking are ap- 
pended such as documentary letters of credit. A selected biblio- 
graphy is appended. (B. 51.427) 

COMPANY LAW 
By Philip N. Pillai. Singapore, Malaya Law Review, 1979. Singa- 
pore Law Series, No. 7. 121 pp. 
Introductory survey of the basic principles of company law in 
Singapore. (B. 51.429) 
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SHIPPING LAW 
By James Wong. Singapore, Malaya Law Review, 1977. Singapore 
Law Series, No. 4. 103 pp.

_ 

Introductory survey of merchant shipping and carriage of goods 
by sea under Singapore statutes, (B. 51.426) 

SPAIN 
LA DESGRAVACION FISCAL A LA EXPORTACION EN 
ESPANA 
By Enrique Guardiola Sacarrera. Barcelona, Camara Oficial de 
Comercio, Industria y Navegacién de Barcelona, 1979. 132 pp. 
Explanation of the refund of assumed indirect taxes paid on 
products, granted if these products are exported. (B. 102.040) 

ESPANOLES Y EXTRANJEROS RESIDENTES EN Y FUERA 
DE ESPANA, SUJETOS AL IMPUESTO SOBRE EL PATRI- MONIO 
By Juan Luis Cervera Garcia. La Eliana (Valencia), Editorial 
Vallbo, 1979. Serie “Tributacién en Espana”, Tomo 1. 63 pp. 
Explanation of the Spanish net wealth tax imposed on resident 
and non-resident individuals. (B. 102.041) 

SPAIN 1979 
Foreign investments, by Antonio de Fortuny; Accounting and 
financing aspects, by Klynveld Kraayenhof and C0,; Tax system, 
by Juan Otero. Madrid, Artes Gréficas Minerva, 1979. 175 pp. 
Introduction to foreign investment and tax law in Spain and the 
accounting and financing aspects thereof, in Spanish and English, 
intended primarily for foreign investors in Spain.- (B. 102.033) 

IMPUESTOS SOBRE LA RENTA Y SOBRE SOCIEDADES 
Nueva legislacién. Madrid, Ministerio de Hacienda, 1979. 141 pp. 
100 Ptas. 
Compilation of the laws, decrees and rulings concerning the new 
individual and corporate income tax. (B. 102.042) 

OECD ECONOMIC SURVEYS: SPAIN 
Paris, Organisation for Economic Co—operation and Development, 
1979.51 pp., 12 Ffr. (B. 102.059) 

SRI LANKA 
INCOME TAX, WEALTH TAX AND GIFTS TAX IN 
SRI LANKA 
By S. Balaratnam. Colombo, S. Balaratnam, 1979. 124 pp. 
Discussion of the principles governing income tax, wealth tax 
and gift tax with reference to case law. The law is based on the 
Inland Revenue Act No. 28 of 1979. (B, 51.365) 

SWITZERLAND 
DIE BESTEUERUNG DER AKTIENGESELLSCHAFTEN IN DER SCHWEIZ - 

Gewinn- und Kapitalsteuern von Bund, Kantonen und Gemeinden. 
By André Margairaz and Roger Merkli. Bern, Cosmos Verlag, 
1979.163 pp., 42 Sfr. 
Study of the taxation of corporations in Switzerland, in particular 
the corporate income and net worth taxes levied by the Federa- 
tion, the cantons and the municipalities. This is the German V 

version of the original French edition, “L’imposition des sociétés 
anonymes en Suisse. Aspects et problémes fiscaux fédéraux et 
cantonaux”. (B. 102.055) 

DAS NEUE EINKOMMENSTEUERABKOMMEN MIT 
GROSSBRITANNIEN 
By Max Widmerl. In: Archiv fijr Schweizerisches Abgabenrecht, 
47. Band, Heft 10, April 1979. P. 497v513. 
Discussion of the new income tax treaty between Switzerland and 
the United Kingdom signed December 8, 1977, (B. 102.000)
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DAS SCHWEIZERISCHE BANKGEHEIMNIS 
By Maurice Aubert, Jean-Philippe Kernen and Herbert Schbnle. 
Bern, Verlag Stz'impfli, 1978. 457 pp., 98 Sfr. 
German version of monograph dealing with Swiss bank secrecy 
translated from the original French edition, “Le secret bancaire 
suisse” (1976). (B. 102.054) 

TAXATION IN SWITZERLAND- 
New York, Deloitte Haskins & Sells, 1979. 70 pp. 
Book in the series “International‘Tax and Business Service”, pro- 
viding general information on taxation in various countries in 
the world. (B. 102.056) 

SYRIA 
COMPENDIUM OF PROVISIONS GOVERNING INVEST- 
MENTS IN THE SYRIAN ARAB REPUBLIC 
From: Saba & C0,, Damascus, 1975.113 pp.

I 

Summary of the regulations govexjning investments in Syria by 
Arab and foreign capital. English translations of decrees per- 
taining thereto are appended. (B. 51.438) 

THAHAND 
HANDBOOK FOR TAX CLEARANCE CERTIFICATE FOR 
ALIENS UNDER THE PROVISIONS OF THE THAI REVENUE CODE 
Bangkok, Revenue Department, 1979. 12 pp. (B. 51.363) 

UNITED KINGDOM 
TOLLEY’S TAX TABLES 1979-80 
Budget edition June 1979. Croydon, Tolley Publishing Co., Ltd., 
1979.20 pp., 5:! 1.20. 
Quick reference brochure containing tables covering income tax, 
investment income surcharge, capital gains tax, corporation tax, 
value added tax and capital transfer tax payable under the 1979 
Budget. (B. 102.035) 

CAPI'TAL TRANSFER TAX 
Second edition. Finance Act 1978 supplement. By David J. 
Hayton and John Tiley. London, Butterworth Law Publishers, 
Ltd., 1979. 4 pp. (B. 101.852) 

HANDBOOK ON THE CAPITAL GAINS TAX ACT 1979 
Providing the full text of the Act; practical, to-the-point notes 
with examples; and fully cross referenced and indexed. Prepared 
by Butterworths Editorial Staff. London, Butterworth Law 
Publishers, Ltd., 1979. 276 pp., £ 7.50. (B. 102.047) 

TAX AVOIDANCE AND EVASION: THE INDIVIDUAL AND 
SOCIETY 
By Barry Bracewell~Milnes. London, Panopticum Press, 1979. 
120 pp., £ 3. 

, 

Consideration of the problem of tax avoidance and tax evasion, 
both domestic and international, and the measures to suppress 
them. (B. 102.032) 

USJk 
ACCOUNTING FOR TAX SUBSIDIES WITH SPECIAL REFERENCE TO COST OF SERVICE, OR “FAIR 
RATE OF RETURN", UTILITY REGULATION 
By Seymour Fiekowsky. Washington, Office of Tax Analysis, 
US. Treasury Department, 1979. OTA Paper No. 27, May 1979. 
69 pp. (B. 102.009) 

AMERICAN FEDERAL TAX REPORTS 
Second series. Volume 38, table of cases to vols. 31-38. Engle- 

wood Cliffs, Prentice-Hall, Inc., 1977. 1500 pp. 
Bound volume containing unabridged federal and state court 
decisions arising under the federal tax laws (and previously re- 
ported in Prentice-Hall Federal Taxes) on income tax, estate & 
gift tax and excise tax. (B. 102.012) 

EFFECTS OF POTENTIAL TAX REFORMS ON STOCK MARKET ’YIELDS ‘ 

v By Larry Dildine and Eric Toder. Washington, Office of Tax 
Analysis, US. Treasury Department, 1979. OTA Paper No. 36. 
43 pp. (B. 102.015) 

PROCEEDINGS OF THE FIFTY-SECOND ANNUAL MEETING, NORTH AMERICAN GASOLINE TAX CONFERENCE, 
DULUTH, MINNESOTA, SEPTEMBER 10-13, 1978 
Washington, Federation of Tax Administrators, 1978. 117 pp. 
Printed texts of papers presented at the meeting, including such 
topics as: “Minnesota’s tax system” by Arthur C. Roemer; 
“Federal fuel tax developments” by Richard L. Crain; “Fuel tax 
enforcement and legislation” by Clay A. Wilkins. (B. 102.018) 

PROCEEDINGS OF THE FIFTY-SECOND ANNUAL MEETING, NATIONAL TOBACCO TAX ASSOCIATION, SCOTTSDALE, 
ARIZONA, SEPTEMBER 24-27, 1978 
Washington, Federation of Tax Administrators, 1978. 114 pp. 
Printed texts of papers presented at the meeting. including such 
topics as: “The Federal Cigarette Contraband Bill: State Tax 
Administrators’ efforts for the Bill” by Arthur C. Roemer; 
“Cigarette bootlegging: beginning campaigns in public awareness” 
by Suzanne Haegert; “Cigarette tax accountability: manu- 
facturers’ reports, audits, and schedule C’s” by Joe Booth. 
(B. 102.017) 

REPORTS OF THE UNITED STATES TAX COURT 
April 1, 1978 to September 30, 1978. Volume 70. Washington, 
Government Printer, 1978. 1154 pp. 
Bound volume containing relevant US. Tax Court decisions. 
(B. 102.058) 

REVENUE ADMINISTRATION, 1978 
Proceedings of the forty-sixth annual meeting, National Associa- 
tion of Tax Administrators, Boston, Massachusetts, June 18-22, 
1978. washington, Federation of Tax Administrators, 1978. 
245 pp. 
Printed texts of papers presented at the meeting, including such 
topics as: “Long range cooperation between federal and state 
tax administrators” by William E. Williams; “The US/UK tax 
treaty and foreign source income proposals: an update on state 
tax aspects” by Martin Huff; “Indexation of Colorado income 
tax: political and economic background” by Frank L. Beckwith; 
“Charitable transfers and recent developments in the federai 
estate and gift tax law” by Marc R. Feinberg. (B. 102.016) 

1979 SOCIAL SECURITY EXPLAINED 
CCH Editorial Staff publication. Chicago, Commerce Clearing 
House, Inc., 1979.228 pp., $ 6. (B. 102.057) 

URUGUAY 
IMPUESTO AL VALOR AGREGADO 
Hecho generador. By José Luis Shaw. Montevideo, ACALI 
Editorial, 1978. 160 pp. 
Value added tax on transactions and importations. (B. 15.901) 

VENEZUELA 
VESTIGING ALS BEDRIJF IN VENEZUELA 
The Hague, Fenedex, 1979. 23 pp. 
Introductory description of how to establish a business in Vene- 
zuela. (B. 15.922) '
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Loose-Leaf Services 
Received between October 1 and October 31, 1979 

AUSTRALIA 
AUSTRALIAN INCOME TAX — LAW AND PRACTICE: 
—- Bulletin ‘ 

releases 25, 30 and 31 — Cases 
releases 24, 31 and 32 

Butterworths, Pty., Ltd., Chatswood. 

AUSTRIA 
DIE EINKOMMENSTEUER: 
— Rechtsprechung 

release 8 

INTERNATIONALES STEUERRECHT 
Philipp - Polak 
release 4 
Manz’sche Verlagsbuchhandlung, Vienna. 

KOMMENTAR ZUR LOHNSTEUER 
release 11 

BELGIUM 
DOORLOPENDE DOCUMENTATIE 
INZAKE BTW/LE DOSSIER PERMANENT DE LA TVA 
release 108 
Editions Service, Brussels. 

FISCALE DOCUMENTATIE VANDEWINCKELE 
Tome I, release 30 
Tome III, release 42 
Tome V, release 37 
Tome VII, release 34 
Tome VIII, release 173 
Tome IX, release 105 
Tome XIV, releases 120 and 121 
CED-Samsom, Brussels. 
GUIDE FISCAL PERMANENT 
release 407 
Editions Service, Brussels. 

GUIDE PRATIQUE DE FISCALITE 
Tome I, release 30 
Tome III, release 27 
CED-Samsom, Brussels. 

Wirtschaftsverlag Dr. Anton Orac, Vienna. 

Wirtschaftsverlag Dr. Anton Orac, Vienna. 

VAKCURSUSSEN 
release 109 
Ministry of Finance, Brussels. 

CANADA 
CANADA INCOME TAX GUIDE 
REPORTS 
release 126 
.CCH Canadian, Ltd., Don Mils. 
CANADA TAX LETTER 
release 306 
Richard de Boo, Ltd., Toronto. 

CANADA TAX SERVICE — RELEASE 
releases 247-250 
Richard de Boo, Ltd., Toronto. 

CANADIAN CURRENT TAX 
releases 38-40 and 42 
Butterworths, Pty., Ltd., Scarborough. 

DOMINION TAX CASES 
releases 28 and 29 
CCH Canadian, Ltd., Don Mills. 
PROVINCIAL TAXATION SERVICE 
release 3'70

. 

Richard de Boo, Ltd., Toronto. 

COMMON MARKET (EEC) 
HANDBOEK VOOR DE EUROPESE 
GEMEENSCHAPPEN: 
— Kommentaar op het EEG, Euratom en 

EGKS verdrag; verdragsteksten en aan- 
verwante stukken 
release 204 

Kluwer, Deventer. 

DENMARK 
SKATTEBESTEMMELSER: 
— Dobbeltbeskatningsoverenskomster 

release 8 — Skattenyt 
release 129 — Skattebestemmelser 
release 124 

A.S. Skattekartoteket Informationskontor, 
Copenhagen. 
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FRANCE 
BULLETIN DE DOCUMENTATION 
PRATIQUE DE SECURITE SOCIALE 
ET DE LEGISLATION DU TRAVAIL 
release 4 
Editions Francis Lefebvre, Levallois—Perre1 

DICTIONNAIRE PERMANENT - DROI’] 
DES AFFAIRES 
releases 38 and 39 
Editions Législatives et Administrativ' 
Paris. 

DICTIONNAIRE PERMANENT — 
FISCAL 
releases 56, 57 and 58 
Editions. Législatives et Administratives, 
Paris. 

JURIS CLASSEUR — DROIT FISCAL — 
FISCALITE IMMOBILIERE 
release 25 ' 

Editions Techniques, Paris. 

JURIS CLASSEUR — CODE FISCAL 
release 197 
Editions Techniques, Paris. 

GERMAN FEDERAL REPUBLIC 
ABC FUHRER LOHNSTEUER 
release 96 
Fachverlag fiir Wirtschafts- und Steuer- 
recht Schz'iffer & Co., GmbH., Stuttgart. 
ABC FUHRER SOZIALVERSICHERUNG 
release 17 
Fachverlag fiir Wirtschafts— und Steuer- 
recht Schia'ffer & Co., GmbH., Stuttgart. 
DEUTSCHE STEUERPRAXIS — NACHSCHLAGWERK PRAKTISCHER 
STEUERFALLE 
release 68 
Verlag Dr. Otto Schmidt, Cologne. 

HANDBUCH DER EINFUHRNEBEN- ABGABEN 
release 3 
Von de Linnepe VerlagsgeSellschaft, Hagen.
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HANDBUCH DES UMSATZSTEUER- RECHTS 
release 14 
Herman Luchterhand Verlag, Neuwied. 
KOMMENSTAR ZUM ERBSCHAFT- 
STEUERGESETZ UND SCHENKUNG- 
STEUERGESETZ 
R. Kapp. 
release 13 
Verlag Dr. Otto Schmidt, Cologne. 

PRAKTISCHER FUHRER DURCH DAS STEUERRECHT 
releases 55, 56 and 57 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERERLASSE IN KARTEIFORM 
release 217 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERRECHTSSPRECHUNG IN KARTEIFORM ' 

release 333 
Verlag Dr. Otto Schmidt, Cologne. 

INTERNATIONAL 
JURA EUROPE 
- Droit des sociétés/Gesellschaftsrecht 

releases 6 and 7 
Verlag C.H. Beck, Munich; Editions Tech- 
niques Juris Classeur, Paris. 

THE NETHERLANDS 
BELASTINGWETGEVING: 
— Algemene wet inzake rijksbelastingen 

releases 16 and 17 — Loonbelasting 1964 
release 62 

Noorduijn, Arnhem. 

CURSUS BELASTINGRECHT 
release 45 
S. Gouda Quint —- D. Brouwer, Arnhem. 
FED LOSBLADIG FISCAAL WEEKBLAD 
releases 173 8-1741 
FED, Deventer. 

HANDBOEK VOOR DE IN- EN 
UITVOER: 
— Belastingheffing bij invoer 

releases 245 and 246 — Tarief voor invoerrechten 
releases 174 and 175 

Kluwer, Deventer. 

INKOMSTEN IN DE AGRARISCHE 
SECTOR 
release 54 
Kluwer, Deventer. 

KLUWERS SUBSIDIEBOEK 
releases 10 and 11 
Kluwer, Deventer. 

LEIDRAAD BIJ DE BELASTINGSTUDIE 
C. van Soest — A. Meeting 
releases 49 and 50 
S. Gouda Quint — D. Brouwer, Arnhem. 
NEDERLANDSE WETBOEKEN 
release 1 59 
Kluwer, Deventer. 

DE SOCIALE VERZEKERINGSWETTEN 
releases 133-137 
Kluwer, Deventer. 

STAATS- EN ADMINISTRATIEF- 
RECHTELIJKE WETTEN 
release 167 
Kluwer, Deventer. 

VAKSTUDIE — FISCALE 
ENCYCLOPEDIE: 
— Inkomstenbelasting 1964 

releases 275 and 276 — Loonbelasting 1964 
release 181 — Vermogensbelasting 1964 
release 56 

Kluwer, Deventer. 

NORWAY 
SKATTE-NYTT 
A, releases 8 and 9 
Norsk Skattebetalerforening, Oslo. 

PERU 
MANUAL DE IMPUESTOS INTERNOS 
'release 35 
Editorial Economia y Finanzas, Lima. 

SOUTH AFRICA 
JUTA’S SOUTH AFRICAN INCOME TAX SERVICE 
Legislation section —- A.S. Silke 
release 19 
Juta & Co., Ltd., Capetown. 

SWITZERLAND 
DIE PRAXIS DER BUNDESSTEUERN 
E. Noher 
Tome III, release 23 
Verlag fiir Recht und Gesellschaft, Basel. 

DIE STEUERN DER SCHWEIZ/LES 
IMPOTS DE LA SUISSE . 

Tome IV, release 49 
Verlag fiir Recht und Gesellschaft, Basel. 

UNITED KINGDOM 
SIMON’S TAX CASES 
releases 32, 33 and 34 
Butterworth & Co., London. 
SIMON’S TAX INTELLIGENCE 
releases 37-42 
Butterworth & Co., London. 
VALUE ADDED TAX — DE VOIL 
release 71 
Butterworth & Co., London. 

U. S.A. 

FEDERAL TAXES — REPORT 
BULLETIN 
releases 39-42 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE 
releases 43-47 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE REPORTS 
releases 51 and 52; 1, 2 and 3 
Commerce Clearing House, Inc., Chicago. 
FEDERAL TAX TREATIES — REPORT 
BULLETIN 
release 9 
Prentice-Hall, Inc., Englewood Cliffs. 

STATE TAX GUIDE 
releases 700 and 701 
Commerce Clearing House, Inc., Chicago. 
TAX HAVENS OF THE WORLD 
Walter Diamond 
release 19 
Matthew Bender, New York. 
TAX IDEAS — REPORT BULLETIN

_ 

releases 19 and 20 
Prentice-Hall, Inc., Englewood Cliffs. 

TAX TREATIES 
release 332 
Commerce Clearing House, Inc., Chicago. 
U.S. TAXATION OF INTERNATIONAL 
OPERATIONS 
releases 15, 16 and 17 
Prentice-Hall, Inc., Englewood Cliffs. 
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of the February/March 1980 issue 
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, 

EXPLORATION OF INCOME TAX TREATY POLICY 
ISSUES IN THE UNITED STATES ................. 

National meeting of the United States Branch of /FA. March 15 
and 16, 7979. 
Part /: Proposed agenda: introduction of the subject by Robert 
J. Patrick, 
Part II: Proceedings of the technical session of March 75, 1.979. 
The following papers were submitted: 
— Status of tax treaty negotiations by Marianne Bu rge 
- Interaction of the US. tax system and U.S. tax treaty rules 

with foreign integrated corporate/shareholder tax systems by 
Hugh Ault 

— Tax treaty procedures by David Milton 
— Exchange of information under tax treaties by Joseph H. 

Guttentag 

ETUDE SUR LES PUBLICATIONS AUX ETATS-UNIS OUANT 
A LA POLITIQUE SUIVIE EN MATIERE DE CONVENTIONS 
FISCALES SUR LE REVENU 
Réunion nationale de la branche américaine de l'IFA les 15 et 16 
mars 1979. 
Iére Partie: Propositions d‘agenda: introduction au sujet par 
RabertJ. Patrick. 
Iéme Partie: Travaux de la session technique du 15 mars 1979. 
Les rapports suivants ont été soumis: 
— Etat des négotiations de conventions fiscales par Marianne 

Burge 
— Interaction entre Ie systéme fiscal américain et les régles con» 

tenues dans les conventions fiscales américaines et les sys- 

témes fiscaux imégrés applicable aux sociétés/actionnaires 
étrangéres par Hugh Ault 

— Procédures pour la conclusion des conventions fiscales par 
David Milton 

—- Exchange d’informations en applfication des conventions fisA 

cales par Joseph H. Guttentag 

USA: ORIENTIERUNG ZU FRAGEN DER DOPPELBE- 
STEUERUNGSABKOMMEN AUF DEM GEBIET DER 
STEUERN VOM EINKOMMEN 
Mitgliederversammlung der amerikanischen l.F.A.-Grhppe am 
15./16.Méirz1979. 
Teil I: TageSOrdnung: EinfUhrung zum Thema; Robert J. Patrick 
Teil ||I Verla der Sit7ung am 15. Ma‘rz 1979. Folgende Unteri 
Iagen wurden zur Vernung gestellt: 

52 

52 

55 

62 
64 

72 

-— Stand der Verhandlungen beich der Doppelbesteuerungs- 
abkommen; Marianne Burge 

— Wechselwirkung zwischen dem U.S. Steuersystem und den 
Bestimmungen der von den U.S.A‘ abgeschlossenen Doppel- 
besteuerungsabkommen mit integrierten Kérperschaft/An- 
teilseigner-Steuersvstemen in anderen Léndern; Hugh Ault 

— Verfahrensweise bei Doppelbesteuerungsabkommen: David 
Milton 

— Informationsaustausch bei 
Joseph H. Guttentag 

Doppelbesteuerungsabkommen; 

G. Thimmaiah: 
ESTIMATION OF TAX POTENTIAL AND 
TAX EFFORTS OF STATE AND LOCAL 
GOVERNMENTS ............................. 

The author discusses concepts such as taxable éapacity, tax po- 
tential, tax burden and tax effort which relate to a country’s 
economic potential to raise revenue. He concludes that tax 
potential depends on three major principles, i. e. the constitution- 
al-Iega/ framework, the economic potential and the economic- 
administrative possibilities. 

EVALUATION DE POTENTIEL FISCAL ET DES EFFORTS 
FISCAUX DES GOUVERNEMENTS NATIONAUX ET w . 

L'auteur analyse des concepts tels que: la capacité imposable, Ie 
potentiel fiscal, Ia charge fiscate et l'effort fiscal se rapportant au 
potential économique d'un pays pour I'obtention de revenus‘ II 

conclut en indiquant que le potentiel fiscal dépend de trois fac— 
teurs principaux: le cadre Iégal constitutionnel, le potentiel éco’- 

nomique et les possibilités économico»administratives‘ 

EINSCHKTZUNG DES STEUERPOTENTIALS UND DER 
STEUERERHEBUNG DURCH ZENTRAL- UND LOKALBE- um 
Der Verfasser untersucht die Theorien in bezug auf Steuerkraft, 
Steuerpotential, Steuerlast und Steuererhebung, welche die 
Determinanten fijr das Steueraufkommen im Rahmen des Wirt- 
schaftspotentials‘eines bestimmten Landes darstellen. Er kommt 
Zu dem Schluss, dass das Steuerpotential von drei wichtigen Fak- 
toren abhéngt: dem verfassungsrechtlichen Rahmen, dem Wirt- 
schaftspotential und den Mc‘jglichkeiten auf administrativem Ge- 
biel. 

80 
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CUMULATIVE INDEX ......................... 
INDEX RECAPITULATIF ~ 

FORTG ESCHRIEBENES INHALTSVERZEICHNIS 

F. Akin Olaloku: 
NIGERIA: AN EPILOGUE TO A DECADE OF 
FEDERAL BUDGETING — AN APPRAISAL OF 
THE 1979/80 GOVERNMENT BUDGET ............. 

The 7979/80 Budget is the last in a decade-long series of annual 
budgets by the Federal Military Government in Nigeria. It 
rounds off the series of annual budgets of the last ten years and 
attempts like its predecessors to solve problems such as inflation, 
balance of payments deficits, unemployment and economic de- 
ve/opment and growth. 

NIGERIA: EPILOGUE D'UNE DECENNIE DE BUDGET 
FEDERAL — UNE APPRECIATION DU BUDGET 
GOUVERNEMENTAL1979/80 
Le Budget 1979/80 est Ie dernier d’une série décennale de bud- 
gets annuels présentés par Ie Gouvernement du Nigéria. ll aéhéve 
les séries des budgets annuels de ces derniéres années et comme 
ses prédecesseurs veut lutter contre des problémes tels que l’in- 
flation, le déficit de la balance des paiements, 1e chémage et en— 
courager le développement et la croissance. 

NIGERIA: EPILOG ZUR FINANZPLANUNG DES VER~ 
GANGENEN JAHRZEHNTS -— EINE BEWERTUNG DES 
HAUSHALTSPLANES 1979/80 
Der Haushaltsplan 1979/80 ist der Letzte in der Serie der von 
der nigerianischen Bundesregierung im letzten Jahrzehnt verab— 
schiedeten Jahreshaushaltspléne und zielt wie seine Vorgénger 
darauf ab, Probleme wie 23. die Inflation, das Zahlungsbilanz- 
defizit, die Arbeitslosigkeit, die wirtschaftliche Entwicklung und 
das Wachstum zu Ibsen. 

Jap Kim Siong: 
INDONESIA: TAX INCENTIVE PACKAGE TO 
SUPPORT THE THIRD FIVE-YEAR DEVELOP- 
MENT PLAN (1979-1984) ....................... 

The author discusses the main provisions of the tax incentives 
designed to support and achieve the goals of the third Five- Year 
Plan. The tax measures intend to improve tax compliance by car- 
pora te taxpayers and to increase revenue. 

INDONESIE: ENSEMBLE DES MESURES D’ENCOURAGE- 
MENTS FISCAUX DEST|NEES A SUPPORTER LE SEME 
PLAN OUINOUENNAL DE DEVELOPPEMENT (19753-1984) 
L’auteur commente les principales dispositions des encourage- 
ments fiscaux destinés é supporter et réaliser les buts proposés 
par |e troisiéme plan quinquennal‘ Les dispositions fiscales ten» 
tent é améliorer Ia honnéteté fiscale des sociétés et é augmenter 
[e revenu. 

87 

88 

95 

FIJI: BUDGET SPEECH 1980 

INDONESIEN: FURDERUNG DES FUNFJAHRES—ENT— 
WICKLUNGSPLANES (19794984) DURCH EIN PAKET 
STEUERLICHER MASSNAHMEN 
Der Verfasser untersucht die wichtigsten Vorschriften auf dem 
Gebiet steugrlicher Anreize, durch die die im FOnfjahresplan an- 
gestrebten Ziele erreicht werden sollen. Diese steuerlichem Mass- 
nahmen zielen auf eine Verbesserung der Steuermoral der Kér- 
perschafien ab und sollen darUberhinaus des Steueraufkommen 
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Exploration of lncomeTaxTrea’ry 
Dclicy Issues in The United States 
National Meeting of the United States Branch of IFA, 
Marc’h15&16,1979 

PART I — PROPOSED AGENDA: Introduction of the Subject 
by Robert J. Patrick* 

IN GENERAL 
Compared to many areas of U.S. tax law, there has been relatively limited 
public discussion of the fundamentals of United States income tax treaty 
policy. It was for this reason that the U.S. Branch of IFA organized a 
committee on tax treaties two years ago and income tax treaty policy is the 
theme of this year’s National Meeting. 
We will be devoting our program today and part of tomorrow to the ex- 
ploration of certain income tax treaty policy issues. One of the recent 
criticisms has been-that recent U.S. treaties attempt to do too much. On the 
other hand, it: has been argued that one reason the U.S. has so few treaties, 
particularly with developing countries, is because U.S. treaties typically do 
so little with respect to changing U.S. taxation of U.S. taxpayers. Thus, an 
important aspect of our inquiry is what is it that our treaties should be 
attempting to do? 
Concern is also expressed about the treaty negotiating and ratification 
process in the U.S. The process of negotiation and ratification of agreements 
will be discussed this afternoon. 
Current U.S. treaties are built upon prior U.S. precedent and increasingly 
upon the Model Convention of the OECD (revised in 1977). One also 
detects some influence of the UN Group of Experts suggestions for treaties 
between developed and developing countries, which will be further described 
this morning. 
I would describe the purposes and scope of coverage of comprehensive 
income tax treaties in this manner: 
“The generally accepted underlying purpose of tax treaties is to contribute 
to freedom in the flow of goods, capital, technology and personnel across 
national boundaries by reducing substantive and procedural tax burdens 
(principally through elimination of double taxation), by harmonizing tax 
rules, by providing a mechanism for resolving tax disputes, and by 
authorizing national tax administrations to cooperate with each other in 
enforcing their tax laws. The United States Model Treaty' seeks to 
accomplish these goals by providing rules on the following questions: the 
right of a country to impose tax on the basis of the connection of the 
taxpayer, property or activities with the taxing country; the determination 
of allocable income and deductions to ascertain taxable net income and, in 
the case of certain withholding taxes, limitations on the rate of tax. The 
Model further provides a tax credit mechanism for avoiding double taxation 
of the same income; requires nondiscriminatory tax treatment for treaty 
partners; and provides machinery for cooperation between tax administra- 
tions to resolve tax disputes and to exchange information to enforce 
compliance with domestic law and treaty tax rules.” 
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* Vice-President of'the USA Branch of 
IFA. 
1. Bulletin editor’s note: This Model 
Treaty is reproduced in 31 BULLETIN FOR INT’L FISCAL DOCUMENTATION 
313 (1977). 
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These rules subsume a great many policy decisions and 
cut across a great many substantive rules. 
While the U.S. has unilaterally adopted a number of 
rules to relieve double taxation and accommodate to an 
international tax context, it is virtually impossible to 
legislate solutions to the detailed differences between 
the systems in contrast to resolving problems in a 
bilateral treaty (as illustrated by the recent U.S./French 
Protocol). Nevertheless, we need some basic policy 
guidelines as to what our treaties should be accomplish- 
ing and the Treasury has been encouraging such 
examination. 

This morning we shall look at four policy aspects of 
treaty ruleszt 
1) Treaty rules affecting U.S. taxation of non-resident 
aliens and foreign corporations; 
2) Treaty rules affecting U.S. taxation of U.S. citizens 
and residents; ‘ 

3) Issues in the negotiation of tax treaties with 
countries having integrated tax systems; and 
4) Issues in negotiations with developing countries. 

|. TAX TREATY POLICY WITH RESPECT TO U.S. 
TAXATION OF FOREIGN INVESTORS 

Background: 1966 Foreign Investors Tax Act 
1977 OECD ModeI and Commentary 
1977 U.S. Treaty Model 

7A. Types of income 5_ 
v_. Vfiisifi'é‘s‘sg'a'CtR/ities 

The U.S. has adopted the standard treaty rule giving a 
right of taxation to the country in which a permanent 
establishment is located with respect to income 
attributable to the permanent establishment (including 
types of income that would be treated under separate 
treaty articles, but for the fact that such income is 

effectively connected with the permanent establishment 
and is therefore considered as business profits of the 
establishment). 
The U.S. has tended to support restrictive definitions of 
what constitutes a permanent establishment, presum- 
ably because of the large amount of U.S. overseas activity 
that we would just as soon have taxable only in the 
U.S., including export income. There is also a desire to 
avoid imposing tax in cases where it is difficult to 
establish allocable taxable income. — Should this remain the U.S. position as foreign trade 

with the U.S. continues to develop? 

2. Withholding taxes: dividends/interest/royalties 

Present U.S. treaty rules: 
a. Dividends 
U.S. withholding of 30 percent is reduced to 5 percent 
on direct investment dividends and to 15 percent on 
portfolio dividends. The direct investment rule suggests 
the limited amount of published debate on policy since 
it is virtually impossible to discover why it is 5 percent 
© 1980 International Bureau of Fiscal Documentation —— BULLETIN 

on direct investment and not 15 percent or zero, other 
than that 5 percent and 15 percent are OECD rules. 
— .What is the rationale for these reductions? — Why should the withholding rate on intercorporate 

dividends be 5 percent and not zero? — Should reductions always be reciprocal (without. 
regard to underlying corporate rates)? (The 
problems of negotiations with countries having 
corporate/shareholder tax integration will be dis- 
cussed under III below). 

b. Interest/royalties/equipmentleasing 
Present U.S. policy is to seek exemption at source. The 
usual justification relates to the difficulty in achieving 
the equivalent of a net income tax if there is a positive 
rate of withholding. 

3. Real property 

In the case of real estate, the treaty provisions of the 
‘recent past have provided for taxation on a net income 
basis for rental income, in some instances on an annual 
election basis (which is no longer permitted). 

4. Capital gains 

U.S. Treaty rules on capital gains have tended to follow 
the 1966 Foreign Investors Tax Act and to exempt 
foreign investors not engaged in trade or business in the 
U.S. from tax on the sale of U.S. personal property. In 
form, the treaties retain the right to tax gain on real es- 
tate held directly by the seller, even though U.S. law 
does not at this time impose tax on a passive investor. 
The 1978 Tax Legislation called for a Treasury review 
of U.S. taxation of non-resident aliens and foreign 
corporations owning U.S. real property directly or 
through domestic or foreign corporations. 
— Where should U.S. policy move in this area? — What rules are enforceable as a practical matter? 

5. Personal services 

The U.S. Treaty rules substantially enlarge the U.S. 
statutory exemptions for independent personal services 
(limiting taxation to physical presence for 183 days or 
the existence of a fixed base regularly available to the 
individual), 
The treaty rules also expand the exemption for 
dependent personal services if the employer is not a U.S.

‘ 

resident. 
The Model contains a stringent exception, however, for 
entertainers and athletes, who are limited to an 
exemption only if total gross receipts of such 
entertainer or athlete do not exceed $15,000 in the 
taxable year. 
—- Is there a legitimate basis for this discrimination? 

B. Conduit issues 

Treaties are negotiated on a bilateral basis and there is a 
traditional concept that “concessions” are negotiated to 
benefit the resident of the contracting states. In
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practice, of course, the existence of the corporate form 
of doing business means that third country residents 
owning stock in a corporation in one country can 
benefit indirectly from treaties entered into by that 
country. The significance of this depends upon the 
combination of the treaty rules, the domestic tax laws 
of the state of incorporation (e.g., the exemption of 
holding companies from taxation), and the tax rules of 
the shareholder’s country of residence. 
Two questions appear to be involved: 
a. What verification arrangements should be employed 
(and who has the responsibility) to‘see that persons 
claiming treaty benefits (such as reduced withholding) 
are in fact residents of the other contracting state, and 
b. What rules should be applicable to investments by 
corporate -investors having shareholders from third 
countries? 
— Is a refund system for withholding taxes desirable or 

practicable? — Are rules that require withholding agents. to have 
information concerning the identity of shareholders 
of foreign corporations or the activities of such 

. corporations desirable or practicable? — What is the role of a “sham” doctrine in this area? 
What recognition should be given to treaty country 
corporations (see R'ev. Rulings 75-23, 79-65)? - Do these problems primarily arise from having 
treaties with countries that have or introduce “tax 
haven” type prouisibns in their domestic law? What 
should be done about such treaties? About 
investment already undertaken in reliance upon the 
treaty provisions? 

C. Overall policy 

Can we make any general statement as to' what U.S. 
objectives should be in changing U.S. tax rules by treaty 
to affect the taxation of non-resident aliens and foreign 
corporations under federal law? 

D. State law 

Should U.S. tax treaties, as a matter of policy, apply to 
state income taxes? 

II. POLICY ISSUES WITH RESPECT TO TREATIES CHANGING U.S. TAX RULES APPLICABLE TO UNITED STATES CITIZENS AND RESIDENTS 
Background: ‘Pending U.K. treaty; Pending Israel treaty; Pending 

French protocol 

A unique but standard provision of U.S. tax treaties, the 
“saving clause”, states, in effect, that, with certain 
specific exceptions, nothing contained in the treaty shall 
affect the application of U.S. statutory tax rules to 
U.S. citizens and residents. The one major exception is 
that the U.S. will provide the principle of a foreign tax 
credit for the treaty partner’s taxes that are specified in 
the treaty. This is basically a guaranty of a principle 
unilaterally provided in the Internal Revenue Code. 
In considering the appropriateness-of the saving clause 
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policy (and the foreign tax credit and other possible 
exceptions) it appears to be useful to distinguish 
between different situations: 
1) The first case is.where a modification of U.S. 
statutory law by the treaty would result in an aggregate 
reduction or elimination of both foreign and U.S. tax 
for the taxpayer. This would be true of “tax sparing” 
and other incentive provisions, which can be discussed 
as a policy issue under the topic of negotiations with 
developing countries. v 

2) A second situation is that in which there would be a 
residual right of U.S. taxation (after a credit for the 
foreign country’s tax) and the U.S. is being asked to 
cede tax jurisdiction in the first instance to the other 
country, as for example, by accepting a treaty source 
rule or a characterization of the income from an activity 
that differs from U.S. law. 
3) An additional example of treaty coverage of current 
importance is the use of a treaty definition of a 
creditable foreign tax to treat certain foreign taxes as 
income taxes where their status is arguably unclear or 
even where the tax does not meet the technical 
interpretation of an income tax that is being applied 
administratively. ,» 

Questions: — In what cases is it appropriate to modify U.S. 
statutory law? Are there any guidelines to use? — What should be the relationship of such changes in 
bilateral treaties to other parts of the Code, e.g., the 
overall tax credit limitation. 

|||.TREATIES WITH COUNTRIES HAVING |NTE-. GRATED TAX SYSTEMS 
Background: Ault, “International Issues in Corporate Tax 

Integration", 10,Law and Policy In International 
Business (1978); Pending U.S./U.K. Income Tax 
Convention. 

The standard U.S. and QECD treaty rules on taxation of 
income at the corporate level and upon distribution of 
dividends is based upon a so-called “classic” system 
under which income tax is imposed separately at the 
corporate level and again at the shareholder level. A 
recent development in the tax rules of a number of 
countries is the adoption of varying forms of 
corporate/shareholder integration. Such rules are now 
in place in Canada, Denmark, France, Germany, Italy 
and the U.K. - 

While the details vary, a common theme is that domestic 
shareholders are entitled to credits (and sometimes 
refunds) on dividend distributions from domestic 
corporations. These provisions thus reduce tax on 
domestic investment by domestic investors (compared 
to foreign investment by such investors) and they tend 
to restrict the granting of credits (or refunds) that are 
given in the case of distribution of dividends by companies solely to domestic investors, or to extend 
such refunds to only those foreign investors who qualify 
as portfolio investors. 
In order to avoid distortions within the common 
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economic union, the Commission of the European 
Economic Community in 1975 proposed in a draft 
directive that all investors resident in EEC countries 
investing within the EEC be entitled to the flow-through 
of these benefits within the community.2 The U.S. has 
taken the position that countries adopting tax 
integration rules should extend tax reductions or credits 
that they give to domestic investors to U.S. portfolio 
and direct and investors in treaty negotiations. 
—- It is proposed that the panel discuss the appropriate 

U.S. treaty policy with respect to such tax systems, 
including suggestions for implementing U.S. policy 
if foreign concessions are advocated. Related 
questions include the following: 

—- What is the U.S. interest? What is the conceptual 
basis for seeking such concessions, e.g., non—discrimi- 
nation, unreasonably high withholding rates? — To what extent would the result of extending 
integration rules to non-residents be a transfer of 
revenues between Treasuries or a benefit flowing to 
U.S. investors? — Do different variations in the foreign systems 
(compare Canada which does require funding. of its 
shareholder credit and does not give a refund, with 
the UK. or” Germany) suggest that different treaty 
approaches are appropriate? ' r 

— What are the implications for the tradition of 
reciprocal withholding rates? 

2. See the Special Issue of EUROPEAN TAXATION on the 
harmonisation of systems' of company taxation and of 

“withholding taxes on dividends (Nos. 2-4, 1976). 

IV. TAX TREATIES WITH DEVELOPING COUN- 
TRIES 

Background: Surrey, "United National Group of Experts and 
The Guidelines for Tax Treaties Between Devel- 
oped and Developing Countries”, 19 Harv. Int’l 

' 

Law Journal (1978). 

Apart from the extension of prior U.S. treaties with 
former colonial powers to their former colonies, the 
U.S. has only a handful of income tax treaties in force 
with developing countries. It is proposed that the panel 
discuss the U.S. negotiating situation. 

- Why do we want treaties with developing countries? — What is the interest of the developing countries? - What are our differences? 
A. The tax incentive issue: Is it an appropriate time 
to re-examine the question of incentives as a part of 
U.S. economic policy (tax sparing, investment 
credit, other proposals)? 
B. What are the substantive treaty rules that 
separate the U.S. and Developing countries and can 
we find solutions? In this connection, it would be 
useful to outline the work of the UN Group of 
Experts on the topic of Treaties Between Developed 
and Developing Countries. — 

I 

Increased source jurisdiction — Taxation of services
' 

- Problems relating to the allowances of deductions — Discriminatory tax rules - Soak-up taxes 
‘ 777:”. I ‘ » ' 3%»:r::~v:;; r, 

BET II 
Proceedings of the Technical Session of March 15,197§* 

, ‘7, 

h 
memb‘éfiih‘ree-reports Rafi, , 

1. The first report covered 1337 
through December, 1977. “w? 
2. The second report covered January 

Mr. Tom Jenks, chairman of the Washington Regional 
Branch of IFA welcomes the participants-to the third 
annual national meeting of the USA branch of IFA. 
The first speaker, Marianne Burge of Price Waterhouse and 
Company, brings the meeting up to date on the status of 

through August 1978. 
3. The third report, covering the last four 
months of 1979, was recently mailed to 
the members with the U.S.A. Branch 
President’s 1978 report. ‘ 

treaty negotiations. 

STATUS OF TAX TREATY'NEGOTIATIONS 
Marianne Burge 

Monitoring the status of tax treaty 
negotiations seems to be like trying to get a 
firm hold on a amoeba, it always seems to 
slip out of your grasp. I have tried to 
prepare a list of the current status of our 
treaties, as of February 28, 1979, 
[Attached as Appendix to these Procee- 
dings] but it is probably more prudent to 
describe it as a discussion draft since I am 
sure that before the meeting is over 
representatives from the Treasury will have 
pointed out that I am not up to date on all 
items. But al least we will have an update 
as of March 15 by the time we leave the 
meeting. 

In June, 1977, the USA branch of IFA set 
up the Tax Treaties Committee under the 
chairmanship of Bob Patrick. The first 
duty the committee undertook was to 
prepare periodic reports for U.S. IFA 
members on the current status of U.S. 
treaty negotiations. Since that time the 
Treasury has introduced a very welcome 
procedure of holding public meetings on 
treaties which are in an advanced stage of 
negotiation. Bob and I have attended each 
of those meetings_ to date and have 
reported on the issues discussed in 

considerable detail. Since June, 1977 we 
have prepared and distributed to the [IFA] 
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The first two reports were published in Tax 
Management International, in their issues 
of April and October, 1978 and the current 
report will also be published by them. So 
far, each of these reports has contained a 
detailed discussion of issues and trends in 
important treaty 'negotiations. They are 
intended to provide a record for anyone 
who is trying to keep track of develop~ 
ments in U.S. treaty negotiations. Here are 
some of the highlights of the first thrée 
reports. 

* Reporter, Michael Mulroney, Lee, 
Toomey & Kent, Washington, DC. This 
paper is taken from a recording of the 
proceedings as edited by the Reporter and 
by the participants. The commercial 
organization which taped the proceedings 
failed to record all participants' remarks. 
Where gaps in the tape occurred the 
participants have been gracious enough to 
supplement their remarks. 
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1. Six months through December, 1977 

The first report for 1977 covered the 
release of the U.S. model conventions for 
income tax and estate tax treaties. They 
represent the basic U.S. treaty negotiating 
positions in general terms. We also reported 
that the last four treaties ratified by the 
United States were those with Iceland and 
Russia in 1975 and Poland and Rumania in ' 

1976. No treaties were ratified in 1977 or 
1978. The recent' recorg suggests that 
Eastern bloc countries have a better chance 
of concluding treaties with us than with 
other countries. In any event, in spite of 
the very active efforts of the U.S. Treasury 
team, we seem to be far behind other 
OECD countries, such as France and 
Sweden, in the number of treaties that we 
have been able to ratify and have in force, 
in particular modern treaties dealing with 
current international tax conditions. 
In the first report we also reported on the 
July, 1977, Senate Foreign Relations 
Committee public hearings to consider the 
treaties which had been signed with the 
U.K., Korea and the Philippines. The report 
contains a discussion of the issues raised at 
the hearing. As regards the discussion of 
the U.K. treaty, Senator Church raised the 
question of the inclusion of the U.K. 
Petroleum Revenue Tax (“PRT”) as a 
creditable income tax, and asked the 
Internal Revenue Service Commissioner 
Kurtz when the Service would complete its 
review of the Revenue Rulings dealing with 
the creditability of OPEC country taxes. 
As we all know, Commissioner Kurtz 
heeded this admonition and issued nume- 
rous rulings in 1978 revising the interpret- 
ations of what is considered as income tax. 
We also reported at length on the state 
taxation issue contained in Article 9(4) of 
the U.K. treaty. The testimony in favor of 
the new treaty approach to state taxation 
was most pursuasive. Nevertheless, as you 
all know, and as we reported in our August 
31, 1978 report, the Senate ratified the 
U.K. treaty on June 27, 1978 subject to a 
reservation on Article 9(4). As a result, the 
U.K. treaty, which had previously appeared 
in our status summary as signed and 
awaiting ratification is now back in the list 
of treaties in process of negotiation. I Will 
be discussing portions of that treaty in a 
little more detail in a moment. 
The 1977 report also contains a list of 
treaties in force, a short bibliography, and 
an analysis of recent Revenue Rulings.

\ 

2. Eight months through August, 1978 

The August, 1978 report is of particular 
interest because in it we reported on the 
first two Treasury briefings on treaty 
negotiations with Italy and Jamaica. Since 
there are no official transcripts or publish- 
ed records of the discussion, the I‘FA 
reports are the only available record of the 
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proceedings. Some other organization such 
as Tax Executives Institute may also be 
reporting to some of their members on 
some of the meetings. 

3. Four months through December, 1978 
Our third report, covering the last four 
months of 1978, refers to the treaty 
negotiations with Denmark and Canada. 
The meeting on Canada was the best 
attended to date and included several 
visitors from Canada. That report also 
contains the November 3, 1978, Treasury 
Release on the current status of treaty 
negotiations giving dates when negotiating 
meetings were held or are expected to be 
held. It also contains news of two estate 
tax treaties which have been signed, one 
with the U.K., one with France. It also 
contains reference to the first of a new 
breed of agreements which are not 
described as treaties — the Social Security 
Totalization agreements with Italy and 
Germany. - 

I will now discuss briefly the status of 
some of the more important treaties which 
are now under negotiation. 
United Kingdom 
The most important one which we have 
been watching for some years now is the 
1975 Protocol for the U.K. treaty. 
Unfortunately, the attempt to deal with 
the state unitary tax systems through the 
treaty mechanism has had the result of 
bringing this treaty into the limelight 
where it has become a political concern on 
both sides of the Atlantic. Since then some 
people have observed that it has taken only 
one dissenting voice on one issue to 
prevent the ratification of the treaty which 
is acceptable in other respects. For 
example, the delay in the treaties with 
Korea, the Philippines, Egypt and Israel, all 
Of which were submitted to the Senate 
Foreign Relations Committee in July of 
1977 and none of which have proceeded to 
ratification. 

British industry concerned 
about U.S. State unitary 
taxation and resulting 
information disclosure 

The present status of the UK treaty is that 
the U.S. Senate ratified it subject to a 
reservation on Article 9(4), in order to 

'provide the same income base for both‘ 
state and federal income tax purposes for 
U.K.-owned subsidiaries in the U.S. This 
action has resulted in the negotiations ofa 
third protocol: first, to delete the provisions 
of the Article 9(4) provision, and second, to 
meet U.K.‘ requests for concessions to 
compensate them for the loss of the 
unitary provisions. Thus, forced into the 
limelight, the treaty has met with consider- 
able opposition in the U.K. in British 

itself through the 
Confederation of British Industries, and in 

. Parliament. 

industry - expressing 

It seems that the U.K. has placed a much 
greater emphasis and importance than we 
could predict on the unitary issue as it 
affects British subsidiaries in the U.S. I 
think U.K. companies are particularly 
concerned about information disclosure. 
U.K. companies also fear that the unitary 
concepts may spread to other states or 
become a general factor hindering U.K.- 
owned firms in competing in U.S. markets. 
Equally important, however, many U.K. 
businessmen are opposed to the granting of 
a refund of one half of the U.K.’ Advance 
Corporation Tax, (“ACT”) to U.S. parent 
companies. They perceive this as giving 
U.S.-owned firms in the U.K. a tax 
advantage over U.K.-owned firms. 
Another growing practical problem for the 
U.K. is that of the retroactivity of the U.K. 
refund of the ACT that would apply to 
U.K. subsidiaries’. dividends paid since 
April, 1975. This problem gets worse as 
each year passes. Questions have been 
asked by Members of Parliament as to how 
much that refund would be. It is obviously 
going to be very difficult for the British- 
Parliament to explain why hundreds of 
millions of pounds in U.K. tax money 
should be sent to America. Negotiations 
are now underway and probably at an 
advanced stage. To give the U.K. an 
acceptable quid pro quo for the loss of the 
unitary provisions, it seems to me that one 
of the concessions would affect U.S. 
service companies operating in the U.K. 
North Sea Continental Shelf. Under the 
latest protocol they would be considered 
to have a permanent establishment if they 
operate in the North Sea for thirty days or 
more. I 

Inclusion of the British 
Petroleum Revenue Tax as 

a creditable tax 

Another amendment to the protocol was 
included at the urging of Senator Kennedy 
who objected in the Senate debates to the 
inclusion of the PRT as a creditable tax 
without any limitation. His objection was 
that this tax which‘ might otherwise not be 
creditable under the new concepts in 
Revenue. Ruling 78-61, [1978-1 CB. 221] 
could result in excess credits which could 
be offset against other foreign source 
income. Many people, including some 
government officials who testified 'at the 
1977* Treaty Hearings, thought that the PRT was a creditable tax even without the 
aid of the treaty. This notion was 
challenged when Revenue Ruling 78-424 
[1978-2 CB. 197] was published at the end 
of 1978 just when the third U.K. protocol 
was being negotiated. That ruling stated 
that the PR’I‘ is not a creditable income 
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tax. The new protocol will contain some 
limitation on the amount of credit which 
will be allowed for PRT, limiting the PRT 
to the U.S. tax on U.K. oil extraction 
income. 
We hope that in spite of these difficulties, 
the Treasury will resist any pressures to roll 
forward the date for which the ACT refund 
is to be given by the British tax authorities 
since this would cause considerable confu- 
sion. The dates of the treaty do, after all, 
offer considerable benefit to the UK: 
One example is the elimination of Article 
XV as it affects the UK. taxation of U.S. 
banks in the United Kingdom.

' 

Disallowance of 'British Corporation 
Tax satisfied by payment of ACT 

as creditable income tax 

There has also been a further development 
in the U.S. in regard to the U.S. foreign tax 
credit of the U.K. Act in the absence of the 
treaty. The Manhattan District Director has 
announced his intention of disallowing the 
U.K. ' corporation tax as a creditable 
income tax to the extent that it is satisfied 
by a payment of ACT. That part of the 
U.K. corporation tax according to the 
Manhattan District, does not meet the 
criteria for income tax established in 
Revenue Ruling 78-61 because the advance 
payment. is not: measured by gain but by 
distributions. This might be considered to 
(put more pressure on interested parties to 
get' the treaty; ratified 'because the treaty 
would provide— for the creditability of the 
U.K. corporation tax including the advance 

vability of the corporate tax was mf'lde 
entirely dependent on'the treaty bcyc’ause 
there may be‘ technical situations in'which 
the U.S. taxpayer may not befiablé to have 
recourse to the treaty — sitpations which 
the Treasury has not thou t of in advance — and also because game delays in 
ratification which are n’bt the fault of U.S. 
taxpayers who have for some years been 
faced with great uncertainty on the 
treatment of this tax. I would refer you to 
the letter from the U.S. Chamber of 
Commerce dated November 27, 1978 to 
Commissioner Kurtz. In this letter the 
Chamber urged the IRS to announce 
promptly that it will allow credit for taxes 
imposed by countries having tax treaties 
with the United.States on the basis that the 
existence of the tax preaty provides 
implicit recognition that the income tax 
the treaty has dealt with is a creditable 
income tax. 
Procedurally, the U.K. treaty is in renego- 
tiation. When a third protocol is signed it 

has been agreed between the two countries 
that it will first go to the U.S. Senate for 
ratification and then to Parliament in the 
U.K. for ratification. We are therefore to 

be many months away from ratification. 
Quite apart from any difficulties which 
may be encountered in the U.S. Senate, the 
situation in Britain is that there will be an 
election sometime between now and the 
Fall. We cannot but wonder whether the 
present government will wish to debate this 

’treaty in the last few months before an 
election in view of the opposition that has 
been voiced from several of its constituen- 
cies.

' 

Other important nuances of the U.S.-U.K. 
treaty negotiations will be discussed today 
in the panel discussion which will follow. 
Let me touch on several interesting points 
as to other countries. 

France 
The recently published Protocol to the 
French treaty seems to be one which may 
have a good chance of early ratification. 
This Protocol makes a number of updating 
changes to the existing treaty. Of particular 
interest are those provisions which seek to 
'avoid the double taxation of investment 
income of U.S. citizens resident in France. 
The French have precipitated the need for 
this protocol by changing their internal law 
to make U.S. citizens living in_ France 
subject to French tax on their worldwide 
income.. That change was delayed and 
finally came into effect on January 1, 
1979. The new protocol- would also 
exempt U.S. citizens from French tax on 
remuneration for services while in the 
United States; This—follaws‘tififiaTREhT 
the French territorial concept'and also 
prior practice in France. 

3 
Of great interest is the propoged method of 

corporation tax". Nevertheless, I think it 

would be most regrettable if the credit! 
avoiding double taxation on U.S. source 
investment income whi’ch .would now be 
subject ‘to worldwide taxation in both 
countries, with no U.S. foreign tax credit 
for French taxes bn‘ the U.S. Vsource 
investment income. The treaty provides'a 
complicated technique whereby the U.S. 
will collect a tax of 15 percent on the U.S. 
dividends, which is the same rate of tax the 
U.S. Vwould collect from' French residents. 
The French will allow a credit for the 15 
percent U.S. tax against the French tax ‘and 
the U.S. will then allow a ciedit for French 
tax on the U.S. dividend, by converting the 
source of the dividend to foreign source. 
This is called the triple bite approach and it 
seems to me that this will form the basis 
for dealing with this problem in other 
treaties, su’ch as Canada and Denmark. 

Canada 
The treaty with Canada is under active 
negotiation but there seems to be no 
specific timetable for completion. There 
are many issues to be resolved which result 
from the two countries’ close relations and 
geographical proximity The treatment of 
Canadian dividends is one serious difficul- 
ty. The U.S. would like to see a lower 
withholding rate than the present 15 
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percent Canadian rate under the present 
treaty. The treaty discussions also have to 
deal with the problems of capital gains 
taxation for individuals. Canadian rules on 
taxing departing aliens on unrealized gain 
and the U.S. rules of taxing them on 
realized gain can result in timing differ- 
ences and in double taxation. Agreement 
on these issues does not seem to be 
imminent, and possibly the present treaty 
is basically viewed as adequate by the two 
governments for the time being. 

Germany 
Negotiations with Germany are still at the 
stage of dealing with the basic issues of 
German taxation of dividends paid to U.S. 
parent companies, and the question of 
discrimination against U.S. shareholders as 
inherent in the German imputation system. 
Requests for comments from U.S. tax- 
payers have been sought by the Treasury. 
So far, there are insufficient negotiations 
to warrant public meetings. 

Italy 

Negotiations on the Italian treaty seem to 
be moving at a steady but not frantic pace. 
The issues there include the treatment of 
Italy’s imputation system, the problem of 
dual corporate {esidence (as dis'cussed in 
our August, 1978 report) which the 
Treasury proposes to deal with on an 
“80-20 company” approach.l New source 
rules witeespect to rofilsojhe 

——subjé‘ct TE’diEcTESiB—n‘ of this treaty, 
reflecting the new intere‘s‘tiih’ the U.S. 
source rules in general. The problem of 
Italian local taxes seems to be aggravated 
by the fact that we cannot include our U.S. 
state taxes as taxes covered in our treaties. 
A _new treaty does not seem to be 
imminent. 

Jamai‘ca 

There are some negotiations with devel- 
oping countries. The Treasury briefings on 
Jamaica are of interest because they 
represent some of the U.S. tentative 
concessions to developing countries, short 
of tax sparing. The principal innovations 
are to be found in connection with the 
permanent establishment rules. These are 
similar to those found in treaties.with' 
Korea and the Philippines. The main thrust 
seems to be to permit the developing 
country to tax U.S. taxpayers on a net 
income basis on projects in the country for 
a certain length of time. The U.S. seeks the 
benefit of taxation on the net income basis 
as opposed to a withholding tax on gross 
income. This will be of importance to U.S. 

1, Bulletin Editor’s note: This would mean 
that if a corporation would receive 80 
percent or more of its gross income from 
sources within Italy, it would be deemed to 
be a resident of Italy for tax treaty 
purposes. Otherwise, it would be deemed 
to be a U.S. resident under the treaty.
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taxpayers if the IRS does not withdraw its 
ruling on the creditability of the Tanzanian 
withholding tax on management service 
fees.2 See Rev. Rul. 78-234, 1978-1 C.B. 
237. 
Many developing countries impose heavy 
withholding taxes on management service 
fees. While the negotiations are well under 
way in this treaty, I think it is impractical 
to believe that treaties with developing

. 

countries are the way to resolve foreign tax 
credit problems which arise from the 
concept of the Tanzanian ruling, given any 
practical forecast of the speed with which 
we will conclude treaties with developing 
countries. 

Argentina and Nigeria 
Negotiations have commenced with Argen- 
tina and there are to be discussions with 
Nigeria, which terminated its treaty with us 
earlier this year. 

Eastern bloc 
The Eastern bloc continues to do well. We 
have recently seen the publication of a 
treaty signed with Hungary.3 

Estate tax treaties 
Two estate tax treaties have been signed 
recently, one with France, which has been 
submitted to the Senate, and one with the 
UK. which may be submitted shortly. 
These treaties are receiving insufficient 
attention and they may have some serious 
deficiencies. Without public discussion, the 
U.S. seems to be abandoning its policy of 
taxing its U.S. citizens on the basis of 
citizenship with a credit for foreign estate 
tax on foreign situs property. The new 
treaty with the UK. adopts the domicile 
approach, which the U.S. government 
always stated to be unsatisfactory as a basis 
of taxation because we do not know what 
domicile means from a federal standpoint 
or even from a state tax standpoint. The 
estate tax treaties seem to be concerned 
only with avoiding estate taxation of 
business excutives dying in a foreign 
country while on a foreign assignment. 
Little consideration seems to be given to 
U.S. private citizens living in those 
countries for other than business purposes. 

Totalization agreements 
Finally, I would like to mention the new 
breed of agreements which technically are 
not treaties and which are being concluded 
by the Social Security Administration: the 
Totalization agreements. These agreements 
deal with the contributions and benefits 
for employees working in several countries 
in the course of their careers. The 
agreements try to avoid the costs of double 
coverage and the loss of pension benefits 
through mechanisms which involve electing- 
out of individual coverage where dual 
coverage arises and the aggregation or 
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“totalization” of working time in more 
than one country in computing pension 
benefits. This is an area which bears 
watching because it does not come to your 
attention through the normal tax treaty 
channels. 
Totalization agreements with Italy went 
into effect in November, 1978, and an 
agreement with Germany has been sub- 

.mitted to Congress for ratification. For- 
tunately the ratification procedures do not 
require affirmative action by Congress. The 
agreement must be submitted to Congress 
for ninety days while it is in session and 
during this period unless either House 
adopts the resolution to disapprove the 
agreement it takes effect. The taxation of 
benefits continues to be covered by the tax 
treaty. 

Foreign social security taxes which are 
covered by a totalization agreement will 
not be creditable for U.S. tax purposes. 

PANEL DISCUSSION 
Jenks. Thank you very much, Marianne, 
for that excellent analysis of the current 
treaty status. I was particularly interested 
in the discussion of the U.S.-U.K. treaty 
which Seems to be in serious trouble on 
both sides of the ocean. 

I 

At this time I would like to turn the 
podium over to Bob Patrick, formerly 
International Tax Counsel, now with 
Exxon, who will lead the discussion of 
current tax treaty policy issues. 
Patrick. Thank you Tom. I think that we 
are fortunate in having here today a num- 
ber of people with backgrounds and interests 
in the U.S. tax system and tax structure. 
Those that are participating on the panel 
this morning are Daniel Lundy, Tax 
Director IT&T, David Brockway, Interna- . 

tional Tax Counsel of the Staff of the Joint 
Committee on Revenue Taxation, David 
Rosenbloom, International Tax Counsel of 
The Treasury, Professor Stanley Surrey of 
Harvard Law School, Leif Muten of the 
Fiscal Affairs Department of the Interna- 
tional Monetary Fund, and Hugh Ault, 
Professor of Law at Boston College Law 
School. 

Fundamentals of U.S. income 
tax treaty policy neglected 

Compared to many areas of U.S. tax law 
there has been relatively little discussion, 
or at least limited public discussion, ofithe 
fundamentals of U.S. income tax treaty 
policy. It was for this reason that the 
United States Branch of the International 
Fiscal Association organized a committee 
on tax treaties two years ago, and it is the 
reason that U.S. income tax treaty policy is 

the theme of this year’s national meeting. 
We are devoting the technical portion of 
our program to the exploration of certain 
income tax treaty policy issues. One of the 
criticisms has been that U.S. tax treaties in 
recent years have attempted to do too 
much, therefore have become controversial 
and so have contributed to the problem of 
obtaining Senate consent to ratification or, 
indeed, have impeded the actual negotia- 
ting process with foreign countries because 
of what was being demanded by the U.S. 
negotiators. On the other hand, it has been 
argued that the ‘ One reason the United 
States has so few treaties compared to a 
number of deVeloped countries, and so few 
treaties particularly with developing coun- 
tries, is because United States treaties 
typically do very little with respect to 
changing U.S. taxation of United States 
taxpayers, and as a result there is no 
substantial reason to enter into treaties 
with the United States. Thus, an important 
aspect of our inquiry here is what it is that 
our treaties should be attempting to do. 
Obviously, concern is expressed increasing- 
ly about the treaty negotiating and 
ratification process with the delays Marian- 
ne Burge referred to earlier. The process of 
negotiation and ratification, and the input 
that goes into the U.S. tax treaties, will be 
discussed later by David Milton’s group. 
David is a member of our U.S.A. Branch 
tax treaty committee who has been giving 
particular thought to the treaty processes. 

Underlying purpose of 
U.S. tax treaties 

Now, United States tax treaties themselves 
are of course built on the precedent of . 

previously negotiated treaties .and in- 
creasingly upon the OECD model conven- 
tion including' the revised version of that 
model in 1977. I think one also detects in 
negotiated treaties with developing coun- 
tries the increased influence of the UN. 
group of expéi’ts on treaties with devel- 
oping countries. The work of UN. group in 
particular will be discussed later this 
morning. I would like at the outset to give 
a description of what is a possible way of 
looking at the purpose, the coverage and. 

2. Bulletin Editor’s nbte: This Rulihg 
provides that the Tanzanian withholding 
tax on the gross amount of management or 
professional fees received by non-residents 
is not the substantial equivalent of a 
withholding tax and is therefore not 
creditable under section 901 of the Code. 
Such taxes imposed on the gross amount of 
dividends, interest and royalties received 
by non-residents, however, do qualify as 
creditable income taxes. ~ 

3. Bulletin Editor’s note:’ See for a 
discussion of this treaty Edward J. Leahy: An analysis of the new Hungary-United 
States tax treaty in 19 EUROPEAN TAXATION 325 (1979). 
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the intent of the U.S. tax treaties. I think 
the generally accepted underlying purpose 
of the treaties is to contribute to the 
freedom of the flow of goods, capital, 
technology and personnel across national 
boundaries and to do so by reducing 
substantive and procedural. tax burdens 
principally through the elimination of 
double taxation, by harmonizing tax rules, 
by providing a mechanism for resolving tax 
disputes and by authorizing national tax 
administrations to cooperate with each 
other in administering and enforcing their 
internal tax laws. 

The United States Model 
Treaty 

The United States model treaty, which is 

used as a basis for starting negotiations 
with foreign governments, seeks to meet 
those rather broad goals by providing rules 
on such questions as the‘right of a country 
to impose tax on the basis of the 
connection of the taxpayer, property, or 
activities in the taxing country and the 
determination of allocable income and 
deductions to ascertain taxable net income. 
In the case of certain withholding taxes, 
limitations on the rate of tax are imposed 
which reflect a balance of considerations 
between the treaty partners, including 
revenue flows. The model further provides 
a tax credit mechanism for avoiding double 
taxation of 7 the same income, :gquires 
non-discriminatory tax treatment for 
treaty partners, and provides machinery for 
cooperation between tax administrations 
to resolve tax disputes and to exchange 
information and enforce compliance with 
domestic and treaty rules. Now these 
general objectives and principles incorpo- 
rated in the treaties subsume a great many 
policy decisions and cut across a great 
many internal rules in attempting to 
harmonize or accommodate the laws of 
two countries. Part of our focus this morn- 
ing will be to talk about some of this 
interaction. »

’ 

While the United States has unilaterally 
through its tax credit mechanism adopted 
rules to relieve double taxation and 
accommodate foreign tax systems to U.S. 
rules, it is virtually impossible to en- 
compass all of the detailed problems and 
the differences which may arise between 
the tax laws of two countries. I think the 
protocol recently signed with France 
illustrates the difficulty in attempting to 
resolve a number of double taxation 
problems solely through statutory provi- 
sions. One of the themes of our discussion 
this morning should be when, if ever, it is 

appropriate to modify United States tax 
laws by treaty, and what is the proper 
approach when one is seeking modification 
to accommodate the internal tax rules of 
another country. It is clear that we need 
some basic policy guidelines as to what our 

treaties should be accomplishing. Fortu- 
nately, the Treasury has been encouraging 
an examination of policy in this area. 

Aspect of U.S. tax policy 
for treaties 

This portion of the technical session will 
concentrate on four aspects of U.S. tax 
policy for treaties. First, the treaty rules 
affecting U.S. laws on the taxation of 
nonresident aliens and foreign corpora- 
tions; second, those treaty rules that affect 
United States taxation of United States 
citizens and residents, third, issues in the 
negotiation of tax treaties with countries 
having integrated tax systems; and, finally, 
current ’issues which arise in negotiations 
with developing countries. 

U.S. taxation of 
foreign investors 

The first of these categories, which is really 
a question of the development of U.S. tax 
policy with respect to U.S. taxation of 
foreign investors, also gives us the oppor- 
tunity to review to some extent the struc- 
ture of tax treaties and the types of sub- 
stantive rules that are applicable in deter- 
mining when a country has a right to tax and 
undér what conditions; My *own' comment 
on each of these subjects hopefully will be 
fodder for comment by our panelists. 
I think that United States policy in treaties 
with respect to the taxation of foreign 
investors or foreign persons doing business 
in the United States has tended to grow 
out of a principal focus by the United 
States on U.S. business or individual U.S. 
investors investing or operating abroad. As 
the historical pattern has developed, the 
treaty rules which were looked at had to 
do with when Americans should be taxed 
abroad, what sort of permanent establish- 
ment limitation do we want to have foreign 
countries apply to Americans, what sort of 
withholding rates do we want to have on 
income received by American investors, 
and, only in turn, through a general notion 
of reciprocity, have we asked what rules 
the United States should adopt on its side 
with respect to taxing foreign investors in 
the United' States. I suggest that the 
orientation has been to Look primarily at 
these rules in terms of their effect on U.S. 
investors abroad. This should also be put in 
some general context today as to what 
United States policy is toward foreign 
investment in the United States and how 
that is reflected in United States tax treaty 
considerations. Historically, we had the 
major change in U.S. domestic tax rules in 
the 1966 Foreign Investors Tax Act which 
in large part was intended to facilitate 
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foreign investment in the United States. 
There have also been efforts in subsequent 
years to eliminate U.S. withholding taxes 
on the investment income of foreign 
investors and other activities to stimulate 
foreign investments in the United States. I 

asked David [Rosenbloom] if he could 
comment today on how the Treasury 
perceives U.S. tax policy with respect to 
foreign investment, and how that might be 
reflected as a general policy matter in any 
given treaty. 

Internal Revenue Code and U.S. 
tax treaties are in need of - 

harmonization 

Rosenbloom. You said tax policy. HI think 
the first point to make in regard to United 
States law in that regard is that the Code 
and our treaties are 

' 

badly in need of 
harmonization. We use an entirely different 
language in a treaty than we use in the 
Code, a langUage which we have inherited 
from, in large part, either prior treaties or 
the OECD. Many of the words that are 
determinative under the treaties are not 
found in the Code and the treaty concepts 
have grown up as a kind of a parallel body 
of law.

7 

Our basic approach to foreign ifivestgrs in 
the U.S. is to paint in the Code on a very 
broad canvas, to cast our net extremely 
wide—without.any_effort (with the excep- 
tion of the segtion 864 rules) to fine tun’é' 
the system. We the'n3te‘nd 't'o’v'carve away 
from that broad assertion of jurisdiction in 
individualized treaty arrangements, treaty 
bargains. Thus, I assume, when you speak 
of tax policy, what you are rehlly asking is 
what policies are we following in the treaty 
negotiating process'. There is, incidentally, 
work to be done in the Code, both in 
putting the Code and the treaties into 
something of a more parallel track, and in 
reviewing'the 1966 Act — which in some 
respects is to say the least, a little peculiar. 

In the treaties I think you are quite right, 
Bob [Patrick], the inherited view - and 
probably the still prevailing view — is to 
approach negotiations with most countries, 
(there are one or two fairly insignificant 
exceptions) with the background know- 
ledge that there is greater outflow of U.S. 
investment to that country than inflow 
from that country. But I think that our 
policies would not be significantly reversed 
if the shoe were on the other foot, at least 
insofar as the relationship with most_ 
developed countries is concerned. We 
would still, as a matter of general tax and 
treaty policy, not want to assert source 
basis of taxation to the full extent that our 
Code allows. We have too many problems 
areas; after all, the residence country is 

ultimately in the better position to tax its 
ovgn residents than the source country.
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Saving clause in U.S. tax 
tfeaties 

Patrick. Let’s shift gears a bit and talk 
about another aspect of U.S. treaty policy 
that is ,of increased importance in view of 
the general concern over foreign tax credit 
interpretations. That is, not the taxation of 
foreigners investing in the U.S., but rather 
to what extent the United States in its 
treaties should be modifying United States 
tax rules concerning the taxation ~of U.S. 
citiZens and corporations. As you all know 
in our tax treaties we have a very standard 
provision, basically unique to the United 
States, which says that notwithstanding 
any of the provisions of the treaty, United 
States citizens, residents, and corporations 
will be taxed as if the treaty had not come 
into effect: we will simply apply our 
domestic law and tax United States citizens 
under this saving clause with some limited 
modifications for foreigners who are 
resident in the U.S. Our treaties do contain 
a limited exception to the saving clause 
that, in effect, guarantees at least the 
principle of a foreign tax credit for the 
United States citizens and residents with 
respect to the foreign income taxes covered 
by the treaty. That exception stands as a 
guarantee to the other treaty partner that, 
for those taxes considered income taxes in 
the treaty, the U.S. will give a foreign tax 
credit, substantially in the form or method 
which is applied from time to time in the 
Code. Whether it be per country or overall 
limitation or other procedural limitations, 
in any event the principle will be 
maintained. It' seems that in considering 
the appropriateness of the saving clause 
policy, it is useful to distinguish several 
different situations. 

The first case might be a modification of 
U.S. law applicable to U.S. citizens and 
residents when it results in an aggregate 
reduction or elimination of both foreign 
tax and U.S. tax. Tax sparing would 
probably be the best example of that,‘ 
which we will talk about a little later when 
we get ‘to treaties with developing coun- 
tries. That is one type of case where U.S. 
law could be affected by effectively 
eliminating taxation for U.S. citizens. 

The second situation is one in which the 
U.S. retains a residual right of taxation, 
after a credit for foreign taxes, but the U.S. 

. in its negotiations with the foreign country 
is being asked in the first instance to cede 
tax jurisdiction to the foreign country. 
This would arise, for example, where they 
want a change from what would be our 
statutory source rule to give them a right 
to tax in the first instance, and the 
correlative of that taxation right would be 
that the U.S. would give a foreign tax 
credit for their tax on what is now U.S. 
income but would become foreign source 

60 

income from that country. In this example, 
we are still modifying the application of 
U.S. tax laws to United States citizens, but 
it could be characterized as a determina- 
tion of which country has the initial right 
of taxation and which has the residual right 
of taxation under a foreign tax credit 
system. We have seen previously some 
rulings on this dealing with the Belgian 
treaty, the Japanese treaty in a case 
involving U.S. crew members on Japanese 
aircraft, in which those treaties are 
interpreted as changing the source rules to 
provide a foreign tax credit for foreign 
taxes on what, under the Code would be 
U.S. source income. But in those cases it is 
then treated as income from the treaty 
country and they tax it and then the U.S. 
gives the credit. Similarly, as Marianne 
Burge explained, in relation to the protocol 

' 

to the French treaty, efforts are now being 
made to deal with the situation of US. 
citizens residing in a foreign country that 
taxes on a residence basis and who receive 
income from U.S. sources, thus creating a 
very difficult foreign tax credit issue as to 
who taxes the income first and who gives a 
credit. 

Now, a third example of treaty coverage 
affecting the U.S. taxation of U.S. persons 
that is of current importance is the 
question of what is a creditable income 
tax. Perhaps the most notable recent case is 
the UK. treaty where you have both 
Petroleum Revenue Tax and the Advanced 
Corporation Tax as taxes covered under 
the treaty. Most people seem to agree that 
where there is a reasonable doubt about 
whether or not a particular tax is 

creditable, it is a proper function of a tax 
treaty to clarify the status of the tax. And 
you could have something like the 
provision in the Israeli treaty which treats 
forced loans for the period'of time that 
they are outstanding as if they were taxes 
subject to being treated as a refund of tax, 
when and if these loans are repaid to the 
U.S. investor, even though contrary to 
previously published rulings on that type 
of loan, and would not be considered a 
creditable income tax in the absence of the 
treaty. 

The question I would raise for the panel is 
in what cases is it appropriate to modify 
U.S. statutory law affecting the taxes of 
U.S. citizens and residents? Are there 
guidelines to use in this context? Ithink 
we have just seen some indication of 
Treasury’s thinking on this in Assistant 
Secretary Lubick’s testimony for [Con— 
gressman] Rosenthal’s subcommittee two 
days ago in which there was some 
discussion in the context of oil tax credits 
as to the appropriateness and inappropri- 
ateness of the use of treaties to deal with 
the foreign credit provision. Perhaps during 
our discussion David Rosenbloom might 
want to summarize generally the sentiment 
expressed there. 

May we have some comments, first, on 
whether there is a consensus on the panel 
that the types of situations described — at 
least the one of changing source rules — is 
appropriate, and second is the use of 
treaties for providing for the creditability 
of foreign taxes an appropriate and 
acceptable use of the treaty process? 
Ault. The first one I think is easy. It seems 
to me it is perfectly consistent with the 
purposes of tax treaties. The situation is 
one in which double taxation would 
literally arise if there is not some fine 
tuning of the two jurisdictions. It comes 
out of the negotiation process in which we 
are not changing our domestic source rule 
but fitting it together unilaterally with 
somebody else’s source rule given the fact 
that the source rules are not written in 
stone someplace. It seems to me the 
Japanese rule is perfectly consistent with 
our treaty policy and acts to fit the edges 
of the two systems to avoid double 
taxation in this particular situation. 

German pension costs 

Lundy. I am thinking of the situation 
involving German pension costs under 
which it is extremely difficult to fund 
German pensions. As a result, German 
companies have very large accrued but 
unfunded pension liabilities. They are even 
preferred liabilities; they are the strongest 
liabilities the Germany company has. When 
a U.S._ company receives a dividend from 
this German subsidiary the IRS takes the 
position that the earnings and profits in the 
section 902 computations have to be made 
by treating those German pension costs as 
not being a proper charge against earnings 
and profits. As a result the credit can be 

‘ diluted. Assume this is not a proper charge 
against earnings and profits, which I don’t 
concede in any way. But even if it were, it 
seems to me the German treaty provisions 
could be applied here in order to give a 
credit that would override internal law. 
The provision in the German treaty calls 
for giving appropriate credit for German 
taxes paid; When you receive a dividend 
from a German company it seems to me in 
a case like that the treaty could be very 
fruitfully used to iron out a problem that 
otherwise creates timing differences and 
loss of credits where double taxation really 
wasn’t intended. 
Muten. I would say that the fact the 
United States stands practically alone in 
the world in taxing nonresident citizens 
would make it a rather national thing for 
the United States to be more ready to 
make such concessions than other coun- 
tries. It would seem that this whole idea of 
taxing citizens throws a monkey wrench 
into the machinery, and it is up to those 
who throw it in to pull it out. 
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Ault. I guess I would distinguish between 
this case and a source rule case. I think I 

would have a little more hesitation in 
saying that in the situation in which they 
have a different principle under which 
deductions are allowed should be accom- 
modable in the treaty. I would be a little 
slower to say the treaty negotiation process 
was appropriate than I Would be to say 
that a different source rule was appropriate 
which derives purely out of the application 
of the international aspects of the U.S. 
system. 
Patrick. Would you take that same view 
with respect to, say, granting a deduction 
for gifts to charities-in the other treaty 
country? 
Ault. Iwould take the same view, yes. 
Patrick. Do you have a way of drawing a 
line. You may be more cautious. Is it 

inappropriate? 
Ault. I think I would try to distinguish 
three kinds of situations. One is a situation 
of international rules and it is the problem 
of harmonizing those international rules. 
That I think is the classic case for treaty 
harmonization. Secondly, where there are 
problems involving provisions in the 
countries which are basically determina-‘ 
tions of income. Thirdly, since Professor 
Surrey is here and therefore we cannot get 
through the morning without saying tax 
expenditures, there are provisions that 
involve tax expenditures. In the latter two 

’ cases I think I would want to think about 
how&.1,would be applying my treaty 
principles. 

Surrey. I think I would agree with Hugh 
[Ault] in general, but in the source rule 
aspect as he indicated you are largely 
dealing with an overload, and the question 
is — should there be an overload with the 
two taxes. You'are dealing to some extent 
in creditable taxes, where the line is 

obviously indistinct. The treaty purpose is 

to eliminate overload of two income taxes. 
When you depart from that and say the 
treaty is to make a concession to reduce 
really the basic U.S. rule of what is net 
income I think it is quite a different matter 
and I would agree with Hugh [Ault] on 
that.4 

Rosenbloom. I guess I believe the treaties 
can be used for any of the three purposes 
that have been enunciated, in appropriate 
circumstances. I think the source rule 
changes presuppose that fact. Many of our 
treaties do indeed change United States 
source rules. That is a lot of water under 
the bridge. I think the changes are 
probably correct. If we Were not able to 
change United States source rules in 
treaties We would have even fewer treaties 
than we do. I also think that a treaty 
should - and by this I do not necessarily 
mean that all U.S. treaties do — guarantee a 
credit independently of the Code. Now it is 
one thing to guarantee a credit indepen- 

dently of the Code for another country’s 
taxes which would otherwise be indepen- 
dently creditable, or which the negotiators 
believe would be independently creditable. 
It is another thing to take the next step 
and credit taxes that there are some doubts 
about. I think that is appropriate under 
carefully contrblled circumstances and I 

think Marianne [ne] said that earlier in 
her exposition. Incidentally, I noted Ma- 
rianne’s [Burge] comment that the ruling 
on the Petroleum Revenue Tax settled the 
question of whether that tax is creditable. I 

think that is a very nice view, Marianne, 
but I do not think it is exactly accurate. 
Nobody really knows, and we will not 
know for many many years on some of 
these very difficult credit questions, what 
is creditable and what is not creditable. I 

think there are plenty of grey areas. At the 
same time, I think there are also things that 
we know are not creditable. 
I would hesitate a long-time before agree- 
ing to credit an economically important 
type of payment that I felt, really flat out, 
did not have a chance of being a creditable 
income tax for United States purposes. On 
Dan Lundy’s point, I think that too is 

probably something that can be discussed 
in a treaty context. The question there, 
really, is whether (and in describing it this 
way I am giving the German situation every 
benefit of the doubt) if you have an 
amount which is accrued on the books of a 
German subsidiary and which cannot be 
used under any circumstances to pay divi- 
dends to the UniteTStétes'b'arent,’ but for 
one reason or another the item does not 
meet United States rules for deductibility 
because, for example, it is a pension which 
does not qualify under ERISA, should the 
United States in order to avoid dilution of 
the credit recogniZe not that income is 

reduced — that’s different — but that 
earnings and profits are reduced by that 
amount. That amount —- remember my 
assumption of it not being able to be used 
for dividends — will never be available to 
reduce your earnings and profits to zero, so 
you will always have less than one hundred 
percent of the credit available. I think that 
is a legitimate treaty issue. But I diverge 
sharply from Dan [Lundy] if he is suggest- 
ing that one. could find a resolution of that 
issue in any United States treaty as it 

presently exists, with the possible excep- 
tion of the newly negotiated treaty with 
Denmark. 
Patrick. Thank you. I am going to raise one 
more question before we take a break, and 
then turn to two major topics of interest: 
treaties with countries with integrated tax 
systems and treaties with developing coun- 
tries. I would like” to ask David [Rosen- 
bloom] just; one more question. It is part of 
our first topic of taxing foreigners in the 
United States and should be mentioned at 
least briefly here because it has been such a 
keen treaty issue for the last couple of 
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years in conneétion with the UK. treaty 
considerations. That is whether U.S. tax 
treaties affect taxation by the states of the 
United States and what I would simply ask 
David [Rosenbloom] at this point: 
One, what is the U.S. negotiating position 
when faced with a request by foreign 
countries that U.S. state taxes are covered 
by our treaties; and, 
Two, if he would give some suggestion as 
to how he sees the fact that the decision of 
the Senate on this issue has affected U.S. 
treaty negotiations with other countries. 

Can tax treaties affect 
U.S. state taxes? 

Rosenbloom. I think we all know the 
history of the United Kingdom treaty 
dealing with U.S. state taxation. It was 
clear, at least at the time of the Senate 
vote, that a two-thirds majority could nqt 
be mustered for a treaty that would blin'd 
the states even to the relatively minimal 
extent of Article 9 (4). I think we ass/ume 
that continues to be the case; and if 

anything, Congressional sentiment is per- 
haps a little bit stronger today than it was 
then. Since we like to negOtiate treaties 
that we have some chance of getting 
ratified we are not presently including any 
general provision covering U.S. state taxa- 
tion in our treaties. That notwithstanding, 
the case for allowing the individual states 
to experiment with foreign taxation is 

"extremelyfiweak. Myrpersonal view isrthat 
tax treaties are really every bit asrmuch an 
instrument of foreign policy aS—tfiév fiefof 
taxation. It seems to me that the states are 
recognized to have very little legitimate 
role in the foreign policy’ areas. It is only 
when the word “tax” appears in the 
caption that everybody gets excited. I like 
to believe that the right long-range answer 
is for the United States to cover state taxes 
generally in its tax treaties, particularly 
since we regularly insist that any country 
that has significant state taxes cover its 

own state taxes on its side, since our state 
taxes are usually by no means as'substan- 
tial as theirs. But it is not in the cards 
immediately. I do not exclude it in the 
long run. 

* * * 

4. At this point in the proceedings the 
tape failed to pick up additional remarks 
by Professor Surrey. In general, those 
comments paralleled several that were 
contained in his article, “United Nations 
Group of Experts and the Guidelines for 
Tax Treaties between Developed and 
Developing Countries”, 19 Harvard Inter- 
national Law Journal pp. 1-70 (1978). The 
essence of this article also appears in 
PUBLICATIONS OF THE INTERNA- 
TIONAL BUREAU OF FISCAL DOCU~ 
MENTATION No 25: THE EXCHANGE 
OF INFORMATION UNDER TAX TREA- 
TIES at 34 (1978). . 
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Patrick. Next, let us try to divide the world 
up into a couple of major problems geo- 
graphically for our treaty negotiations. I 
think it is fair to say that the major issue 
today with negotiations with developed 
countries is basically the question of the 
interaction of our tax system and our tax 
treaty rules with countries having integra- 
ted corporate -- shareholder tax systems. I 

refer everyone to Hugh Ault’s article for 
examples on some of the international 
issues in corporate tax integration in the 
volume of Law and Policy in International 
Business in 1978 that was dedicated to 
Nate Gordon.5 I have asked Hugh [Ault] 
today if he would introduce this topic for 
our discussion and then we will let the 
panel comment on what they perceive as 

the relevant considerations and issues; what 
U.S. policy has been in this area; and, 
indeed, what it should be. Hugh. 

5. Hugh Ault, International Issues in 
Corporate Tax Integration, 10 Law and 
Policy in International Business 401 
(1978). 

INTERACTION OF THE U.S. TAX SYSTEM AND U.S. TAX "TREATY RULES 
WITH FOREIGN INTEGRATED CORPORATE-SHAREHOLDER TAX SYSTEMS 

With an audience like this I ani assuming 
you all are generally familiar with' "the 
integration systems as such and also are 
in general familiar with the problemsvthat 
we_ are going to be talking about. Ithink it 
would be useful to give a little background 
about exactly how the problems arise and 
what are the arguments. Basically, the 
treaty questions in the integration context 
arise because all of the integ'rfiion systems 
in their internal structure do not grant the 
imputation credit to foreign shareholders. 
Having finally to grant the credit as -'a 

matter of dofnestic law, the issue then 
moves to. the treaty level which is our 
principal concern today. 
I think discussions can really be divided 
into two parts. First, questions of theolo- 

/gy, and second, questions of applied reli- 
/ gion. I think maybe you can understand 

the applied religion ,better if you get the 
theology first. 

Basic principles of corporate- 
shareholder tax integration 

If you look at the integration countries 
their theological principles are something 
like this: The first commandment is that 
the integration system operates entirely at 
the shareholder level. At the corporate 
level all corporations, as such, are taxed the 
same regardless of the nationality of their 
shareholders. At the shareholder level 
where the integration system operates it is 
appropriate to distinguish between share- 
holders who are subject to worldwide 
taxation and shareholders who ,are not 
Subject to worldwide taxation. And there- 
fore it is appropriate to grant the credit to 
worldwide tax shareholders and inappro- 
priate to grant the credit to foreign share- 
holders. This failure to grant the credit to 
foreign shareholders is not a matter of 
discrimination because everything is 
operating at the shareholder level rather 
than at the corporate level, and there are 
legitimate distinctions between foreign and 
domestic shareholders. 
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Hugh Au/t 
Now, assuming that some heresy creeps in 
and you are going to grant some credit to 
foreign shareholders, the second integra~ 
tion commandment is that in any event you 
will not give the credit to foreign corporate 
shareholders. There are really two reasons: 
one, granting the credit to corporate share- 
holders does not have anything to do with 
the basic idea of integration which is after 
all to integrate individual and corporate 
taxes and integration is not appropriate as 
long as the income is still in the corporate 
level solution, and secondly, the integra- 
tionists say that the responsibility - for 
granting relief comes at the point of 
distribution to individual shareholders and 
from the country of residency of the 
corporation that is making the distribution. 
So when, for example, dividends come 
from a German company or a U.K. com- 
pany to a U.S. » company under the 
Eqropean view as expressed in the EEC. 
drdffmodel directive it is the responsibility 
of the U.S., if anyone"; to give distribution 
relief when the ultimate individual share- 
holders get the distribution. , 

United States: existing corporate- 
shareholder tax integration systems 

are discriminatory 

The U.S. sees the world quite differently. 
We have a different set of ten command- 
ments. Traditionally, the U.S. has argued 
that the failure to grant the credit was 
discriminatory and this argument has taken 
several forms. 
Most simply stated it says there is really no 
corporate tax in an' integration system 
since it is really just a withholding tax on 
shareholders and therefore it is a 'with- 
holding tax that violates international with- 
holding norms, Germany’s 36 percent, for 
example. 
A somewhat more sophisticated view, I 
think, is to say that despite its formal 
structure the integration system does 

operate at the corporate level. It operates 
at the corporate level because it gives the 
corporation the ability to increase the 
return to shareholders by increasing the 
level of distribution. This is true whether 
the system takes the form of a split rate 
system, in which an increased distribution 
lowers the corporate rate, or in the case of 
imputation system in which a dollar of 
dividend paid allows the corporation in 
effect to distribute through the govern- 
ment an additional amount of dividends to 
the shareholders. So, if the imputation 
system is really seen as operating at the 
corporate level then it is a discriminatory 
system and the failure to grant the credit 
to U.S. shareholders is discrimination. 
This principle of U.S. theology is usually 
joined with a second principle, that is, that 
withholding tax rates ought to be recipro- 
cal and that because a country has a lower 
corporate rate than we do is no reason for 
it to have a higher non-reciprocal with- 
holding rate. Those are the ten command- 
ments, slightly summarized, of integration 
in the U.S. 

Corporate-shareholder tax 
integration in practice 

When we move to the level of applied 
religion where theological purity has to be 
tempered with political and economic 
reality the situation gets a little bit more 
complicated. There have been two impor- 
tant developments here. One as you all 
know, France is granting the credit in its 
treaties to portfolio investors. Also, the 
U.K. in the U.S.-U.K. treaty which still 
awaits ratification, granted one half of>the 
distribution relief to direct investors. The' 
U.K. solution works in part because the 
U.K. had only partially integrated its 
system; that is, only about half its corpo- 
rate tax was integrated at the shareholder 
level. This brings us to the situation with 
Germany where the process of tempering 
theology with reality really has not made 
much progress. 
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I think the German situation puts most 
starkly the conflicting views and concepts 
as to the integration problem. The Ger- 
mans, rooted in their view of integration 

' theology and pointing to the fact that U.S. 
subsidiaries of German corporations pay 46 
percent plus a 15 percent withholding tax, 
refused to consider granting the credit. 
Indeed, the German Parliament forbade the 
granting of the credit to foreign share- 
holders in its enabling legislation. A quite 
elegant piece of bootstrapping I think. The 
United States on the other hand, viewing it 
from our perspective, says that the 36 
percent German tax is really a withholding 
tax. Thus, a comparable German company 
which distributes all its income has really 
zero tax and therefore the German con- 
trolled company bears a lower rate of tax 
than the U.S. controlled company. As a 
result, Germany has in effect financed its 
integration system by making up the 
revenue loss by increasing the tax on 
foreign-owned German companies. There- 
fore, the credit ought to be granted. I think 
it is a fair statement of the impasse in the 
current treaty negotiations. 
There are some other factors which further 
complicate this problem. Whatever the 
theoretically right answer is I think the 
U.S. has to ask itself if it wants to 
encourage portfolio investment in German 
or other integration country corporations. 
If Germany is not a real problem, then 
look to Canada. Do we really want to insist 
that portfolio shareholders get the imputa- 
tion credit? On the other hand, with 
respect to direct investors, it is cle'ar’tha't'“ 

both the Treasury and the investors have 
an interest in getting the German rates 
down to approximately the U.S. rates, 
since presently Germany is a potential 
excess credit-generating country. One 
possibility there would be to go to a zero 
withholding rate by Germany. Just giving 
up reciprocity as a principle is a possibility 
although one that breaches our principle 
that we are entitled in fact to the imputa- 
tion credit. On the other hand, Germany is 
arguing non-reciprocity in the other direc- 
tion. It is that arguing because of its split 
rate and the famous foreign effect when 
you compare wholly-owned German com- 
panies with foreign controlled companies 
that distribute out and reinvest. They are 
entitled to non-reciprocal withholding rates 
only in the other direction. Ten percent of 
zero rather than zero and ten percent. 
Where does this alll leave us? I hope Dave 
[Rosenbloom] can tell us more after I have 
completed this summary. But I think, to 
summarize: Germany really puts in a very 
stark way the implications of the two ways 
of looking at integration; if the traditional. 
U.S. position that we are entitled to get the 
imputation credit is correct, and if we 
apply OECD withholding rates, then 
Germany is really only going to be collect- 
ing 5 percent withholding tax on U.S. 
investments in Germany; That seems .an 

improper division of the investment tax 
base. On the other hand, if you look at it 
from the U.S. point of view, Germany has 
indeed taken advantage of the fact that 
shareholders are not going to get the credit 
in structuring both the financial and in- 
ternational aspects of their integration 
system. How these theological principles 
will be worked out in this world of sinners 
I am not sure but I think they are very 
difficult questions. 

PANEL DISCUSSION 
Patrick. Thank you Hugh [Ault]. If it is 

possible David [Rosenbloom] may like to 
make some comment on the general U.S. 
negotiating position; it being understood 
that the fact that the U.S. is now engaged in 
negotiations, poses some constraint on 
details. 

Variety in corporate-shareholder 
tax integration systems significant 

Rosenbloom. I think Hugh’s exposition 
was really superb. The only missing aspect 
was the treaty policy vis-a-vis a less devel- 
oped country with an integration system. 
That does come up with more frequency 
than you' might expect, since the old 
British system was in effect an integrated 
tax system.

‘ 

,Wewencounter that system in one form or 
another ih‘ilérgé number 'oft‘ormerBritish 
colonies and what-»we do in that instance 
may be a little different than what we 
would do with respect to developed coun- 
tries. In dealing with developing countries, 
we tend not to ‘try to feduce source basis 
taxation below the credit limit. Another 
point here: there are variations in integrat- 
ed taxes and to my way of thinking, the 
variations make a difference. For example, 
some countries have relatively low corpo- 
rate rates, Denmark and Italy, for example. 
Some countries integrate relatively small 
portions of the corporate rate so that you 
can say that there remains a fairly substan- 
tial domestic tax on dividends at the 
shareholder level, Denmark for example. 
Some countries are concerned about fund- 
ing‘ the imputation credit. Canada allows 
the credit irrespective of whether it has 
collected any taxes at the corporate level. 
Italy is the same. There are other differ- 
ences. For example, Canada grants a non- 
refundable credit. These variations on an 
integrated system do have an effect on an 
appropriate United States posture. I also 
believe that an integrated system, which is 

normally adopted to improve local invest- 
ment in local corporations, has con- 
comitantly the effect of disadvantaging 
foreign investment in local corporations. 
This is the other side of the coin, and it is 
inevitable. The negotiating question is what 
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should we be asking to alleviate that 
disadvantage. In the United Kingdom con- 
text, as you know, we asked for refunds. 
Quite apart from the theology that Hugh 
[Ault] discussed, the refund mechanism is 
rather complex and, as anybody who has 
read the technical explanation of the U.K. 
treaty knows, it raises phenomenal issues 
regarding the foreign tax credit computa- 
tions. Personally, at some point I would be 
willing to give up a little bit of the 
theoretical purity in favor of a result that 
achieves justice and simplicity, and that 
kind of thinking may lead toward dealing 
with withholding rates. Passing to Germany 
for a moment, I think Hugh’s explanation 
of the situation therefore is really pretty 
accurate. There is really a difficulty in 
communicating. We are dealing with two 
extremely different world views. 
Muten. To begin with, let me say that I 
speak here purely in a personal capacity, 
not representing the views of the Interna- 
tional Monetary Fund. I shall mainly deal 
with issues concerning less developed coun- 
tries. 

Some issues affecting 
less developed countries 

One important issue is the extent to which 
a country like the United States establishes 
very precise rules on matters dealt with in 
Section 482 and 861 of the Code. By their 
way of applying these rules, the United 
-Sgates. authorities put taxpayers dealing 
with them into a position Wherertheyxeally 7 

have to listen very carefully to what the 
Internal Revenue Service has to say. In 
doing so, these taxpayers may show corre- 
spondingly little interest in the attitudes of 
other competing tax administrations. If I 

were in charge of a tax department like 
Bob Patrick’s, and forced to make a choice 
between making the U.S. Internal Revenue 
Service my enemy or getting in trouble 
with the Inland Revenue, say, in The 
Gambia, I would in all likelihood find it. 
prudent to be friendly with the I.R.S. and 
care little about The Gambia. 
This is at least what the less developed 
countries suspect. Therefore, they would 
very much like to have some feed—back 
from the big countries, since they feel that 
they cannot cope adequately with the 
problems arising. 
They hope to get a favorable deal, not least 
through exchange of information and other 
administrative assistance, as a result 
of tax treaties. They are also interested in 
treaties as a way of assuring a positive 
result of their tax incentive measures by 
way of tax sparing. The performance of the 
U.S. has been disappointing to them, how- 
-ever. It is difficult for foreigners to under- 
stand the ratification procedure, under 
which ‘the U.S. Senate unilaterally
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changes treaties that are the result of 
bargaining. Delays in ratification and reser- 
vations against important treaty provisions 
make the negotiation of tax treaties with 
the U.S. a rather frustrating experience. 
A simple first line of defense for countries 
fearing the conflict of interest between 
their tax administrations and the Internal 
Revenue' Service is the mandatory local 
incorporation. It might not stop at that, 
however. By making conditions too harsh 
on the capital-importing countries on issues 
such as arm’s length pricing, cost alloca- 
tion, and foreign tax credit — the latest 
developments in regard to the definition of 
creditable taxes has really been a very hard 
nut to crack for these countries —- the 
industrialized countries, and notably the 
U.S., may force the less developed coun- 
tries into a situation where they simply feel 
they have to give up. If they feel that it is 
beyond their capacity to administer the 
U.S. kind of a tax system, they might well 
go for something else. And the alternative 
might be less then appetizing for those who 
feel strongly about free enterprise, free 
trade and free movements of capital across 
borders. 
I apologize for having been- perhaps too 
critical in what I have éaid, but being the 

. only non-American in this discussion I 
thought I should try to interpret some of 
those foreign voices I hear. Outside of this 
country, I feel more need than in this 
gathering for explaining and defending the 
U.S. position. 

Patrick. I am sure" that there are many of us 
who take it as very constructive criticism. 
We appreciate that. If not in rebuttal, at 
least in comment on this subject I will 
interject my observation that I do think 
some of the developed countries, including 
the United States, could adopt treaty rules 
to accommodate some requests of the 
developing countries that are not burden- 

some concessions and which are reasonable 
in accommodating the two systems. This is 
something that can be encouraged, not 
only for the United States, but for foreign 
countries as well. Perhaps there is a very 
real basis for bringing more and more 
countries into a reasonable tax system but 
I would like to have David Rosenbloom' 
comment on what the LDCs are requesting, 
what he sees as the possibilities, not merely 
on the tax sparing issue or the incentive 
iSSue, but on the accommodation of some 
of the substantive rules. 
Rosenbloom. We have been through a 
number of negotiations with developing 
countries fairly recently and there are a 
couple of things I am not sure are so 
apparent when you are dealing with the 
UN. group, which we hear when you are 
dealing across the table from another pair- 
ticular foreign delegation. 
There are political implications to the 
treaties between the United States and 
particular developing countries, and in 
some cases I think the political implica- 
tions may be predominant in the minds of 
at least the other country. Whether it is 

possible to secure a treaty conforming to 
our guidelines —- which I take it means 
pushing a lot of items of income into net 
basis taxation at source, and being relative- 
ly generous with net basis taxation at 
source — is a hard question. I think, 
generally speaking, we are moving in that 
general direction in the United States; but 
the ability to sell that approach to a 
particular developing country — which may 
feel much aggrieved and extremely 
mistrustful —- is really a function of.the 
background and personality and, indeed, 
the political standing of the people you are 
dealing with on the other side of the table. 
That would not be true, I suspect, if I were 
representing the United Kingdom, or 
France, or Germany, but it is true since I 

am representing the United States. I think 
that developing countries behave in 
negotiations in ways — at least in my 
relatively brief experience — that are not 
always predictable on the basis of their 
participation in group discussions of 
policies. I think the reason for that is a 
different setting for the negotiations; 
the country can be extremely reasonable 
when it is dealing with broad guidelines, 
but when the question really is posed as to 
whether they are going to tax equipment 
leasing on a net basis of sorts, as opposed 
to imposing a stiff withholding tax, differ- 
ent considerations may result. I think there 
are serious implications to that decision 
which some treaty negotiators are not 
willing to accept. 
In any event, we are spending a fair 
amount of time negotiations with develop- 
ing countries. I quite agree that the 
procedure for having these treaties ratified 
on the Hill has not been altogether satisfac- 
tory in recent times. We are hoping that 
the treaties that we have there now can get 
ratified fairly early, not so much because 
the treaties are necessarily wonderful agree- 
ments in their own right, but because we 
have to start somewhere to broaden our 
treaty network with the developing world. 

Jenks. We are going to start with another 
panel session dealing with tax treaties. It is 
chaired by Dave Milton as moderator and 
includes Mordecai Feinberg and William 
Gifford. Later, we will have with us my 
colleague George Beatty, and Joseph 
Guttentag. At the outset the discussion will 
consider treaty procedures and the process 
of those procedures in the U.S. from the 
initiation to the ratification of treaties. 

Milton. Thank you, Tom. This does open a 
new subject for consideration. We had a 
small band of courageous people who 
agreedgeto try and do this, most of whom 
you see here at the table. Marianne [Barge] 
alggk hasg agrged to join us,together with 
M'ift‘ylfgirilb'khour treaty negotiator, also 

'gi‘s'gtifié‘ 11§§SOCiate Director of the 
fiég‘qfqlfffierhzifiqnal Tax Affairs, and " ' 

‘ltpélr'zCuttlee Pickering. 
To intnoduce1thegsubjectgnd to attempt to 
set theysLage'gfiorqtheanglisfis I would like 
tow-sketch; .-spr_p '“bac‘lggigopndi color. In 
common; withgzthearange ,atopjcsflth at was 
discussed; : ibis ~m01:_n_i;ng,- ; ; 3the ghjstorical 
procedures usgdn‘for negotiation Qfi;_tax

~ 
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TAX TREATY PROCEDURES 
David Milton 

treaties have become a matter of public 
and private concern over the last several 
years. Perhaps the most raucous voices 
heard were those of certain state tax 
administrators who, in my view, were 
caught with their hands in the cookie jar 
by the recently revised U.S.-U.K. income 
tax treaty as signed December 31, 1975, 
but who at this point appear to have 
made away with not just the cookies but 
also the jar. 

Beyond that, there are many tax practi- 
tioners who have observed the increasing 
perplexity of the tax laws around the 
world and the increasing tendency of the 
U.S. and some other countries to reach 

beyond their borders. We have also seen an 
increasing tendency towards the use of the 
tax structure, and its application and inter- 
pretation, for specific political purposes. 
The inevitable result of this, of course, is 
an increased conflict of law and an in- 
creased possibility of multiple tax burdens 
and potential discrimination — as to the 
kinds of problems you heard about this 
morning. 
The treaty system is a principal weapon in 
meshing conflicting laws and easing 
multiple taxation and discrimination. It 
must become even more significant than it 
has been. So taxpayers obviously are going 
to have a greater interest in the treaty 
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process and so are those individuals, 
including members of Congress, who may 
feel that the Internal Revenue Code should 
not be altered by forces outside of the 
control of one or both of the Houses of 
Congress. 
Congressional interest would not be new. 
There are a number of instances, both 
recent and past, where legislation or 
proposed legislation has included provi- 
sions dealing with executive branch agree- 
ments which have tax subjects. 
Recent examples of that would be: (a) 
[Congressman] Al Ullman’s modified 
integration proposal last year which would 
purport to give the Secretary of the 
Treasury authority to add a portion of a 
corporation’s foreign tax credit to the 
shareholder account as a result of agree- 
ments with foreign government. These 
agreements were to be made subject to 
approval by both the House and the 
Senate. (b) Then there was the Social 
Security Act amendment referred to earlier 
which would provide authorization to the 
President to enter into agreements estab- 
lishing totalization arrangements between 
the Social Security System of the United 
States and the social security systems of 
any foreign country.

' 

There are two interesting aspects of the 
Social Security Act amendment. First, the 
Act describes certain mandatory and 
optional provisions for inclusion in the 
arrangements. In other words, Congress 
speaks to the content of the agreements in 
advance. Second,‘ the mechanics provided 
are for tlié‘igre‘éments to be transmitted to 
Congress whereby they will become effec- 
tive after a stated time period unless either 
House adopts a resolution of disapproval of 
the agreement. 
In the past we have had significant acts 
such as the Mutual Security Act of 1954 
which provided that the President should 
accelerate a program of negotiating treaties 
for commerce and trade including tax 
treaties. The Foreign Assistance Act of 
1961 is almost the same. Note that here 
Congress calls- the document a “treaty”, 
whereas in the current Acts we have 
referred to before, they are called ‘.‘agree- 
ments”. . 

You get the question of what is the 
applicable law. Are there fixed legal para— 
meters that deal with the shape of the tax 
agreement process? Are these parameters 
mainly political? 

The governing rules that I have found seem 
to be rather few in number. We have, of 
course, Article II‘Section 2, Clause 2 of the 
U.S. Constitution which reads, in effect, as 
you all probably know: I, the President, 
shall have power by and with the advice 
and consent of the Senate to make treaties 
provided two-thirds of the Senate is 

present and concur. 

Now, the scope of those words “advice and 
consent” have not been fully explored by 
the courts, and to my knowledge the 
precise’division of functions betWeen the 
President and the Senate, and the treaty 
making process, has not really been debat- 
ed fully in recent years. In looking at 
history, we find that from virtually the 
beginning the Senate seems to have been 
content in practice to haVe the Executive 
branch negotiate treaties, usually as an 
independent activity, and then present 
them to the Senate for consent. The 
“advice” side seems to have been generally 
inactive except for such things as the 
instructions to accelerate negotiations of 
treaties contained in the Mutual Security 
Act which we mentioned earlier, and in 
multilateral negotiations. There are a 
number of examples of what seem to be 
“advice” in the multilateral area: Con- 
gressional advisers appear to have attended 
the SALT discussions in sequence, while 
the Law of the Sea delegation had Congres- 
sional members, the International Energy 
Agency has also had Congressional atten- 
dance. But generally, the members of 
Congress are there as observers and not as 
delegates. However, there are some who 
feel that even this moves close to the 
Constitutional line. 

As you all know the President also has the 
power to enter into other forms of interna- 
tional contracts either as the country’s 
Chief Executive or otherwise under author- 
ity of law. Those that are made as Chief 
Executive do not require the consent of 
thé‘Senét‘é; So ’We have an interesting ques- 
tion as to whether an agreement made under 
one 'of the Constitutional sources of 
authority, for the President to make inter- 
national agreements, could cover tax issues, 
rather than calling it a treaty. Now we have 
seen Congress do a similar thing in reverse 
in the social security area, calling the 
operative document an agreement rather 
than a treaty, and then imposing require- 
ments beyond the Senate’s advice and- 

consent called for by treaties. 

Delegation of tax treaty 
negotiation function to the 

Treasury 

Within the Executive branch, the President 
has delegated the treaty negotiation func- 
tion to the State Department, as I under- 
stand it. State has, in effect, redelegated 
that power to Treasury as to tax treaties. 
Now those treaties that have some tax 
provisions, such as the treaties of friend- 
ship, commerce and navigation, were 
negotiated by State with Treasury input. 
So in theory it could be that Treasury 
would adhere to State’s rules as to pro- 
cedure. 
The only State Department procedure 
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which I have 'come across that pertains to 
this topic appeared in the July 24, 1974 
revision of the Circular 175 procedure. 
[Foreign Affairs Manual, Volume 11 
(Chapter 700) at sections 720.2D, 722.3, 
and 723.1.] Circular 175 is an internal 
State Department guideline and informa- 
tion manual on negotiation and signature 
of treaties and other international agree- 
ments. The procedure provides that as a 
general objective where in the opinion of 
the Secretary of State or his designee the 
circumstances permit, the public will be 
given an opportunity to comment on 
treaties and other international agreements. 
While this was adopted in 1974 its imple- 
mentation has not been formalized to this 
time, to my knowledge. Under thig pro- 
cedure the request for authorization to 
negotiate a treaty is in a form of an action

' 

memorandum addressed to the Secretary. 
Among other things, the action memoran— 
dum is to indicate what arrangements are 
planned with respect to Congressional con- 
sultation and also to the opportunity for 
public comment on the treaty or agree- 
ment being negotiated. The officer who is 
responsible for negotiation is specifically 
charged with keeping in mind that the 
interest of the public is to be taken into 
account and where, in the opinion of the 
Secretary of State or his designee as the 
circumstances permit, the public is to‘ be 
given an opportunity ‘to comment. Of 
course, this does not say whethér that 
should be a onetime opportunity or only at 
intervals. This procedure also establishes an 
objective that timely and appropriate con- 
sultation is to be had with Congressional 
leaders and committees on tre’zfiiEEWE’r—id 

other international agreements. The officer 
responsible for negotiation is to keep the 
appropriate Congressional leaders and 
committees advised of the intention to 
negotiate significant new international 
agreements, consulted concerning these 
agreements, and informed of developments 
affecting them, especially if there is need 
for implementing legislation (which, of 
course, we would not find frequently in 
tax areas). 

Treasury practice as to tax 
treaty procedure negotiations 

With.this general background, what has 
been the past practice of Treasury as to 
treaty procedure negotiations. It generally 
has followed these lines: First of all, tax 
negotiation has assumed that the resulting 
document was a treaty and not an execu- 
tive agreement. The procedure would be to 
announce' the list of current and proposed 
negotiations and ask for comments. This 
list, as you all know, was not kept on an 
active basis and these comments could be a 
little old. Since the U.S. model treaty was 
developed it has been used as a base. In the
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background there was a handbook, I 
believe a classified handbook, which is not 
disclosed. As to consultation with Con- 
gress, The Treasury Department obviously 
has, to some extent, consulted ’with the 
Chairman and other members of the Senate 
Foreign Relations Committee in the course 
of negotiations. Treaty language was not 
known until the treaty was' published at 
some point after signing, and then there 
were hearings before the Senate Foreign u 
Relations Committee. 
Recently, in response to suggestions and 
expressions of interest in opening treaty 
negotiations to public comment, including 
informal comment from IFA members, and 
obviously in line with his own views 
[Treasury representative] David Rosen- 
bloom scheduled public review and com- 
ment sessions on four treaties. Italian, July, 
last year; Jamaica August, last year; Danish 
November, last year; Canadian December, 
1978. 
Ynu have seen these reports, I am sure, and 
they were referred to earlier, but to sum- 
marizeWery briefly for those who have not 
read, the reports, and who were not there, 
the meetings were informal and no tran- 
script was made. David Rosenbloom and 
several members of the Treasury negotiat- 
ing team were present. There were also IRS 
representatives present at the Canadian 
treaty session and at the Danish session. I 
am not aware of their being at the others. 
Treasury summarized the major issues and 
the state of the negotiations. The partici- 
pants could raise questions and make com- 
ments. Apparently you could turn in 
papers, but there was no formal paper 
presented at the session by anyone, to my 
knowledge. 
These latest events would seem to be of 
great potential significance in the‘ treaty 
process and we would like to start talking 
about them. Mort [Feinberg] was at three 
of the four meetings on behalf of‘ Treasury 
and we would like him to review them 
from the Treasury side pointing out what 
the ground rules were for the meetings. I 
believe Treasury viewed the meeting as a 
success. 

PANE L DISCUSSION 

Ground rules for tax 
treaty meetings 

Feinberg. Thank you. A word about the 
ground rules. First, in each instance, we 
discussed with the partner our plans to do 
this and in every case they agreed that this 
was an appropriate procedure. We made it 
clear both to our partners and to the 
participants in the meetings that we were 
speaking only for the U.S., not for the 
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treaty partners, and that what we discussed 
would be the U.S. negotiating positions 
given the nature of the two tax systems 
and the nature of the problems we have to 
deal with, and the conceptual approaches 
we were taking to some of these problems — they were not necessarily agreed solu— 
tions. We were not discussing the negotiat- 
ing position of the other country or where 
there were final agreements; we were not 
necessarily indicating what those agree- 
ments were. It was an effort to indicate to 
the public where we were coming from in 
these negotiations. I think we found them 
very useful. I think I speak for all of us at 
Treasury who have been involved. It pro- 
vided us with knowledge of some of the 
specific issues that were of concern to the 
taxpayers that we may not have been aware 
‘of, or areas where the standard or model 
approaches we have taken in the past may 
not precisely deal with the problems that 
were raised in that particular treaty and 
that particular relationship. In a number of 
cases we did receive proposals for resolu- 
tions for some of those issues that we may 

' not ourselves have thought of or were able 
to think of. 
Along the same lines attention was called 
to problems that would arise in meshing 
two particular tax systems that may not be 
able to be dealt with in a model treaty in a 
standardized approach. It is equally im- 
portant that we were involving to a much 
greater extent the public in the process of 
negotiating a treaty. I think in addition we 
generated considerable interest outside of 
the meetings, and as a result of the 
meetings, ' additional representations from 
the public with respect to the problem that 
they face. I think that we do intend to 
continue these meetings, where appro- 
priate, and we appreciate the input that we 
have received. 

Milton. Mort, do you intend to continue 
them? These were done at an intermediate 
state of the process of negotiations as 
distinct from at the beginning. Do you 
intend to continue them in that inter- 
mediate stage or also do this kind of things 
for openers? 

Feinberg. I think it is most appropriate to 
do this at the stage where we have been 
doing it. That is at the point where we have 
achieved probably our greatest under- 
standing'of the issues and we have identi~ 
fied all the issues at that point and that is

. 

the time- we need as much help as we can 
get. At the beginning, what we have 
practised for a number of years now, is 
issuing an announcement that negotiations 
will be held and soliciting comments. At 
the early stages this is the more appropriate 
way to deal with it. We have a clear picture 
of where we intend to go and what issues 
we may not be able to resolve ourselves. It 
is a better time to involve the public in this 
kind of a form. 

Burge. What kind of response does the 
announcement usually elicit, Mort? A 
hundred letters or five letters? “' 

Feinberg. There is no way to generalize. In 
some, very very few. Are we talking about 
Canada or Bangladesh? It varies tremen- 
dously. 
Milton. Marianne, you were at all four of 
these. public meetings as I understand it. 
What is your view of their worth, looked at 
from the taxpayer’s side? 
Burge. From the taxpayer’s side I would 
say I am wholeheartedly in favor of the 
public briefing procedure. And certainly 
for the advisers to the taxpayer. The public 
briefings are a one hundred percent im- 
provement over the previous method of 
obtaining information from somebody in 
Washington who heard- it from somebody 
in Washington, who heard it from some- 
body in Washington. This is a tremendous 
improvement and I am wholly in favor of 
continuing the procedure and also having 
IFA report 'on the proceedings to its 
members and giving the report as wide a 
circulation as possible and in other public- 
ations, and to encourage more taxpayers 
and their advisers to participate. 

Advantages of 
public briefings 

I think the specific advantages are that the 
taxpayers can find out at a stage before the 
treaty is signed and almost fixed in stone as 
to what the issues are and they can then 
review their own operations and comment 
on the effect of that proposed treaty to the 
Treasury. The taxpayers and their advisers 
also can learn for the first time what 
Treasury policies lie behind some of the 
treaty provisions. It is difficult to know 
what the policy is behind some of the 
language in the treaties. So there is a 
cumulative educatio’nal effect, I think, of 
the public briefings to those who attended 
all four so far. I think it is very important 
to the taxpayers. Treaty issues are some- 
thing of a mystery to most people and they 
are different and a part of the international 
tax law that a lot of people are just getting 
involved with. So it is very important that 
taxpayers and their advisers should know 
what is in store for them in the treaty area 
because if the taxpayers are not kept 
informed of what is being planned in the 
treaty area they may find out that the 
costs and the problems of the treaty might 
even exceed the benefits. 
I say this because I think we may be 
getting into deep water in some of the 
treaties in trying to create perfect accom- 
modations between two tax systems and 
the results may be that we end up having 
something that’s so abstract that it is 
unworkable, in the effort to try and be 
very fair and very perfect. So I think we 
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end up not being able to complete treaties 
at all. Taxpayers may not as yet respond as 
you might have hoped to the Treasury, and 
I suppose you could see why that might be 
the case so far. Isuppose the only treaty of 
major interest that we have had a briefing 
on so far has been Canada. The public 
session was very well attended. I think you 
will generally find that taxpayers will not 
respond unless they see something impor- 
tant or immediate for them in their own 
operations in a certain country because 
there certainly isn’t time for everybody to 
keep informed on everything. 
Also, the briefing procedures are new. It is 
possible that people are not really aware of 
them and that the meetings are being held. 
The briefings were a bit one-sided. I 

suppose a briefing is intended to be for 
information giving, and not much time was 
left for audience participation. The issues 
were also discussed somewhat in the 
abstract. Some Of us found it abit hard to 
follow the polipy concepts. 1 found that 
this grew easier from one' meeting to the 
next as one’ came to recognize the policy 
issues that were being discussed. So I think 
it is very important that one attend them. I 

think that even with a limited discussion 
we found that some comments and infor- 
mation that was of use to the Treasury 
came Out of them. 
Panelist. Marianne, I do not want to in- 

terrupt, but could you tell us whether the 
majority of the peopleflthere were there for 
education as distinct from having an in- 
te'rest in a given country? 
Burge. I think most of the people there 
were there because they had an interest in 
the country or a particular industry. There 
were certain industry representatives there. 
Panelist. If I may, Ithink it was particular- 
ly clear in the Canadian meeting that a 
number of people were there to hear about 
one particular article, one particular kind 
of issue. I think that may well be why 
there was so much larger crowd at the 
Canadian meeting because the're were many 
more people who had interest in particular 
issues rather than in the treaty process in 
general. 

Burge. I think it is a bit too early perhaps 
to say whether the comments the tax- 
payers have made are going to be taken in 
account in the negotiations. Ido not know 
how you feel about that, Mort. 
Feinberg. In general, sure they will be 
taken into account. We will consider them; 
whether we consider them appropriate or 
whether in fact there is anything we can do 
about it in a give and take negotiation is 

another matter. 
Milton. We did not make any opening com- 
ment about taking questions but I do not 
see any reason why we should not take 
any. 
Question from audience. Is there any 

follow-up by people asking questions and 
giving thoughts to you? 
Feinberg. As I said before I think these 
meetings generated a great deal of addi— 
tional interest and submissions and meet- 
ings and conversations that we would not 
have had otherwise. 
Audience comment. I was wondering if 

there will be an opportunity for the 
partners that are negotiating the treaty to 
have their own advisers and representatives 
participate and give their own position at 
the briefing. Does this occur in fact? For 
instance could they hire U.S. tax counsel 
to participate in the briefing? 
Feinberg. Yes, they are open meetings. 
Anyone can attend. We have advised the 
other government, in each case, as to when 
the meetings were and there have been at 
least embassy representatives. In the 
Canadian case there were people from 
Canada who came down and [do not recall 
.whether they participated actively or not, 
but they were certainly free to. 
Milton. Let us pursue this question of 
openness from another side. I know my 
understanding is that the, business com- 
munity in the OECD has indicated that 
they would like further openness in treaty 
negotiations from the side of their govern- 
ments. Mort [Feinberg], do you think that 
from your experience in dealing with the 
treaty partners that if there is increased 
openness on the U.S. side that that will 
foster the same kind of thing with other 
governments with respect to their tax- 
payers? 

’ ‘ '

r 

Feinberg. That is hard to say. I think it will 
inevitably put some pressure on them, at 
least those in countries where they are 
aware of what is going on here. There un- 
doubtedly would be calls for similar 
meetings at home in their countries. 
Whether they can feel they can respond to 
that kind of pressure'I really cannot say. I 

have the impression that without limited 
openness they tend to be much more open 
in these matters than most other countries 
and my guess is that relatively few will pick 
up the idea. I mentioned before that there 
are now more long standing practices of 
issuing announcements before the meet— 
ings. I believe we were the first to do that. 
Several other countries have picked up that 
idea and have found it profitable. 

Milton. There are some countries that I 

know of, but I cannot of course speak for 
many of them, that do circularize their 

- trade organizations and such at the com- 
mencement of [treaty] negotiations to get 
them into the picture. The UK. does that 
for instance. They send a notice around to 
the Confederation of British Industries and 
I think the UK. branch of the Interna- 
tional Chamber, and accounting groups, 
and others. There is someone doing these 
things. 
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And speaking of trade groups, in conversa— 
tions that Bob Patrick and I had about a 
year ago with David Rosenbloom a sugges- 
tion that was tossed out for consideration 
involved the use of the IFA U.S. branch as 
a private clearing house to identify tax- 
payers’ interest and to try to get afocus on 
problems by countries. Bill [Gifford], what 
do you think about that from a practical 
point of view? Are there a lot of legal 
problems arid such involved? 

IFA as a private clearing 
house for international 

tax problems 

Gifford. Without advocating for or against 
the idea, I would identify one of the 
problems as when in the process IFA 
would play a role as a private clearing 
house. If it is before negotiations are 
undertaken, or when the Treasury’s initial 
announcements come out, I suppose that it 
could be a fairly free and open forum for 
exchange of ideas. As the issues get more 
specific and narrowed in the course of 
negotiations, I think it gets more difficult 
for taxpayers to participate, whether 
through a trade association or other group. 
To the extent that effective participation 
consists in sharing empirical data, rather 
than technical legal suggestions as to what 
the treaty ought to contain, it of course 
becomes more difficult. To pick up on the 
specific question, about the legal issues 
that come up, the commercial secrecy 
questions come to mind immediately, but I 

do not find that area in itself too trouble- 
some. Taxpayers would be largely self- 

selecting, and they simply will not partici- 
pate when the matters involve extreme 
confidentiality. 

Jenks. Well, we have certainly had a sum- 
marization of differing views on this topic. 
Thanks to all of you. It is now time to pass 
on to other things. 

Competent autho‘rity 
procedure 

I would now like to ask George Beatty to 
offer some 'ideas of his about the com- 
petent authority mechanism.

’ 

Beatty. Thanks, Tom. We are fortunate 
enough to have Dave Reizes of 010 [Office 
of International Operations] here with us 
this afternoon to participate in the discus- 
sion. ‘ 

As you know, one of the principal func- 
tions of the U.S. competent authority 
program is to deal with cases involving the 
section 482 requirements of our Code and 
the equivalent rules of other developed 
countries. The interplay between their 
transfer price rules and ours' necessitates
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some mechanism to avoid double taxation 
of the same income. 
It is difficult to assess the qualitative and 
quantitative effects of our present approach 
to competent authority proceedings. Per- 
haps the best success, not surprisingly, is 
the experience we have had With_ the 
Canadian program — a program that is, in 
many respects, a pioneering one. Of course, 
we have had competent authority proceed- 
ings with Canada for some years, but cer- 
tainly not on the scale of the modern 
program which dates from the early 70’s. 
To me, one of the threshold problems with 
competent authority cases is deciding 
whether or not competent authority relief 
should be invoked in the first place. 
Initially, the reaction of most people is 
that if double taxation has been proposed 
as a result of conflicting adjustments in 
different countries, the obvious solution is 
to initiate competent authority proceed- 
ings and let the two governments battle it 
out. But there are some threshold consi- 
derations that may in many instances make 
it undesirable to do that. One that I think 
is most often encountered in practice is the 
notion that cases can be more expedi- 
tiously settled on audit if the taxpayer is 
willing to forego competent authority 
rights as part of what amounts to a package 
settlement with either the agent, or in 
some cases, the appellate conferee. This, in 
effect, uses the availability of competent 
authority proceedings as a negotiating 
weapon or at least a consideration to be 
weighted in settling the case. The argument 
is that because relief is available, the tax- 
payer should get some benefit for giving up 
his rights to invoke formal competent 
authority proceedings. This happens not 
only here, but certainly abroad as well. To 
,a certain extent I think it can be viewed as 
undermining the integrity of the com- 
petent authority relief mechanism. On the 
other hand, by definition the end result 
must be one that is satisfactory to the 
taxpayer. For a variety of reasons — the 
aggravation, the expense, the time and 
effort involved - the taxpayer may be 
willing to unilaterally absorb a certain 
amount of double taxation in order to get 
its case closed. 

On other factor that enters into the deci- 
sion in a number of cases is the threat or 
possibility, either real or imagined, of 
retaliation in the foreign jurisdiction if the 
taxpayer invokes competent authority 
proceedings. Dave [Reizes], do you get any 
feel from your experience to date as to 
whether the threat of retaliatibn that is 

often talked about is real or not? 

Retaliation by foreign 
tax authorities 

Reizes. have a feeling that many tax- 
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payers are worried about retaliation and 
have not sought competent authority 
assistance just because of those fears, real 
or imagined. As of today, we have looked 
into many cases. Wherever there is an 
allegation of retaliation, we get into it very 
quickly and very strongly. We have not yet 
run across a single case of retaliation. There 
are two potential cases we are looking into 
now. I sent a group manager and one of my 
team leader senior analysts over to Europe 
yesterday and they should be meeting this 
afternoon, as a matter of fact. The meet- 
ings will continue on through next week. 
Our initial investigations of the cases they 
are working on disclose that a negotiating 
factor is involved. Here in this country 
there is often a question whether a tax- 
payer should come and seek competent 
authority. I am sure most of you have 
handled difficult complex examinations, 
gotten in at the audit level, and very often, 
once a case has been developed and the 
issues have been pretty well defined, the

_ 

International Examiner, the agent and the 
case manager are seeking agreement on a 
case in which you are not really that far, 
apart. It is very similar to the negotiation 
or settlement of a law suit. You have all 
your points in issue, all your litigating 
positions, you have all the auditor’s issues 
that have been raised. Some are pretty 
solid; some might be weak; some have a 
little bit of water in them, but are basically 
very arguable. When you sit down to 
discuss those issues and determine whether 
or not you are going to agree, I am sure 
one party or the other starts trading off. 
Basically one party says, “these are'the 
cards we have on the table; if you will 
agree to these three points, we will be 
willing to wipe out the other one or two 
points, or whatever. But if you are going to 
go forward, and you are going to contest it, 
we are going with the whole ball of wax on 
all of the issues.” 
I think that some of the fears of retaliation 
are really a réflection by foreign tax 
advisers at the foreign office of some of 
the accounting firms or the law firms. 
Those advisers are saying that the foreign 
revenue officials have so many issues, so 
many points that they have developed in 
their examination, and if the case is settled, 
if it is agreed, then some of those issues or 
points are going to be dropped. If it is not 
agreed and it goes to competent authority 
and is subject to review, the officials are 
going to submit a very complete and full 
report. That explains a good portion of it. 
What it does not explain is, where there has 
been an examination or there has been an 
agreement in a foreign country, and then at 
a later time, because our audit cycle is 

slower than in most other countries and a 
little bit more complete, we start proposing 
an adjustment. At that point the taxpayer 
wants to go to the foreign competent 
authority or a foreign revenue authority to 
get a refund, or credit. We then hear that 

there are fears of retaliation because if the 
foreign country has to give a correlative 
adjustment, the company better look out 
in its‘ succeeding years or it is going to be 
dealt with harshly. I think those are the 
fears we are particularly concerned with, 
but we have not yet hit one case where 
they have been justified. 
Beatty. But if I understand your comment, 
you do in fact investigate and follow up on 
any serious assertion that retaliation has in 
fact been threatened. 
Reizes. Yes. It would be unthinkable for us 
to allow it to continue. 
Question from audience. What happens if 

the taxpayer believes that a foreign govern- 
ment will come up with a different type of 
interpretation and in effect will create a 
tax liability which did not exist? 

Reizes. Let me see if I understand your 
question. You are saying, in other words, 
we have a proposed adjustment. A tax- 
payer hesitates 
Comment from audience. What I am 
talking about is that under the existing 
treaties is it not a question of interpreta- 
tion of the treaty? I do not believe we 
distinguish competent authority cases we 
have which are interpretations on issues 
when we are dealing directly with foreign 
governments, in contrast as to how to in- 
terpret them, for example, in terms of our 
view of whether specific prices are reason- 
able. When you get a question of inter- 
pretation, where can you discuss it with 
the taxpayer? And what about retalia- 
tion? 

Reizes. It is part of the competent author- 
ity’s role to be interpretative. The US. 
competent authority is the Assistant Com- 
missioner of Compliance. In the interpreta- 
tiver area the Assistant Commissioner of 
Compliance acts with the concurrence of 
the Assistant Commissioner Technical. At 
the present time, we have 33 non-alloca- 
tion cases of which, let us say, maybe 10 of 
them deal with interpretations, the treaty 
language or entitlement of treaty benefits, 
things of that nature. Where there is a 
dispute between our interpretation and a 
foreign country’s interpretation of the 
treaty language — who the provision was 
meant to cover, whether there is qualifica- 
tion for particular benefits, what is meant 
by permanent establishment, whatever it 

may be — of course we will entertain it. 

The question is retaliation. What I cannot 
really discern from your question is, how 
would this come about in a retaliation 
setting? We handle cases involving conflict- 
ing interpretation. We are happy to; that 
is our job. 

Reizes. Well, there are cases in which there 
is an awful lot of coordination and con- 
sultation with International Tax Counsel in 
Treasury. There are cases where we find 

© 1980 International Bureau of Fiscal Documentation — BULLETIN



that the foreign competent authority is 

proposing to treat a class of taxpayers in a 
particular way. If they are going to be 
interpreting the treaty language in 
administering their laws in a way that we 
do not think is appropriate, we are very 
interested in that. 

I think the United States competent 
authority has an affirmative duty to repres- 
ent its taxpayers. The question really is, 

depending upon the particular case, at 
which point is it appropriate for the com- 
petent authorities we are talking about - 
the administrative competent authority in 
negotiation of cases and controversies, and 
interpretations - to get involved, versus at 
which point is it a question of negotiation 
between International Tax Counsel and the 
foreign government. In this country, of 
course, we do have that separation between 
policy and administration. It is not neces- 
sarily the case in most other countries. So 
it is a difficult issue, but I think we would 
see an affirmative obligation to do some- 
thing about that. 
Comment from audience. When you reach 
an interpretation agreement with the other 
country, do you ever publish the results? 
Reizes. Yes. 
Panelist. Dave, was the recent ruling with 
respect to the interpretation of the Japa- 
nese Treaty and the application of sections 
861 and 482 to a U.S. permanent establish— 
ment of the Japanese company, was that 

_ gagged? lwipg the Japanese competent 
ahthbriti‘es Of that ruling ...? 
Beatty. I promised Dave that we would not 
get into a discussion of that problem be- 
cause of its current status. 
Comment from audience. At least that is 

an example of the kind of issue you are 
talking about, I think, and where there has 
been a question of interpretation, the inter- 
pretation was made and it was published. 
Comment from audience. In what percent 
of the cases brought to the U.S. competent 
authority by U.S. taxpayers is the com- 
petent authority relief denied either by the 
U.S. or the foreign government? 

Competent authority 
cases ‘accepted 

Reizes. The figures I have are of cases that 
have been accepted for competent author- 
ity consideration, for negotiation. Of those 
figures, in allocation cases we are talking 
about 86 percent full relief and an addi- 
tional 14 percent partial relief. In most 
cases relief was given. What is not included 
in those figures is the number of cases that 
have come in where we did not think that 
competent authority consideration was 
warranted. We did not find there was 
double taxation; we found in certain cases 

taxpayers may have come in without clean 
hands for any number of reasons; we have 
found that in certain cases, the statute of 
limitations had expired. This was a re- 
curring issue, where the statute of limita- 
tions had expired previously and the tax- 
payers had been on notice. The statute 
expired again, there was nothing we could 
do as far as obtaining a correlative adjust- 
ment from our treaty partner, and the tax- 
payers came in just after the statute ex— 
pired. So we turned them down the second 
time around. 
There are several questions involved here, 
and cases which we felt were inappropriate 
for consideration are not included in these 
figures. There have been a number of those 
cases, I do not know exactly how many, 
but in the last five years you are maybe 
talking about 8 or 9 cases. 
When a case is submitted for competent 
authority consideration, it can either be 
accepted or rejected. If it is rejected that 
decision is appealable under an appeals pro- 
cedure. Rev. Proc. 77—16 [77-1 0.8. 573], 
or Rev. Proc. 70-18 [1970-2 CB. 493]. 
There are cases right now in appeal on that 
very issue — whether a case is appropriate 
for competent authority consideration. 
Competent authority consideration, and 
the efforts the competent authority goes 
through once a case is accepted, can range 
from the advocacy of the taxpayer’s posi— 
tion with the foreign government to the 
other sfle of the_ 90in. In other words, to 
help the taxpayer seEixi‘efeliEfvié a correlal 
tive adjustment, or sometimes the relief 
that is given is unilateral, that is, we will 
give relief. Sometimes, we might find the 
case is not developed substantially enough 
so that we could carry a burden of proof 
with the foreign government and persuade 
them to make a correlative adjustment. In 
such a case we may well withdraw an issue. 
We might find various reasons why we will 
give relief unilaterally under this bilateral 
procedure. Sometimes we split the issues, 
but that is once the case is accepted. 
Question from audience. Did you say that 
competent authority cases were publish- 
ed? 
Reizes. No. 
Comment from audience. Oh. Because I 

was going to say I had never seen one. 

Competent authority cases 
are not published 

Reizes. Well, that’s good! (laughter) I 

really hate to anticipate some of the things 
George [Beatty] wants to talk about, but 
we are dealing here with questions of 
privacy and disclosure, and the competent 
authority plays a very different role than 
the Revenue Service in general. Officially it 
advocates for the U.S. taxpayer. There has 
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to be a somewhat confidential relationship 
where taxpayers can feel free to disclose to 
the competent authority facts that they 
would not even disclose in arguments with 
an examining agent. If we have to go 
forward and argue your came to the foreign 
government, we have to know all the facts 
and we cannot be surprised. That is one of 
the reasons for our announced policy that 
we do not raise affirmative issues. If a 
company, for example, has been examined 
and that examination is complete, we are 
not going to raise an affirmative issue when 
the case is under competent authority 
jurisdiction so long as there’s no fraud or 
misrepresentation. We will just argue what 
we think to be the good solid points on 
behalf of the taxpayer. And this confiden- 
tial relationship obviously is going to get 
into business operations and data about the 
company that cannot be disclosed. 

Another factor that really is not a matter 
for publication is what goes on in the 
negotiations between the governments. We 
normally do not go over to negotiate a 
particular case. Very often we will have a 
group of ten cases which will be negotiated 
together, and there are a number of 
trade-offs that can occur. And so, really 
very often, at least in allocation areas as 
opposed to the treaty benefit non-alloca- 
tion entitlement type cases, the competent 
authority decision cannot be a precedent 
for a later case. We would not want to 
publish and giyg people the wrong opinion. 

Transfer pricing and 
the customs impact 

Beatty. In addition to the whole problem 
of disclosure of trade secrets or sensitive 
information, the possibility of encouraging 
joint audits, and other exchanges of 
information which Joe [Guttentag] will 
touch on later, there is one other factor 
which I think often influences people in 
deciding whether or not to go to competent 
authority. In pricing cases, the potential 
customs impact can clearly be significant. 
As you know, Robert M. Brittingham [66 
TC. 373 (1976) affirmed —-—— F.2d —- 
(5th Cir. 1979)] refers to the relationship 
between customs duties and proper trans- 
fer pricing in section 482 cases. There was 
also a recent situation where what started 
out as an anti-dumping investigation in this 
country turned into a section 482 case 
with some of the files and data that had 
been made available to the customs people 
being turned over to the tax authorities. I 

think that there is going to be an increasing 
relationship between customs consider- 
ations and pricing considerations, particu- 
larly in foreign countries where the two are 
administered by the same governmental 
agency, with the result that there is more 
likely to be cross checking of data.
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Competent authority procedure 
and timing requirements 

There are a whole variety of procedural 
questions that arise if the decision is made 
to seek competent authority relief, but the 
most obvious is the timing requirement for 
invoking the procedures. There have been 
statements made in the past to the effect 
that nothing need be done until the U.S. 
taxpayer receives the standard form letter 
from 010 advising the taxpayer that 
section 482 adjustments are under consi- 
deration. I think Dave’s feeling, if I 
understand it correctly, is that it is not 
always possible to wait until that point, if 
by so doing the taxpayer is going to let an 
applicable statute of limitations expire in 
the foreign country that would be affected 
by the potential adjustment. Am I right 
Dave, that in a case where the past history 
and nature of the audit clearly indicate 
that a section 482 adjustment is under 
consideration, you would expect the 
taxpayer to take protective action abroad 
even though a form letter had not been 
officially delivered by the IRS? 
Reizes. Yes. There was a lot of confusion, 
about a year and a half ago, as to exactly 
when the taxpayer was on notice, that is, 
when was the taxpayer required to take 
this protective action. There was a 
statement made. I think half of that 
statement was, “if the taxpayer is not given 
the form letter and the statute of 
limitation expires, the U.S. competent 
authority would unilaterally withdraw a 
proposed adjustment.” But the other half 
of the statement, was that the time a 
taxpayer is on notice — the time that his 
entitlement to relief is considered to have 
expired — is when he knew or should have 
known that he had to take protective 
action in the other countries! 
Every situation is different. In some cases 
there is a recurring examination with the 
same issuesxecurring, and the taxpayer

' 

already knows that this issue is going to be 
examined again, the same facts are going to 
be found. He can protect himself in the 
other country. What we in the Service find 
very difficult to determine is, when is the 
proper time to give the pattern letter in 
order to be fair to taxpayers? I think a 
while ago it was being given at the point 
that the issues became pretty firmed up. 
We do not think it is proper to 
unnecessarily have the international 
examiner walk in and say he has arrived 
and hand you a pattern letter, particularly 
when you have a client or you have a 
company that has subsidiaries all over the 
.world. If you have to start rushing out and 
keeping the statutes open without knowing 
what adjustments may be involved, certain- 
ly you are going to get into trouble. We 
realize that. What we are really trying to do 
is find an appropriate time when taxpayers 
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can be reasonably sure of what the 
potential adjustments are and so be able to 
make a business decision as to which 
procedural impediments in foreign coun- 
tries they can stop from being interposed 
against future relief. That is certainly 
before the 30-day letter and it is probably 
in an overwhelming number of cases some- 
'time after the opening conference. But we 
really have not yet firmed this up and We 
go on a case by case basis. 

Tax treaties and statute 
of limitations' 

Beatty. As I am sure most of you know, 
the statute of limitations problem falls into 
three distinct categories. In our most 
recent treaties — the Polish treaty, the 
Egyptian proposed treaty, the pending 
Israeli treaty, and in our model treaty — 
there is a provision stating explicitly that 
any competent authority relief that is 
granted shall be reflected in an appropriate 
adjustment notwithstanding any proce- 
dural bar in either of the countries 
involved. There is no statute of limitations 
problem when you are operating under a 
treaty of that sort. 
In a second group of treaties involving 
countries such as Finland, France, Iceland, 
Japan, Korea, Netherlands, Norway, Ruma- 
nia, Russia and Trinidad, there is a 
provision in the treaty stating that if the 
adjustment is agreed to be made, it “shall” 
be made. The U.S. interpretation of those 
treaties has generally been that they were 
intended to override any local statute of 
limitations problems. However, in at least 
two instances involving Germany and the 
U.K. where that type of treaty is presently 
in effect, there is disagreement on the 
other side of the fence as to the meaning of 
those provisions. This is particularly true in 
the U.K., although the competent authori— 
ties have been able in one fashion or 
another to solve most of the problems that 
have arisen to date. The official U.K. 
position is that the statute of limitations 
may not be waived under the existing 
treaty and indeed under the new one that 
has been negotiated. As a result, anybody 
who has a U.K. problem should certainly 
proceed under the assumption that the 
U.K. statute can and will operate as a 
barrier if you do not institute competent 
authority proceedings in timely fashion. I 

would hope that in the near future the IRS 
would issue some sort of release warning 
people of this because there is a published 
ruling, Rev. Rul. 72-437 [1972-2 CB. 
660], that catalogues the treaties of this 
sort and indicates that the statute of 
limitations is not a problem. 
The third category of cases involves our 
older treaties which contain no provision at 
all with respect to the statute of 
limitations. In those instances, if relief is 

not sought in timely fashion, the statute 
operates as an absolute bar. Canada is one 
outstanding example. There is simply no 
way that the competent authority here has 
been able to persuade the Canadians to 
override their statute in one fashion or 
another. In Australia, where the treaty is in 
the same form, the problem has been 
solved through what has been called 
telescoping the adjustment, by having the 
Australians reflect adjustments that really 
relate to prior years in a current year which 
is open. This can raise some very difficult 
foreign tax credit questions that we will 
touch on later if we have got time. 

Guidelines for competent 
authority procedures in Canada 

and the United States 

On the content for a claim for relief we 
have got explicit guidelines for two 
countries in the world. Rev. Proc.‘70-18 
[1970-2 CB. 493] provides the procedures 
for U.S. taxpayers involved in allocation 
cases. The only other country to publish 
procedures is Canada which has issued 
information circular 71-17 spelling out the 
procedures to follow there. I think it is 

interesting and encouraging that an explicit 
provision has been added as Article 25-5 of 
the UN. model treaty in effect directing or 
strongly encouraging competent authorities 
to develop specific procedures implemen- 
ting their competent authority programs 
by spelling out in some detail the route 
that taxpayers are supposed to follow in 
invoking the procedures. 
I think the heart of the whole competent 
authority program is the jurisdictional 
aspect of it, because the effectiveness of 
the program depends on the willingness of 
the authorities in the affected countries to 
deal with issues as they are presented. A 
number of questions in this area arise. For 
example, where you have a double 
inclusion in income or disallowance of a 
deduction which results not from different 
factual treatment of the same item, but 
rather from differences in the internal law 
of the two countries involved, should the 
competent authority try to deal with that 
type of case? Does the answer depend on 
whether or not the treaty explicitly gives 
the competent authority directions to deal 
with problems arising, for example, as a 
result of different sourcing rules? Or 
should it be within the broad general 
discretion of the competent authority to 
deal with those cases even though there is 
no explicit direction? Should the U.S. 
negotiate questions that involve just earning 
and profit matters, as opposed to allocations 
of taxable income or expense? Should the 
U.S. negotiate on section 861 adjustments 
which, depending-on the circumstances, 
may have the same effect for somebody 
who is in limitation‘under section 904(a) as 
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a disallowance of the deduction for the 
amount that is being allocated to foreign 
source income under the‘ section 861 
rules? How should the competent authori- 
ty deal with de minimis cases where the 
amount involved is relatively small with 
respect to any one country but in the 
aggregate is perhaps significant? For 
example, a pricing adjustment on export 
sales by a U.S. parent to subsidiaries in 25 
different treaty countries may involve a 
relatively small amount with respect to 
each one of those countries viewed 
separately, but in the aggregate it may be 
significant enough so that the revenue 
agent is propérly raising the issue in the 
first instance. To what extent should the 
competent authority exercise its discre- 
tionary jurisdiction if there are overtones 
of negligence or, worse yet, actual fraud in 
the case? All of these, it seems to me, are 
difficult and important questions. David 
Rosenbloom is in the back and Iwould 
appreciate, Dave, any thoughts that you 
have on what the proper scope of 
competent authority proceedings ought to 
be. 
Rosenbloom. George, only in non- 
allocation cases does the issue arise. I think - 

in the allocation cases the question of what 
a competent authority can or cannot do is 
really not currently creating much of a 
problem. Maybe one way to interpret a 
treaty for purpose of the competent 
authority function in re-allocation cases is 
to take much the same position that we 
would in regard to .ruling rqquests under 
the Internal Revenue Code. I think that'wé 
are really in the first stages of asking 
ourselves what the appropriate competent 
authority role is, and I think that is a major 
treaty problem. 
Beatty. In addition to the competent 
authority relief that is available under 
treaties we have also been developing a 
mechanism to deal with allocation issues 
arising in the possessions. Dave, am I right 

‘ that we have a formal agreement with the 
Virgin Islands and that we are working on 
one with Puerto Rico? 

Allocation issues in connection 
with U.S. possessions 

Reizes. We have an agreement with the 
Virgin Islands. We talk about it somewhat 
procedurally in the nature of the treaties. 
But it is wholly different than the treaties. 
The basic document is modeled the same 
way that the Internal Revenue Service has 
agreements with all of our state taxing 

authorities, the cooperation and coordina- 
tion agreements for exchanging informa- 
tion, verifying return data, programs to 
assist one another in the administration of 
the laws. Now of course, the Virgin Islands 
is in a unique position of having people 
who are dealing with essentially the same 
taxing document. Under Article 28-A of 
the Revised Organic Act_of the Virgin 
Islands, U.S. citizens and U.S. taxpayers 
generally must pay taxes under our tax 
system to the United States where their 
income is sourced. But they are excused 
from filing with the United States and 
paying to the extent that an individual is 
an inhabitant of the Virgin Islands and 
they file and pay with Virgin Islands. There 
is a lot of interplay between corporate 
taxation, the Virgin Islands industrial 
incentive act, and the tax benefits that are 
granted to business taxpayers under the 
Code. And we do coordinate our taxes. In 
as much as we are applying the same basic 
legal document— the Internal Revenue 
Code of 1954 as amended and as 
interpreted up to the current date — it is 
fairly important that we deal consistently 
with it. So, under this cooperation and 
coordination agreement we have a mutual 
agreement procedure very much like the 
treaty procedure that we are talking about 
that handles just the same type of 
questions as far as allocation facts, taxation 
facts, jurisdictional facts and questions of 
residence are concerned. If we have the 
same law, and there should be only one set 
.of facts, we should arrive at the same 
result. We are attempting to resolve 
problems of double taxation in those cases. 
That is an easy situation. 

Now you bring up Puerto Rico. We have 
been negotiating with the Secretary of the 
Treasury of Puerto Rico. We have a basic 
negotiating document, identical pretty 
much to the Virgin Islands document. The 
difficulty here, and one of the reasons why 
we do not have yet anything implemented, 
is__that we are not dealing with an identical 
code; we are dealing with the Puerto Rico 
Code (which is taken from the 1939 
Internal Revenue Code). There are possible 
differences of law and interpretation. While 
we are looking forward, hopefully, to 
something in the near future, we do not 
have anything final with Puerto Rico yet.6 

Bea tty. Let me, move on at this juncture to 
a brief considerzition of some of the 
negotiating policies. There are a number of 
situations where an issue which arises in 
both treaty countries and non-treaty coun- 
tries will be disposed of satisfactorily in 
competent authority proceedings. The 

question arises at to whether that disposi- 
tion should be given effect by the IRS in 
dealing with section 482 adjustments in the 
non-treaty countries. My understanding of 
current policy is that it is not given effect, 
because the result reached in competent 
authority treaty discussions represents a 
compromise of competing positions; it 

represents one of the benefits that is 

attributable to the existence of the treaty 
and you would be denegating the status of 
the treaty if you applied the same result 
and gave similar relief in the non-treaty 
context. Is that essentially right? 

No competent authority procedure 
in non-treaty situations 

Reizes. The competent authority has its 

basic power deriving from the treaty. The 
competent authority, which is a centralized 
function, has no authority to tell the 
district what to do with the non-treaty 
case. The second factor to consider is the 
negotiating position of Treasury. As they 
have represented it in the past, to the 
extent that a non-treaty country can 
obtain for taxpayers and companies having 
tax relationships with it the same benefits 
that treaty countries can obtain, then there 
is no advantage to having a tax treaty. We 
defeat our system. ‘ 

Beatty. In cases where an agreement has 
been reached and provision has been made 
for repatriation of the amount of section 
482 allocation adjustments, am I right that 
under the typicalr competent authority 
closing agreement there will be no interest 
charged on the amount of that repatriation 
in contrast to the procedure that is used in 
non-competent authority cases where a 
Rev. Proc. 65-17 [1965-1 CB. 833] 
receivable is created and interest is- 

charged? 
Reizes. Almost every. one of our closing 
agreements providing for repatriation has 
allowed the U.S. taxpayer to forego 
interest. 

Jenks. George, I think time is running out 
on us. I would like to thank you on behalf 
of the group for a very fine presentation. 

a: * * 

Joe Guttentag will be our next speaker. He 
will comment on exchange of information 
under treaties. 

6. IR 2123 released April 25, 1979, sets 
forth the U.S.-Puerto Rican mutual agree- 
ment procedure which was adopted after 
this conference. 
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EXCHANGE OF INFORMATION UNDER TAX TREATIES 

This subject has moved from a position of 
being completely. ignored to one of 
extreme, importance to tax administrators, 
taxpayers and their adv'isors within recent 
years. Provisions for exchange of informa- 
tion in tax conventions have long existed 
and in substantially the same form as they 
appear in the current Article 26 of the 
OECD draft, and in the U.S. model treaty. 
In the past technical explanations and the 
Senate reports listed exchange of informa- 
tion as one of the standard tax convention 
administrative provisions and with some 
exceptions paid little attention to what it 
meant or how it was administered. 
Why the recent interest in exchange of 
information? First, it appears that tax 
administrators are becoming increasingly 
concerned about the tax consequence of 
transactions extending beyond their natio- 
nal boundaries. This concern exists regard- 
less of whether the tax system uses a 
territorial or worldwide approach. Informa- 
tion available only outside the country of 
residence or home country of the taxpayer 
may be necessary in order to determine 
whether the taxpayer is paying his 
appropriate share of taxes on income 
earned within the home country or 
entitlement to tax credit. Secondly, there 
are problems of tax evasion which can only 
be detected and determined with informa- 
tion obtainable outside the home country. 
There is also increasing concern over the 
use of tax havens. Through information 
exchange tax administrators, even though 
not able to obtain information directly 
from tax haven countries, can through the 
use of triangulation zero in on transactions 
and determine the extent of income which 
may be sheltered overseas. 
The United States has always supported 
the broadest type of information exchange, 
with certain caveats which we will mention 
and which are reflected in the current U.S. 
model convention. It is very natural for the 
United States to do so. The United States 
has an extremely extensive taxing juris- 
diction and needs all of the information it 

can obtain. The U.S. also has the ability to 
use such information effectively. It is also 
in the interest of the United States to 
provide information to other tax authori- 
ties to enable them to enforce their tax 
laws. From a competitive point of view, 
t?!“ multi-national resident in a country 
which has low enforcement may very well 
have a competitive advantage over a 
competitor located in a strict enforcement 
jurisdiction. Accordingly, to the extent 
that the United States is able to provide 
information which assists countries in a 
stricter and more equitable enforcement of 
their tax laws, the competitive position of 
the U.S.-based multinational is enhanced. 
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On the other hand, to the extent that the 
information exchange system provides 
assistance to the United States for even 
stricter enforcement of its extensive taxing 
jurisdiction, the competitive position of 
the U.S. companies may be weakened. We ' 

are dealing exclusively, at least in the case 
of the United States, with bilateral 
provisions for information exchange. Ac- 
cordingly, more equitable tax enforcement, 
meaning probably stricter tax enforcement 
by the United States and its treaty partner, 
country “X”, may provide a more 
equitable competitive position between 
companies resident in those two countries, 
but may create a greater competitive 
disadvantage for both companies vis-a-vis a 
company located in country “Y”, which 
has no tax treaties with either the United 
States or country “X”. The United States 
has more information available and better 
means to obtain it than any other country 
in what we used to call the free world. 
The imbalance in providing information 
and the use of the information is probably 
most viable with respect to the developing 
countries. The subject of information 
exchange was one of great concern in the 
development of the draft model conven- 
tion for treaties between developed and 
developing countries. The developing coun- 
tries were quite concerned, and rightfully 
so, that a treaty which was imbalanced as 
far as the economic consequences, the flow 
of investment and the flow of trade, had to 
be balanced and protected on the fiscal 
side by enabling tax administrators in 
developing countries to ensure, to the 
extent possible, that they were receiving 
the appropriate share of revenue from 
income earned by residents of their treaty 
partner. 

LDC's' fear imbalance 
in the provision of 

information 

Furthermore LDC’s interested in broader 
taxing jurisdiction at source thus require 
more available information. The lack of 
sophistication or the ability to enforce 
effectively the tax laws of the developing 
countries made these information exchange 
issues of much greater significance than in 
treaties between developed countries. There 
are still relatively few treaties in effect 
between the developed and developing 
countries and it will be some time before 
we see the results of the efforts of the‘ 
group of UN. experts in the development 
of the information exchange article, and 
the effect on the multi-nationals involved 
as well as the developing countries. 

With this background of a few of the 
significant issues, let me turn briefly to 
what the United States is doing in the area 
of information exchange, and then to a few 
suggestions as to possible developments in 
this area and additional matters which 
should be considered. 
The United States is restricted by the 
Internal Revenue Code from disclosing tax 
information. The present statutory pat- 
tern creates privacy for tax return 
information and then lists specific excep- 
tions which permit disclosure. One of these 
exceptions permits the United States to 
provide tax information under the terms of 
any tax convention which provides for 
such exchange of tax information. It would 
appear that information exchange could be 
éovered in a convention other than a 
typical tax convention. The Code provides 
for the disclosure to the competent 
authority of the other country involved 
and specifically limits the provision of 
information to the extent provided for in 
and subject to the terms and conditions of 
any such convention. The transfer of tax 
information contrary to the provisions of 
the Internal Revenue constitutesa criminal 
offense punishable by five years in prison 
and a $5,000 fine. Accordingly, we can 
anticipate that the Internal Revenue 
Service would be more cautious in its 
information exchange program since the 
enactment of the Revenue Act of 1976, 
and this appears to be the case. Under 
present procedures, information is fur- 
nished by the United States to the 
'competent authorities of treaty partners 
only under the signature of the United 
States competent authority, who at the 
present time is the Assistant Commissioner 
(Compliance), Singleton Wolfe. While c_er- 
tain other responsibilities of the competent 

' 

authority may be delegated, particularly to 
the Director and other officials of the 
Office of International Operations, and 
while the responsibility 'for gathering 
information and handling information 
requests may be so delegated, the actual 
transfer is apparently a non-delegable 
function under present procedures. 

Four different methods to 
provide information 

I have classified four (iifferent methods by 
which the United States provides informa- 
tion to its treaty partners. One of these, 
however, does not involve tax information 
of the type which is subject to the Code 
restrictions. These methods of furnishing 
information are as follows: (1) routine; 
(2) specific request; ‘ (3) simultaneous 
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examination; and (4) meetings with the 
competent authority. 
The most significant number of informa- 

' tion items furnished is through the routine 
disclosure of information as provided on 
the Forms 1042 and 10428 reflecting 
payments of periodic-type income to 
residents of treaty countries, U.S. persons 
making payments of U.S. source income to 
nonresidents. During 1976, the last year 
for which figures are available, there were 
652,000 separate documents filed with the 
Internal Revenue Service reflecting pay- 
ments to foreign persons. Of those, 
531,000 reflect payments to residents of 
treaty countries, 01' at least to persons 
whose addresses were in treaty countries. 
These information documents reflected 
total income payments of approximately 
$3.4 billion, of which approximately $3 
billion were to treaty countries. The total 
tax withheld is just under a half billion 
dollars, or approximately 15 percent of the 
total income payments. The United States 
receives an almost equivalent number of 
information items from its treaty partners. 
In 1976, there were approximately 
392,000 such items received indicating 
payments to U.S. residents by residents of 
U.S. treaty countries, and in 1977 the 
figure increased to 562,000. 
The increase in items received indicates a 
greater importance attached to these items 
by both U.S. and foreign tax administrators. 
Even the procedures for furnishing these 
items have been improved, 'and at the 
present time several countries receive and 
furnish information through the use of 
computer-generated tapes or disks. The use 
to which this information is put varies, of 
course, from country to country. The 
Internal Revenue Service was criticized by 
a Congressional committee several years 
ago for failing to maximize the use of not 
only these information documents but 
other information documents. Currently, 
the IRS maintains a staff of specially 
trained persons at the Philadelphia Service 
Center who receive information forwarded 
from other countries, classify or translate 
as required, and furnish appropriate items 
of information to local District Directors. 

The second type of information exchange 
is by specific request. During the past year 
the IRS received approximately 170 
specific requests for information and made 
approximately 118 requests of treaty 
partners. The specific requests are reviewed 
most carefully to ensure that they meet the 
standards set forth in the treaties and other 
policies which guide the furnishing of such 
information. The Internal Revenue Service 
must be satisfied that the foreign country 
has exhausted to a reasonable extent its 

ability to obtain the information from 
__other sources. It must also be satisfied that 
the information will be used solely for the 
purposes set forth in the treaty, that is, the 
enforcement of the tax laws which are the 

subject of the convention. Note that 
current treaty language does not limit the 
use of the information, 
persons covered by the treaty. For 
example, Japan could ask for information 
from the United States relevant to the 
determination of the Japanese tax liability 
of a Canadian company not resident in 
Japan. On the other hand, while the United 
States has proposed broader language so 
that the treaties cover any taxes, the tax 
involved must be a tax covered by the 
treaty, which would generally exclude, 
therefore, sales excise taxes and value 
added taxes. 
The information furnished by the U.S. is 

kept to the minimum necessary to meet 
the needs of the foreign tax administrators. 
For example, if the foreign government is 
interested in the salary paid to a U.S. 
citizen, the foreign government would not 
be provided with a copy of the 1040 but 
merely would be given the information 
requested — the salary paid by a particular 
employer. The request must be very 
specific as to the information required and 
why. Only in rare and unusual cases would 
a document such as the 1040 be provided. 
The IRS would have to be satisfied that the 
document was needed, for example, if 

there was a court case involved, and would 
also have to be satisfied as to the use to 
which the document might be put. In such 
cases, the U.S. response will vary from 
country to country. Canada, for example, 
would be furnished information in such 
form and I assume that would be reciprocal 
also.

‘ 

I have heard stories from time to time of 
widespread disclosure of U.S. tax informa- 
tion to foreign tax authorities. One story is 
that through a computer error, the German 
competent authority was furnished with 
the Federal income tax return of every 
U.S. citizen reflecting an address in 
Germany. Needless to say, the IRS 
categorically denies these stories and stands 
by its policy, which I believe I have set 
forth accurately. It is, of course, possible 
for foreign tax authorities to obtain copies 
of U.S. tax returns. One way that they can 
do this is by authority under their local law 
to demand of U.S. citizens a copy of their 
U.S. federal returns. 

Tax fiIes timely removed 
from Iran 

There are other ways, of course, some of 
them accidental. Those of you with 
interest in .the Middle East will be pleased 
to know that the U.S. did recover all of its 
files from Iran prior to the revolution. As 
you know, Tehran was landlord of 14 010 
post outside the U.S. The Revenue Service 
Representatives located there covered the 
Middle East. Tax returns under audit for 
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however, to. 

U.S. persons living in the Middle East Were 
located at that office. You will be relieved 
to know that all of the files were removed 
safely and the Ayatollah Khomeini does 
not have any returns of your clients or 
employers. 
The IRS not only is authorized and 
directed to furnish information from its 

files in response to requests, but to obtain 
information from third parties to the same 
extent that it would be enforcing U.S. tax 
law; This principle was tested in the 
Burbank case [United States v. A.L. 
Burbank & Co., Ltd., 525 F.2d 9 (2d Cir. 
1975)]. The IRS now cites the Burbank 
case in any situation under which it re- 

quests information, from a third party 
for use in answering a specific request 
under a tax convention. If it has to issue an 
administrative summons, it will do so and 
it is only in 'those cases that the U.S. 
taxpayer involved may be notified that a 
request is made involving his foreign tax 
liability and the U.S. taxpayer must be 
advised as a result of the changes to the 
Code made by the Revenue Act of 1976. I 

have been concerned that the information 
furnished pursuant to the eleven and now 
four question procedure regarding sensitive 
'payments would be the subject of many 
requests for the IRS. 
Apparently foreign governments have been 
satisfied by the procedures established by 
the Justice Department in obtaining 
information from other sources. I have 
been advised that there have been no 
requests for information of the type which 

' would be generated by the eleven questions 
procedure. While the U.S. is obviously 
concerned about the use and Sensitivity of 
information in these exchanges other 
countries are too, and since no one wants 
the information exchange procedures to be 
weakened, they ’all realize that discretion 
must be used. In one case, for example, a 
foreign country that had received informa- 
tion from the United States was about to 
put it to use and decided that the use of 
the information or the type of informa- 
tion, I do not know what, would be 
embarrassing to the United States. The 
foreign competent authorities advised 
the United States that it would not use the 
information and returned the information 
to the U.S. competent authority. 

Now, simultaneous examination. This is 

really another form of information ex- 
change. We have entered into an agreement 
with Canada and with the UK. I under- 
stand there are examinations underway 
with Canada and the UK and procedures 
have been initiated to identify appropriate 
cases to handle under the simultaneous 
examination procedure.7 Negotiations are 

7. Bulletin Editor’s note: see for the 
US-UK simultaneous examination proce- 
dure ‘18 EUROPEAN TAXATION 175 
(1978).
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also underway with other countries to 
institute similar types of agreements. These 
are all, so far as I know, bilateral not 
multilateral agreements. 
The last type of information exchange 
involves a meeting of the competent 
authorities and other tax officials on a 
bilateral and multilateral basis to discuss 
tax avoidance and evasion problems gene- 
'rally. Usually these do not involve 
exchanges of tax information. That is, they 
are not talking about a specific taxpayer‘ 
but in general about the latest techniques 
which have been devised possibly by some 
of you here in the room, and specific 
transactions which may be used for tax 
avoidance or tax evasion. Such meetings 
are increasing in frequency and usefulness. 
Tax administrators, the OECD, and the 
group of UN experts have encouraged such 
meetings and the IRS has engaged in 
several meetings and thought that it was 
important enough even to mention it in the 
Commissioner’s last annual report that 
such meetings were taking place. 
While we continue to provide this, that is 
the type of information exchanged under 
the U.S. treaties, let us take a look just for 
a minute at what is happening in the 
Common Market. A directive in 1977 
provided that beginning January 1, 1979 
there would be an exchange of information 
among the Common Market countries 
covering taxes on income and capital but 
not covering value added tax, so that has 
been the subject of a separate notice and 
has been proposed to include value added 
taxes because of the substantial number of 
avoidance and evasion problems that they 
think exist.8 These provisions provide for 
exchanges on request, the kind we have 
described. They also provide for automatic 
exchanges, and then a new type of 
information exchange which the United 
States does not presently use, the sponta- 
neous exchange of information. 

Spontaneous exchange of 
information not used by 

the U.S. 

This requires that the tax administrators 
furnish information to any other country 
when they find that there is a possibility 
that this information would be useful to 
the other country in enforcing its tax laws. 
But what are they supposed to do? Well, 
they are supposed to furnish information 
to the other tax authority if there are 
grounds for “supposed”, I think that is the 
word, loss of tax to the other state. For 
example, I suppose, it would cover a case 
where a taxpayer reported X dollars of 
income and only claimed a foreign tax 
credit say of 20 percent. The tax auditor 
knows that the foreign tax is 60 percent. 
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Now, I guess in that case you could assume 
that there may be some tax avoidance in 
the other country, so that he is then 
spontaneously to provide this information 
to the other country. When there has been 
a reduction or exemption of tax in one 
state which would increase the tax in the 
other state, the tax official is required 
spontaneously to furnish this information. 
When there is a use of tax havens by the 
companies located in‘two different states 

' with the tax haven country in the middle 
this could be another case for spontaneous 
disclosure. And in section 482-type cases 
on pricing, when information has been 
received from another country and then 
through the use of that information it 
appears that there would be return 
information which wbuld be useful, they 
are supposed to send that back as well. 

The EEG directive also provides for giving 
the tax administrators of one country 
access to and the ability to work in 
another; it provides the usual secrecy rules 
similar to the model convention, and it also 
provides something that is not specifically 
covered under our treaties, that is, the 
transmission of information which has 
been received by the competent authority 
of one country to a third country. The 
EEC directive says that it is supposed to go 
back to the country from which the 
information was received for permission to 
send it on to a third country. So the EEC is 
quite a bit ahead of the United States in 
this area, or a bit behind, however you 
want to look at it. 
Let me give you some areas now which I 
think we should be looking at. Some of 
these are pretty simple and straight- 
forward, but others require some further 
discussion. 

Question from audience. One basic 
problem. The information documents that 
come into the United States do not have 
the U.S. taxpayer identification number on 
them. The entire U.S. computer system is 
based on the taxpayer identification 
system. Why does not the U.S. request of 
the foreigners that at least before they give 
a reduction or rebate or exemption under a 
tax treaty that the U.S. person receiving 
the income is required to furnish the 
taxpayer identification number so it can be 
put on the information item sent to the 
Philadelphia Service Center? 
Guttentag. The U.S. is working with the 
OECD in the development of a standard 
information exchange and there is a 
meeting of the working party, this week 
actually, trying to work on that standard- 
ized form which very likely would include 
some sort of identification numbers or the 
equivalent overseas. 
Possibly we should be exchanging more 
information on income which is exempt; 
for example, bank interest. Should we 
furnish to our treaty partners information 

on foreigners living as residents of treaty 
countries who get exempt bank interest 
which is not considered U.S. source income 
and so require no reports that furnish that 
information? On the other hand, should 
We ask for the same information from our 
treaty partners? 

Tax havens: What can we do about the tax 
haven problem? One of the biggest 
problems is the lack of information. Do we 
try as has been suggested in the past, to 
enter into treaties with the tax haven 
countries to obtain information, solely for 
the purpose of obtaining information, even 
though they may not have an income tax 
to be the subject of a regular tax treaty? 
What is our leverage in trying to obtain 
this, and is it worthwhile to obtain it from 
half a dozen tax haven countries if there 
are going to be another half a dozen which 
do not have such conventions? What do 

- we do about bearer instruments, and (their 
effect, for example), in the case of 
corporations which invest in the United 
States? Do we have the optimum coordi- 
nation of our treaty exchange of informa- 
tion and competent authority between the 
IRS and the Treasury? I think not without 
any disrespect to any of the people 
involved. I ‘think it is rather an awkward 
procedure that we have the Office of 
International Operations under the Assis- 
tant Commissioner (Compliance) and we 
have the Office of Assistant Commissioner 
(Technical) involved, all under the Com- 
missioner; but then we also have the Office 
of International Tax Counsel and there are 
really no direct lines of communication or 
coordination among them. Ithink in many 
cases we have to rely on the personalities 
involved to communicate effectively and I 
think that is an area in which we ought to 
take another look. 

Spontaneous exchanges. What should the 
U.S. do? Should the U.S. make sponta- 
neous exchanges? Should we ask revenue 
agents, or district directors, who think that 
somebody may have avoided a Swiss tax to 
notify the Swiss competent authority? We 
have to worry about protecting the rights 
of the individual involved. It may be 
unequal exchanges of information, depen- 
ding on the seriousness with which the 
revenue administration approaches the 
problem. Imagine, for example, a sponta- 
neous exchange arrangement between this 
country and Italy. I think that it will 
require some considerable thought before 
we adopt a spontaneous exchange system. 

8. Bulletin Editor’s note: See for this 
directive SUPPLEMENTARY SERVICE 
TO EUROPEAN TAXATION, Section D 
and 18 EUROPEAN TAXATION 139 
(1978). 
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PANEL DISCUSSION 
Question from audience. Why don’t we 
advise taxpayers before we exchange 
information so that the taxpayer has the 
opportunity to make sure that the 
information is accurate or require the 
foreign government to explain that the 
information is not really wanted for tax 
purposes but is wanted for exchange 
control or some other criminal procedure? 
Why should we not provide the taxpayer 
with that information the same way that 
we do when a third party summons is used 
in the U.S.? What about the balance of 
information? Is the balance of information 
significant? 15 this a one way street? We 
have just signed a treaty with Hungary 
which contains, it appears at a quick look, 
the standard exchange of information 
provisions. Now we can provide these 
routine items. I do not know how much 
flows to Hungary, and I do not know that 
much about the Hungarian tax system, but 
will we receive anything of much signifi- 
cance from Hungary and does that mean 
that we are going to use a different method 
of enforcing and carrying out our obliga- 
tions under what appears to be the 
standard exchange of information article in 
this type of treaty which may have been 
entered into for really limited purposes? 

Maybe Dave Reizes would like to put his 
nickel in at this point. 

Reizes.41mv5)uld be happy to, Joe. One of 
the first Yfiihgs I did when I moved to 010 
to take over this area was to separate the 
competent authority cases of double 
taxation or double benefit from the staff 
work. In one group we have all the equity 
cases. In the other group are hard—nosed 
compliance types that handle the exchange 
of information requests. The routine 
exchange of information is one of the 
continuing projects in that particular 
group. I think you have covered it fairly 
well. We are making some significant 
progress. That area is becoming much more 
coordinated and is becoming subject to a 
lot of cooperation. We have always tried to 
use our procedure as a model. But of 
course every country resents using the U.S. 
model. You talked about using the 
identification number; we have had 
problems with five or six countries lately 
who would be happy to give us a number 
but not the social security number. Canada 
recently tried to pass a law to provide for 
it. In fact, one Canadian form has a block 
(at our request) for insertion of the social 
security number. Canada has an SIN as we 
have our SSN. In Canada we found that 
there is a political, moral movement against 
big brotherism, where using one number to 
identify Citizens for social insurance and 
tax purposes is antipathetic to many 
Canadians, I am sure there are many 
Americans who. feel the same but who have 
just not been as vocal. 

Introduction of an international 
tax identification number 

We find the same thing in several of the 
other countries. We have been talking to 
the Scandinavian countries for the past 
several weeks. Perhaps in your IFA 
committee, or in the OECD committee, 
you could possibly put forward our most 
recent suggestion: that we develop among 
the various treaty partners an international 
tax identification number. The first time a 
name comes up with a flow of, say, 
investment income between countries, that 
name is assigned some “clearinghouse 
number” just for that particular purpose, 
and subject to all the treaty secrecy and 
confidentiality requirements. We think in 
this way we can get around the problem 
and keep the purpose of this information 
strictly for passive investment tax informa- 
tion. 

You have said so much it is hard to 
respond. In the first 40 minutes you 
covered almost every point>that this group 
of mine is working on, and you have 
covered it fairly well. I think that between 
the several persons involved in the 
administration of tax treaties, that just by 
the very force of character they are 
keeping communications open, and an 
operation running which could really get 
bogged down in the bureaucratic morass. 

Guitentag. I wondered if anybody here has 
been involved in, or knows about, and is_ 

willing to talk about, any simultaneous 
examinations and what’s happening with 
them. I do not think we have that many 
going on. 
Comment from audience. I do not have 
one going on, but exchange of information, 
the treaties, is supposed to be between the 
competent authorities. I notice that the 
simultaneous examination procedures pro- 
vide for consultation at the agent level, and 
was wondering what the authority for 
doing that was. 
Reizes. In Professor Surrey’s article on the 
UN Treaty the statement is made, if I 

recall, that the exchanges of consultations 
can be at the various levels, it can be 
between the competent authorities, it can 
be in writing, it can be in face to face 
meetings, it can be between delegated 
subordinates. At this particular time, where 
it has been different in the past, but at this 
particular time there is no delegation of the 
actual competent authority. However, the 
simultaneous examination program is 

called simultaneous, as opposed to joint, 
because they are two separate examina- 
tions and the 'way it has been structured is 
to in effect have parallel examinations with 
exchanges of information at certain points 
pursuant to formal requests and pursuant 
to specific delegations or authorizations to 
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receive or act as an agent. As Ihave said,I . 

have not been along on one of them. I have 
watched the development of the program 
from a distance. What we see is that when 
the agents get together, they are getting 
together at a planning stage. They are 
talking about issues; they are talking about 
approaches; they are talking about time 
schedules; allocation of resources; develop- 
ment of issues by economists; and they are 
not necessarily exchanging tax informa- 
tion. Formal exchange is going on. The 
agents can exchange documents as authori- 
zed and be designated to, perhaps, ask a 
question about it for further clarification. 

‘ This is being done very formally. 

Comment from audience. There was, you 
know, an agreement entered into by the 
Commissioner and the Minister of Revenue 
and I suppose that resulted in a delegation 
of the competent authority to exchange 
that information because one of the 
provisions, for example, says that the 
individual case managers from the audit 
team will exchange information. Now the 
Commissioner signed that and I suppose he 
has authority to do that. He is delegating 
an unnamed person by title only. 

Guttentag. You think that cannot be 
delegable in that way or at all? 
Comment from audience. Well, I feel that 
the people might be concerned about 
confidentiality because of the information. 
Guttentag. In what way? 
Comment from audience. Well, that it is 

being discussed among a large group of IRS 
officers in the United States? 
Beatty. Joe [Guttentag], is there any 
possibility that the restrictions on the 
disclosure of tax information that are 
governed by the Code extend to the 
foreign recipients of return information 
exchanged under the simultaneous audit 
program? Is there, in other words, the 
same restriction on the UK auditor who 
obtains U.S. data that there would be on 
the U.S. agent himself? 
Guttentag. You mean does the Code have 
extra-territorial impact on this 
Beatty. Is there an obligation on the part 
of the IRS to insist as one of the 
conditions of the transfer 

Guttentag. The limitation on the use of 
that is contained in the treaty itself. .It 

provides for the secrecy in the handling of 
that information and the improper dis- 
closure of that information. Ido not knOw 
as to what detail the IRS goes with respect 
to specific requests. With respect to routine 
pieces of information, that information is 
just put in a bundle-and shipped off to the 
competent authority overseas, and to what 
extent there are any requirements beyond 
the treaty language as to what can be done 
with it, I do not know of any.
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Reizes. I would like to add that we have 
gotten agreements to use restrictions 
similar to our Code restrictions. Informa- 
tion is given upon specific understandings. 
Now, the Canadian treaty is our only 
treaty that does not have a secrecy 
provision in it. It is an “old” exchange of 
information provision. The commitment 
we have received from the Canadians is 
that, notwithstanding that secrecy is not 
specifically mentioned, we read it into the 
exchange provision. They have agreed to 
consider our internal domestic statutes. 
Our agreement is to respect the use 
restriction. It will be read in, and we will 
follow it. 
Question from audience. Is there any way 
of checking the sanctions for violations of 
restricted use to make sure that any 
individual in a foreign administration who 
makes improper use of such administration 
will be proceeded against with reasonable 
severity? 

Reizes. You are getting into a diplomacy 
type of argument. I really do not know 
how far we can go on that. Our primary 
consideration is_ that treaty partners get so 
many significant information exchanges 
that we both would hesitate to violate the 
confidentiality provisions either of the 
treaty or agreed to provisions of a specific 
exchange, because it would cut off further 
exchanges. It could impact the entire 
program with that particular country. We, 
and they, just would not do it. 
Questions from audience. Political organi- 
zations of a particular foreign country may 
be capable of requesting tax information 
for purposes of their own. What I am 
thinking about is whether there are 
instances in which the government uses 
other means to find out about overseas 
wealth of internationals. Is somebody there 
to make that'kind of political assessment? 
Reizes. It is made, if necessary, by the 
competent authority but it is a very broad 
consultational process. I think Treasury is 

directly involved in situations of this 
nature. I know that anybody with any 
expertise or experience throughout IRS is 
consulted and brought into the progress. I 

have not seen a bad case of that type yet. 
Question from audience. Under the 
U.S.-Canada joint audit agreement there 
are some directives in which some areas of 
the exchange are set forth some of which 
pertain to tax savings and it seems that 
through the issuance of these directives 
through joint tax audits that the U.S. will 
eventually accomplish what the EEC is 

doing under its exchange of information 
provisions. 

Reizes. I think they are heading towards 
the same place but I think they have two 
different purposes. The EEC in exchanging 
information, is trying to develop an 
information p001 for each country to do 
what they will with. The simultaneous 
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audit program is an attempt to maximize 
the use of resources where two countries 
have significant interest. One of the things 
that Joe Guttentag mentioned was the 
method of exchanging information where 
we try to triangulate, for example, where 
we have a tax haven situation. If you look 
at the news releases about the simultaneous 
examination program, whether it is with 
UK. or Canada or other countries, I think 
you will see a particular emphasis on 
existence of tax haven subsidiaries. This 
is always one of the criteria that will be 
evaluated in the selection process. The 
important thing in the program is that the 
U.S. and its simultaneous audit partner will 
get together and actually select cases which 
have high impact for both countries. This 
way they are able to triangulate and also 
conserve resources. 

U.S. overseas audit 
program 

We have an overseas audit program. 010, 
either at the request of a District, or where 
an 010 taxpayer is involved, sends people 
overseas to examine books and records. We 
send people from the various foreign posts 
that we also have in 13 foreign countries to 
do on-site audits of subsidiaries of U.S. 
parents, and foreign branch operations. It 
is a tremendous saving of our limited 
resources to know that the same examina- 
tion of that foreign country operation is 
going to be performed by our treaty 
partner who will be able to give us the 
same information we will need to verify 
the tax return. The additional benefit that 
might come from this is at the same time 
there is a simultaneous examination there 
is also fact finding; so, for example, you do 
not have two different sets of pricing 
proposals. There are many benefits to be 
derived from this program as long as you 
go about it cautiously and make sure that 
it is not abused, which I think is the 
common fear, as expressed here today. 
Beatty. We might mention one other thing 
on triangulation cases that we did not 
touch on in the discussion of competent 
authority proceedings. There have been 
several cases that have developed where 
goods were being sold from one treaty 
country to another treaty country through 
an intermediate tax haven. An example 
would be exports running from a United 
States to a Bahamas company which in 
turn resold the goods to France. In the 
days when it was possible to shelter 
Subpart F income from U.S. tax, that sort 
of structure could have an impact in the 
U.S. obviously. It would also clearly create 
a potential for French tax avoidance. If the 
U.S. and France independently proceeded 
to make section 482 type allocations, the 
net resillt of both allocations might be to 

put the tax haven company in a loss 
position because its adjusted cost of goods 
sold for the goods purchased from the U.S. 
was greater than the selling price into 
France permitted by the French authori- 
ties. You then have a very interesting type 
of competent authority proceeding. Can 
and should the U.S. and French competent 
authorities proceeding under the treaty 
grant relief in that situation? 

Special aspects of triangulation 
cases 

I gather from Dave [Reizes] that a number 
of European competent authorities, parti~ 
cularly the Swiss and the French, tend to 
analyze the transaction in accordance with 
its forms and say that it simply is not a 
competent authority case. They say, “We 
have adjusted the inter-company transfer- 
price from the Bahamas to France. We have 
no treaty with the Bahamas and there is no 
reason to talk with you.” 
Unidentified comment. I think it is just 
another reflection of the whole attitude 
toward correlative adjustment in Europe. I 
think the idea is if a company makes a 
reasonable effort to come to a reasonable 
price, we are going to leave it alone — we 
are not going to have these crazy rules that 
the Americans have. On the other hand, if 
they are way out of line we are going to hit 
them. And in addition to paying the 
additional tax the price they pay is the loss 
of that correlative adjustment. They do not 
care about correlative adjustments. This is 
going to help keep people honest. The U.S. 
does not take that approach, of course. 
Unidentified comment. I think we are 
overly, concerned with the competitive 
posture of business and the stated effect of 
a treaty: avoidance of double taxation. We 
try to stay away from this punitive idea 
that, if this is the way the taxpayer set up 
the transaction, let him lie in the bed he 
has made. 

Question from audience. What percentage 
of volume of information is there between 
the developed countries with the United 
States as opposed to the United States with 
undeveloped countries. 

Volume of information 
regarding less developed countries 

Reizes. The volume is almost entirely with 
the developed countries, because we can 
only exchange under the tax treaties. 
Section 6103 specifically contains an 
exception from the prohibition on dis- 
closure, if information is exchanged pur- 
suant to a treaty. If there is no treaty, we 
cannot disclose the tax information. 
Question from audience. There are a few 
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treaties with undeveloped countries. Are 
they getting any volume out of that? 
British Virgin Islands, Netherlands Antilles. 

Unidentified comment. Yes. I think we are 
talking about a little bit of information in 
the less developed countries, a couple of 
Caribbean countries. But we are really 
concerned with the volume countries, the 
countries where we have passive investment 
income flowing through. 
The Netherlands Antilles does give us 
information on either a specific request or 
routine use basis. As to most of the others, 
the overseas departments of France and 
former British colonies, I do not know. If 
it were significant, I am sure Iwould know. 
I do not think we get very much, and I do 
not think we really supply very much. It is 
a reciprocal relationship. Sometimes we 
will give first in order to convince a treaty 
partner that that is the way to do it, and 
then we hope we will get exchanges in 
return. Somebody has to start the proce- 
dure. But looking at the list of these 
former British colonies and the overseas 
departments of France I really do not 
think we are talking about any substantial 
volume of exchange. 
Comment from audience. My suspicion is 

even if we had a treaty with them, Ido not 
think they are equipped to handle it, to 
receive or give. 

Reizes. I agree with you. It is probably one 
of the reasons why they do not have very 
sophisticated tax systems. They get by 
with the sun, most of them. 
Question from audience. In the foregoing 
discussion it was said that we generally 
would not exchange information in some 
instances. Do we give a U.S. government 

independent auditing group that is auditing 
the effectiveness of the foreign tax 
authorities sufficient infomiation to see 
whether the tax authorities are covering 
the job capably or not? 
Reizes. We have not been faced with that 
yet. I would tend to resist it. I think our 
position has been, so far, that we are still 
trying to define the parameters of what the 
secrecy clause of the convention means, 
and whether a U.S. government organiza- 
tion can look at specific case information 
in our treaty cases. I do not think we have 
come to a very strong, hard, answer as to 
whether they can do it. We certainly are 
not going to authorize it or allow it 

overseas until we have arrived at that 
situation. In the United States, GAO does 
audit our operation, they look at our 
statistics, they look at our procedures, they 
see, I think they see, the bulk of our files, 
but I know that as far as protected 
information, my people are very careful 
about what we will let anybody see. I think 
it is still up in the air, so until we clean our 
own house we are certainly not going to let 
anything happen overseas. 
Question from audience. Joe [Guttentag], 
you mentioned that, because of the 
exchange of information under treaties the 
Service might want to require the reporting 
of bank interest. In 1966 I believe they 
proposed such a rule, a rule that was much 
broader, a broader reporting requirement, 
but withdrew it because of substantial 
adverse comments from banks and others. 
Guttentag. I think we need to do some 
more work in this area. In looking at the 
statistics developed by the IRS there is 

some discrepancy in them as far as the tax 
collected and so forth which I do not quite 

understand and for which I have not 
received a satisfactory explanation. Ithink 
we need some more work. Is this useful 
information? Are our treaty partners 
interested in it? If you take a look for 
example at the new French estate tax 
treaty which has just been sent to the 
Senate you will find there that we 
excluded from U.S. estate tax most assets 
of French domiciliaries except real estate 
from a permanent establishment, but we 
maintained a requirement that we still keep 
records as to the nature and the amount of 
those assets for furnishing to the French to 
make sure that they were able to tax those 
assets. But I think that this is just another 
area where we needImore, but we have to 
see whether it is useful. If the foreigners 
are not interested in knowing how much 
their residents earn in U.S. bank interest 
then why should we bother? Is there 
something reciprocal that we can get in 
return? 

Comment from audience. I understand that 
the Danish tax authorities or the Danish 
Parliament has such a reporting law and 
that right after they did that many 
non-residents just pulled their money out 
of Danish bank accounts and transferred 
them to others. 

Guttentag.‘ We could bring a lot more 
foreign investment into the United States if 
we eliminated other reporting requirements 
and taxes. Why have this exception? Are 
the banks right? Idon’t know. 

Jenks. I think we are out of time for this 
afternoon. Thank you all very much for 
your participation in the program. 

Appendices on the followifig page 

1979. 

ERRATUM 
Article by Pedro F. Massone: Recent Developments in Latin 
America; The Mexican Value Added Tax in 32 BULLETIN FOR 
INTERNATIONAL FISCAL DOCUMENTATION, December 

Please make the following changes: 

Page 544, second column, line 11: “more” should read "minor". 
Page 545: first column, line 29: "1,500 pesos" should, read 
"1,500,000 pesos". 
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APPENDIX 
U.S. TREATIES IN FORCE AND UNDER NEGOTIATION AT FEBRUARY 28,1979 

U.S. tax treaties in force at February 28, 7979 

Australia Netherlands Antilles 
Austria New Zealand 
Belgium Norway 
Canada Pakistan 
Denmark Poland 
Finland Romania 
France South Africa 
Germany Sweden 
Greece Switzerland 
Iceland Trinidad and Tobago 
Ireland United Kingdom 
Italy U.K. overseas territories (see below) 
Japan U.S.S.R. 
Luxembourg 
Netherlands 

The following are United Kingdom overseas territories and former 
territories: 

Aden Montserrat 
Antigua Nigeria” 
Barbados St. Christopher, Nevis 
British Honduras and Anguilla 
Dominica St. Lucia 
Falkland Islands St. Vincent 
Gambia Seychelles 
Grenada Sierra Leone 
Jamaica Virgin Islands (British) 
Malawi (formerly Nyasaland) Zambia (formerly N. Rhodesia) 

Treaties or protocols signed and submitted to the Senate for 
/ ». approval /, 

France Morocco 
Korea Philippines 

Treat/es signed but not yet submitted to the Senate 

Hungary 

Treaties on which negotiations completed 

Republic of China 
Egypt 
Israel 

* Terminated for assessment years beginning on or after January 1, 1979 
For U.S. purposes and April 1,_1979 for Nigerian' purposes. 
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Trea ties or protocols in process of negotiation 

Argentina Indonesia 
Bangladesh Italy 
Brazil Jamaica 
Canada Malta 
Cyprus Nigeria 
Denmark United Kingdom 
Germany 

Nego tia tions initiated bu t curren t/y_ inactive 

Australia Singapore' 
Botswana Spain 
India Sri Lanka 
Iran Tunisia 
Kenya Yugoslavia 
Netherlands Zambia 

Estate tax treaties in. force at February 28, 7979 

Australia (also Gift Tax _|ta|y 
Treaty) Japan (also Gift Tax Treaty) 

Canada Netherlands 
Finland Norway 
France Switzerland 
Greece South Africa 
Ireland United Kingdom 

Estate tax treaties signed and submitted to the Senate 

F ra nce 

Estate tax treaties signed 

United Kingdom 

Estate tax treaties in process of negotiation or contemplated for 
the future 

Denmark 
Germany 
Luxembou rg 

Totalization agreements in force
- 

Italy 

Total/zat/on agreements signed and awaiting ra t/f/‘cat/on 

Germany 

To ta/iza tion agreemen ts under negotiation 

Belgium Spain 
Canada I Switzerland 
Iran United Kingdom 
Israel 
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PRENTICE~HALL,INC. 
Englewood Cliffs, 
NewJersey 07632 
USA. 

To order a one-year introductory 
subscription to this unique 
publication at the low rate of 
only $ 120, address 
Department S-TT-103. 

PRENTICEHALL, INC. 
Englewood Cliffs, 
New Jersey 07632 
U.S.A, 

An indispensable aid for American businessmen, investors and 
corporations engaged in or planning foreign operations and for those 
in foreign countries planning or doing business in the United States — 

TAX THEATIES 
This definitive guide is indispensable fot any businessman or corporation that sells, 
buys, manufactures, or invests in the United States - as well as for any American , 

businessman or corporation that does business in foreign countries. It tells you: 

How and where to handle your investments while eliminating the chance of 
double taxation; 
How much of your investment income will be protected by tax treaty exemp- 
tions.- r

. 

How much business Americans can carry on in a foreign country and vice versa 
without becoming taxable as a “permanent establishment." 
How to protect your employees who are temporarily at work‘abroad from a 
double tax burden. 

In Tax Treaties, you’ll also find: 
-1. The full official text of every existing treaty, supplementary treaty, or pfotocol 

relating to inéome taxes and estate and gift taxes between the United States and 
each of its tax-treaty countries, including model treaties showing the latest 

trends. 
. Annotated editorial text arranged in a Uniform Paragraph Plan . . . makes for 
easy direct comparison of provisions of one tax treaty country with another . . . 

permits a single unified index which works hand in hand with this unique setup. 
You’ll make sure, speedy decisions at the 'flip of a wrist. 

. Official reports on each treaty giving you the background behind the provisions; 
why particular treaty articles were included; and what each provision means to 
you. 

. A Special Finding List at the beginning of the editorial summary for each 
'country . . . speeds you quickly to explanatory and official material that affects 
you. 

. Monthly REPORT BULLETINS, analyzing the latest treaties, decisions and rul- 
ings, keep you right on top of today’s fast breaking tax treaty developments . . . 

(plus Current Matter containing the most recent US. court decisions and IRS 
rulings giving you the latest judicial and official word on tax treaties.) 

In today’s constantly expanding international commerce, expert tax-managing or 
tax-counseling of business activities between the United States and each of its 
treaty countries is a must - so keep up to date with Prentice-Hall’s TAX 
TREATIES. 
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EstimatiOn of Tax Potential and- 
Tax Efforts of State and 
Local Governments 
by G.Thimmaiah* 

The burgeoning literature on the modern theory of 
public finance has thrown up new concepts both to 
replace and to supplement the old ideas on various 
aspects of public finance. This process has also led to 
some confusion regarding the specific connotation of 
some concepts. A case in point is the terms tax potential 
and tax efforts, which have been used in place of 
taxable capacity and tax burden respectively. The 
purpose of this paper is to analyse certain conceptual 
issues relating to taxable capacity, tax potential, tax 
burden and tax efforts in their historical context and 
to highlight their analytical contents with a view to 
evaluating their usefulness in policy formulation. These 
concepts have been used mostly with reference to 
governmental units such as national, state and local 
governments. Hence, their analysis in this paper refers 
only to governmental units rather than to individuals. 
In the‘ case of individuals, the concept of tax incidence 
is more prominent, although the concept of tax burden 
is also used to indicate the nature and extent of final 
incidence of a tax on individuals. However, the concept 
of tax incidence has received sufficient attention from 
economistsl although the result has not been en- 
couraging from the point of view of specification for 
empirical measurement. 

I. CONCEPT OF TAXABLE CAPACITY 
The concept of taxable capacity has engaged the minds 
of economists for a considerable period of time. Perhaps 
the earliest attempts to analyse the concept of taxable 
capacity were made by European economists, particularly 
in Great Britain. They confined their discussion to 
“tax”, without extending their analysis to the non-tax 
revenue of the government. This was obvious from the 
fact that the role of government was confined to very 
essential activities, and the private sector was con- 
sidered the sine qua non of any civilized society. Any 
large-scale interference by the government in private 
sector economic activities was considered an evil; hence 
organized pressure groups were always watching the role 
of the government. In View of the necessity of having 
the government, the need to raise revenue for sup- 
porting even such a “minimum government” was willy 
nilly permitted. Here again such issues as how to raise 
the required revenue, and what would be themaximum 
amount of taxation a country could afford, were 
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discussed at length by using concepts like absolute 
taxable capacity and relative taxable capacity. 

’ The concept of absolute taxable capacity was popularized 
in the U.K. by Sir Josiah Stamp 2 in the early part of 
the 20th céntury. He used the Ricardian theory of 
surplus to formulate the concept of absolute taxable 
capacity, interpreting absolute taxable capacity as 
total production minus the subsistence level of con- 
sumption plus some essential investment. So defined, 
the concept of absolute taxable capacity becomes 
cardinally measurable. He noted, however, that such 
absolute taxable capacity cannot remain constant as 
it would vary with the production. The cardinal concept 
of absolute taxable capacity was used by Findlay 
G. Shirras 3 to measure the absolute taxable capacity 
of the U.K. and British India for the pre—World War I 
and inter-war years. He defined absolute taxable capacity 
as “the surplus of production over minimum of con- 
sumption required to maintain that volume of pro- 
duction per head of population, the essential standard 
of living remaining unchanged over a number of years”. 4 
Shirras deducted from the gross national income the 
minimum of consumption including the necessary ex- 
penses for efficiency and savings for ordinary replace- 
ment and addition to capital; the surplus he considered 
as the amount of absolute taxable capacity. The in- 
fluence of' this concept can be noticed even now in 
academic circles as is evident from a recent attempt 

* The author is Senior Fellow in Economics and Head of the 
Economics Unit, Institute for Social and Economic Change, 
Bangalore, India. 
This paper was prepared during my stay as Guest Scholar at the 
Brookings Institution, Washington, D.C., during March-April 
1977. I have benefited from my discussions with John Shannon, 
Allen D. Manvel, Robert D. Reischauer, Richard M. Bird and 
Roy W. Bah]. I wish to thank them all without committing 
them to the views expressed here. 
1. See for details R.A. Musgrave, Theory of Public Finance 
(Tokyo, McGraw Hill, Inc., 1969), Part III, and George F. Break, 
“The Incidence and Economic Effects of Taxation”, in Alan S. 
Blinder et a]. The Economics of Public Finance (Washington, DC, The Brookings Institution, 1974). 
2. Wealth and Taxable Capacity (London, P.S. King & Son Ltd., 
1922). 
3. Science ofPublic Finance, Vol. I (MacMillan & Co., Ltd.). 
4. Ibid., p. 229. 
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to measure the absolute taxable capacity of the agri- 
cultural sector in India by using the following formula: 5 

i=(V—c'm)—T=(§—T) 
'5 = per capita absolute taxable capacity 
37 = per capita income 
Em = per capita minimum consumption requirements 
E = per capita potential surplus 
i— = per capita allowance for minimal investment 

If taxable capacity is strictly interpreted as equal to 
total production minus necessary consumption plus 
replacement costs, it equals the net savings of a country. 
Such a concept may be useful for measuring the taxable 
capacity of a socialist country where there is no pri- 
vate sector. In such countries taxable capacity can be 
theoretically made equivalent to the net savings of the 
country. But in a country where the private sector is 

predominant and is as important as the public sector, 
the gOvernment cannot tax away the entire net savings 
of the people. It would amount to discouraging or even 
restricting investment in the private sector. 

Even if an allowance is made for depreciation and some 
addition to the existing capital in the form of new in- 
vestment, the concept of absolute taxable capacity 
becomes arbitrary because there are no objective criteria 
to ‘determine how much surplus should be allowed in 
the fo’i‘rm of additional investment in the private sector. 
Another weakness of the concept of absolute taxable 
capacity is its static nature, in the sense that it suggests 
that the government should allow only the existing 
standard of living to continue intact and need not allow 
it to rise over time. It is true, in the context of the low 
level of savings in a country like India, that we must 
reduce the level of consumption through taxation in 
order to divért an increasing proportion of national 
income to public investment. But such a policy should 
be selective so that those whose level of consumption 
is above an objectively determined reasonable level 
should be made to reduce it by paying taxes and those 
whose level of consumption is just at subsistence or 
below should be allowed to maintain or reach that 
objectively determined reasonable level. Furthermore, 
as and when the economy develops the consumption 
standard should also increase to match the rising ex- 
pectations, for the very purpose of economic develop- 
ment is to increase the standard of living of the masses. 
Hence, the static concept of absolute taxable capacity 
does not fit into the dynamics of economic growth 
and development. Even the socialist countries which 
curbed the consumption standards of their people 
during the initial stages of their economic development 
are now allowing them to rise. This only suggests that 
the concept of absolute taxable capacity as it has been 
interpreted and used becomes static over time even in 
socialist economies. Therefore, it loses its analytical 
validity. Hugh Dalton was right when he observed that 
“absolute taxable capacity” is a myth and relative 
taxable capacity is a reality”. 6 
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The concept of relative taxable capacity can be con- 
sidered as an ordinal concept, 7 because we can only 
indicate whether the relative taxable capacity of a 
nation or a sector or different states in a country has 
increased or not over time or at one point of time. For 
this purpose we must know the determinants of relative 
taxable capacity such as the levels and rates of growth 
of national/sectoral/state incomes, changes in the dis- 
tribution of national/sectoral/personal incomes, the 
levels, rates of growth and patterns of consumption of 
different income groups, and the levels, rates of growth 
and distribution of government expenditure. These are 
some of the important economic determinants, leaving 
aside a host of non-economic variables such as wars, 
displacement effect, 8 etc. on which the relative taxable 
capacity depends. On the basis of' the direction of 
movement of these determinants bf relative ,Itaxable 
capacity over time, we can infer whether the relative 
taxable capacity has increased or not.

' 

Until recently economists used to find out the changes 
v in the determinants of relative taxable capacity and 
conclude whether relative taxable capacity of a country/ 
state/sector had increased or decreased in an ordinal 
sense. But in recent years, with the advent of econo- 
metrics, attempts have been made to use regression 
analysis to quantify the extent of increase in the relative 
taxable capacity of a country /state/sector of an ecgnomy. 
This method of estimating the relative taxable capacity 
has come to be known as the regression approach. 9 
It should be noted here that the pioneering studies of 
Jeffrey G. Williamsbn; 10 Harley H. Hinrichs11 and 

5. S.L. Shetty, “An Inter—Sectoral Analysis of Taxable Capacity 
and Tax-Burden”, The Indian Journal onricultural Economics, 
July-September 1971, p. 217. 
6. Principles of Public Finance (fourth Indian edition) (New 
Delhi,-Allied Publishers, 1971), pp. 117-122. 
7. See for details G. Thimmaiah, “Taxable Capacity of Agri- 
cultural Sebtor: A Comment”, Economic and Political Weekly, 
February 8, 1969, pp. 331-332. 
8. The need to finance war leads to the introduction of new 
taxes in democracies. But these new taxes are not abolished 
after the war. Instead, they are continued under the justification 
of post-war reconstruction and other social security programmes. 
Thus new justification displaces the original justification for new 
taxes. This situation is characterised as “displacement effect” by 
Alan T. Peacock and Jack Wiseman in their book: Growth of 
Public Expenditure in the United Kingdom (Princeton, Princeton 
University Press, 1961). . 

9. See Joergen R. Lotz and Elliot R. Morss, “Measuring ‘Tax 
Effort’ in Developing Countries”, IMF Staff Papers, November 
1967, and “A Theory of Tax Level Determinants for Developing 
Countries”, Economic Development and Cultural Change, April 
1970; Charles M‘ontrie, Kenneth J. Feder and Harlan Davis, “Tax 
Performance within the Framework of the Alliance for Progress: 
A Comparative Evaluation”, National Tax Journal, September, 
1970; Roy W. Bah], “A Regression Approach to Tax Effort and 
Tax Ratio Analysis”, IMF Staff Papers, November 1971; and 
Raja Chelliah, Hessel J. Baas and Mérgaret R. Kelly, “Tax Rgtios 
and Tax Effort in Developing Countries, 1961—71”, IMF Depart- 
ment Memoranda (74/47), May 2, 1971. 
10. “Public Expenditure and Revenue: An International Com- 
parison”, The Manchester School of Economic and SocialStudies, 
January 1961, pp. 4356. 
11. “Determinants of Government Revenue Shares Among Less- 
developed Countries”, Economic Journal, September, 1965.
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Richard S. Thorn 12 relating to the determinants of 
government revenue in the developed as well as the 
developing countries (and which used regression analysis) 
were the precursors of the aggregate regression approach 
to measuring the relative taxable capacity and tax efforts. 
In a way these studies themselves can be said to have 
been inspired by the attempts 13 to estimate the income 
elasticity of taxation (revenue elasticity) by using 
regression analysis. In the regression approach, both 
univariate and multivariate methods have been used to 
quantify the relgtive taxable capacity. The univariate 
method has been christened income approach because, 
in the U.S., the relative taxable capacity of the states 
was measured mainly by using state income as the sole 
determinant of taxable capacity, though in the case of 
local governments the taxable property was used as 
the main determinant of relative taxable capacity. Paul 
Studenski’s and Selma J. Mushkin’s studies are worth 
mentioning in this context. 14 Some recent studies have 
shown that income is the best available index of the 
relative taxable capacity of even the local governments 
in the U.S. 15 In the income approach it is assumed 
that all taxes are ultimately paid out of income and 
hence income can be taken to indicate the relative 
taxable capacity of a country/state/sector as the case 
may be. 15 Accordingly, the total revenue is regressed 
on income and the resulting regression coefficient is 

considered as the effective tax rate. This rate is applied 
to the actual or projected income to get the aggregate 
potential revenue. However, it is realised that although 
all taxes are paid out of income, all of them are not 
levied directly on income. Therefore, the income ap- 
proach, by confining itself only to income as the main 
tax base; cannot explain the extent to which govern- 
ments have cultivated and exploited various tax bases 
as specified in the Constitution or tax legislations. 
Besides, the income approach cannot capture the 
taxable capacity arising from “tax-exporting” or taxation 
of non-residents. Therefore, the income approach is now 
broadened to include various other relevant variables 
which determine the relative taxable capacity such as 
per capita income, ratio of exports and imports to 
GNP, degree of urbanization, ratio of agricultural income 
to GNP, ratio of non-agricultural income to GNP, etc. 
However, even this comprehensive multivariate re- 
gression method gives only the hypothetical taxable 
capacity and hence cannot give a clear idea about the 
true taxable capacity because the determinants of 
taxable capacity" are chosen on an a priori basis and 
are therefore only proxies (best possible substitutes) 
for the true tax bases which alone can indicate the 
true taxable capacity. 

II. CONCEPT OF TAX POTENTIAL 
During the post-World War I period the science of 
public finance developed rapidly on the American" 
:ontinent. This development also had its influence on 
the concept of taxable capacity. In America the concept 
of taxable capacity as expounded by the British econ- 
omists remained mostly in textbooks. The policy 
makers did not pay much attention to this concept 
apparently because of its limited applicability to policy 
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formulation. During the 19205 and 19303 some attempts 
were made in the U.S. to arrive at more pragmatic 
approaches for the purpose of providing quantitative 
guidelines for policy makers, particularly at local and 
state government levels. 17 Perhaps the earliest attempt 
in this direction was made by a committee appointed by 
the National Tax Association. 18 The committee sug- 
gested what is known as a “model tax system” which 
included a personal income tax, a business income tax 
for the states and a property tax for local governments. 
Specific rates of these taxes were suggested, keeping 
in View the tax bearing capacity of the business, trade 
and income earners as well as the revenue requirements 
of state and local government in the U.S. This model 
tax system was suggested as an alternative to what 
was then considered as an anarchy of several taxes 
which were hindering business and trade. But the model 
tax system has been criticized as “...little more than the 
values and opinions of an individual researcher. This is 
because there is little in the way of consensus concerning 
what constitutes the idea] or optimal state-local revenue 
system.... As such they may bear litte relation to the 
devices that are actually used or are available to raise 
revenues.” 19 
However, some of the studies made at Teachers College, 
Columbia University, New York, relating to the tax 
paying capacity of the local school districts were the 
forerunners of the representative tax system approach 
in which the concept of revenue potential has been 
widely used. It has been reported that as early as 1923 
Strayer and Haig 20 suggested a formula for measuring 
the relative taxable capacity or the tax potential of 

12. “The Evolution of Public Finances During Economic De~ 
Velopment”, The Manchester School of Economic and Social 
Studies, January 1967. 
13. See for details G. Thimmaiah, “Sensitivity and Built-in- 
flexibility”, The Asian Economic Review, May 1964. 
14. See Paul Studenski, Measurement in Variations in State 
Economic and Fiscal Capacity, Social Security Board, Federal 
Security Agency Bureau Memorandum No. 50, Washington D.C., 
March 1943, and Selma J. Mushkin, The Measurement of State 
and Local Tax Effort, U.S. Social Security Board, Bureau of 
Research and Statistics, Washington D.C., June 1944. 
15. See Harry H. Landreth, The Measurement of Local Fiscal 
Capacity, Ph. D. dissertation, Harvard University, 1960, and EB. 
Oppermann, The Potential Usefulness of Uniform Tax Burden 
Distribution Measures of the Tax Efforts of State and Local 
Governments, Ph.D. dissertation, Indiana University, 1965. 
16. See for details James H. Lynn, Comparing Provincial Re- 
venue Yields: The Tax Indicator Approach (Toronto, Canadian 
Tax Foundation, 1968), Ch.III. - 

17. These early attempts have been reviewed by Harry H. 
Landreth, in his Ph.D. dissertation, The Measurement of Local 
Fiscal Capacity, Harvard University, 1960, Ch.III. 
18. See “Preliminary Report of the Committee Appointed by the 
National Tax Association to Prepare a Plan on a Model System of 
State and Local Taxation”, Proceedings of the National Tax 
Association, New York, 1919, pp. 401-470. 
19. Robert D. Reischauer, “Measuring Fiscal Capacity”, in Rich 
Governments — Poor Governments, (Washington, D.C., The 
Brookings Institution, 1974), pp, 3-22. 
20. The Financing of Education in the State of New York, Vol. 1. 
Educational Finance Commission, American Council of Education 
(New York, MacMillar} & Co., Ltd, 1923), pp. 173-76.
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the school districts for the purpose of guiding the state 
governments in making foundation grants for school 
districts. The formula they suggested is as follows: 

Ai = subsidy to the ith school district 

Ni = number of pupils in attendanc'e in the 
ith school district 

u = foundation expenditure per pupil 

Yi = tax base of the ith school district (i.e. 
equalized value of taxable property) 

r = average effective tax rate 

The tax rate, r, was common for all districts and was 
chosen in such a way that a “representative” rich school 
district of the state did not get any foundation grant 
(i.e. A equals zero). This formula was further improved 
by Swift in his Federal and State Policies in Public 
School Finance in the United States in 1931. 21 How- 
ever, it was Mabel Newcomer 22 who conceived for the 
first time in 1935 what is now known as representative 
tax system approach; though her approach was in- 

spired by the model tax system approach. 
Thus American scholars have coined the concept of 
tax potential for the purpose of guiding policy de- 
cisions instead of using the traditional concept of 
taxable capacity. It should be emphasised here that the' 
concept of tax potential ultimately means the same 
as the concept of relative taxable capacity, as both of 
them refer to the potential tax paying capacity of a 
country, state or a sector as the case may be. This is 

evident from Roy W. Bahl’s observation that “taxable 
capacity is defined... as the tax ratio that would result 
if a country applied to’ its tax bases a set of ‘average’ 
effective rates on those bases, these rates are computed 
as net regression coefficients... The variable indicators 
of taxable capacity are proxy measure of tax bases.” 23 
In the case of relative taxable capacity only a hypo- 
thetical estimate is made based on proxy tax bases to 
indicate whether it has increased or not, whereas in the 
case of tax potential the relevant true tax bases and 
some economic determinants are used to measure the 
existing true tax potential. As in the case of relative 
taxable capacity, tax potential is also a relative concept 
“because the size of ‘the public sector depends upon 
society’s willingness to substitute public goods for 
private goods”. 24 
Two methods have been used to estimate the revenue 
potential through the representative tax system ap- 
proach: (i) the direct method and (ii) the regression 
method. Apart from Swift, Cornell, Newcomer, and 
Strayer and Haig in the 19305, in 1962 the American 
Advisory Commission on Inter-Governmental Re- 
lations 25 (ACIR), used the direct method to estimate 
the tax potential of state and local governments in the 
American federation. This method was also used again 
in 1971 by the ACIR to estimate both the tax and non- 
tax reVenues potential of state and local governments. 26 
The same method has been used by scholars like James 
H. Lynn in Canada to estimate the revenue potential of 
the provinces in the Canadian federation. 27 In Australia 
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a slightly different version of the direct method has 
been used since 1933 to measure the revenue efforts of 
the claimant states which applied for special grants. This 
method was developed by the commonwealth Grants 
Commission, particularly under the guidance of L.F. 
Giblin. 23 

The direct methéd of the representative tax system ap- 
proach used by ACIR first of all estimates the tax base 
of each tax of individuals state and local governments.

' 

Then the actual revenue raised by these state and local 
governments from a particular source of revenue is 

divided by the estimated tax base of that source of 
revenue of the state/local governments to obtain what 
is known as the “effective average tax rate”. This is 

the effective rate which should be applicable to all 

the states/local governments in a federation. In other 
words, it is an average rate at which the tax bases pre- 
vailing or located in each state/local government area 
should be taxed. This rate is applied to the estimated 
tax base of each state/local government and the potential 
revenue is estimated. This is the potential revenue from 
a particular source of revenue in a particular state/local 
government. 29 Thus the formula of the ACIR direct 
method can be written in the following way:~ ~ 2n grm 

j j 
I

. 

RPj = x (bji) + ...... + x (b-m) 
nb- nb J 

2 1 2 m 
i j 

RPj = estimated tax potential of jth state 

gr. ‘ total tax yield of all the states from j to n 
1 . . . 

j 
1n a federatlon from 1th tax 

gbi = toéal estimated/actual tax base of all the 
. states from j to n in a federation relating 
J to the ith tax 

bji = the estimated/actual tax base of ith tax in 
jth state 

bjm = the estimated/actual tax base of mth tax 
in jth state 

21. See Francis G. Cornell, A Measure of Tax Paying Ability of 
Local School Administrative Units (New York, Teachers College, 
Columbia University, 1936). 
22. An Index of Tax Paying Ability of State and Local Govern- 
ments (New York, Teachers College, Columbia University, 1935). 
23. “A Regression Approach to Tax Effort and Tax Ratio 
Analysis”, IMF Staff Papers, November 1971, p. 572. See also 
Raymond John Krazniewski, The Derivation and Application of 
Measures of Revenue Capacity and Relative Effort for Local 
Governments in Indiana. Ph.D. dissertation, Purdue Uriiversity, 
July 1972, Ch. 2.

' 

24. Krazniewski, op.cit., p. 10. 
25. Measures of State and Local Fiscal Capacity and Tax Effort, 
(Washington, D.C., ACIR, 1962). 
26. Measuring the Fiscal Capacity and Effort of State and Local 
Areas (Washington, D.C., ACIR, 1971). 
27. Op.cit. 
28. See Commonwealth Grants Commission: Third Report (1933) 
(Canberra, Commonwealth of Australia, 1933), Ch. VH1. 
29. For a detailed analysis see Reischauer, Op.cit., pp. 1-56 and
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The actual revenue raised as a proportion of this po- 
tential revenue is knownlas the “revenue or tax effort” 
as the case may be. In the direct method, the difference 
between potential and actual efforts arises mainly due 
to variation in tax rates, though variations due to dif- 
ferent sizes of the tax base located or assessed in dif- 
ferencé states cannot be dismissed. However, this method 
requires true estimates of legal tax bases; in the absence 
of such estimates, if near proxies are used the estimated 
tax potential becomes arbitrary. Further, because of the 
use of an average tax rate, the tax potential of those 
governmental units whose tax base is below average 
gets overestimated and that of those units whose tax 
base is above average gets underestimated in terms of 
the principle of progressive taxation. Furthermore, it 
has been pointed out by W. Douglas Morgan that the 
ACIR direct method assumes base and rate elasticities 
of the tax yield equal to unity. 30 
In Canada the direct method of the ACIR has been used 
for estimating the revenue potential of the Canadian 
provinces. 31 In fact the equalization payments made by 
the Dominion Government to the provinces in Canada 
are determined on the basis of the revenue potential of 
the provinces estimated on the basis of the repre- 
sentative tax system approach by using the national 
average rate. The equalization grants are provided 
only to those provinces whose per capita actual revenue 
yield is beldw the estimated national average per capita 
revenue from twenty sources. 32 
The method used by the Australian Commonwealth 
Grants Commission differs to some extent from the 
ACIR direct method. The Australian Commonwealth 
Grants Commission (ACGC) has been concerned with. 
recommending special grants to the claimant states 
which are in need of special financial assistance. For 
this purpose, it first takes into account the level of 
government services provided in the richest states in 
the Australian federation. In order to provide those 
services (both the level and quality) in the states which 
ask for special financial assistance, the Commission ex- 
pects the claimant states to apply to their tax bases the 
rates which the richest states apply to their tax bases 
located within their boundaries. Therefore, the Grants 
Commission estimates the tax bases of the claimant 
states and applies the rates prevailing in the richest 
states to the estimated tax bases of the claimant states 
to arrive at the potential tax yield. The difference be- 
tween what is actually raised by the claimant states 
and what is estimated by the commission is adjusted 
for the amount of special grants provided. This method 
has been replaced by a more direct method in the Forty- 
First Report of the Grants Commission 33 in keeping 
with the changed methodology of the Commission. 
Now the Commission estimates the revenue efforts of 
the claimant states as equivalent to the “revenue of 
claimant state assuming standard revenue-raising capacity 
and standard revenue-raising effort (average per capita 
modified revenue of standard states multiplied by 
claimant state’s population), minus revenue of claimant 
state assuming claimant state’s revenue-raising capacity 
and standard revenue-raising effort (average of standard 
states’ revenue effort applied to claimant state-’5 revenue 
base)”. 34 
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In recent years many economists have advocated that 
multiple regression analysis should be used to estimate 
the revenue bases and also the effective rates even under ' 

the representative tax system approach. It is maintained 
that multiple regression analysis will take into account 
all those factors (including the interdependence of 
different tax/revenue bases) which influ'ence the yield 
from a particular tax or the entire tax system as the case 
may be. Under the regression method, in addition to the 
relevant tax base of a particular tax or a source of 
revenue, certain other important economic determinants 
of the yield from the source such as per capita income, 
etc. are used and their relative impact on the revenue 
potential is estimated. The regression coefficients so 
obtained are converted into standardized beta co— 
efficients and are treated as “marginal effective rates”. 
They are applied to the relevant tax/revenue base and 
to other independent variables used in the regression 
analysis, and accordingly the potential revenue from 
a particular tax/revenue or the entire revenue system, 
as the case may be, is estimated. This regression method 
takes into account the influence of not merely the 
relevant tax or revenue base but also other possible 
economic factors which might influence directly or 
indirectly the yield from a particular source. The tax/ 
revenue potential estimated by using the multiple 
regression method, therefore, is weighted by the relevant 
tax/revenue base and other important variables used 
therein. As the regression method yields marginal 
effective tax rates and takes into account the influence 
of other important determinants of the tax potential, 
there will be a difference between the tax potential as 
estimated by the ACIR direct method and that estimated 
by using the regression method. The ACIR direct 
method yields a simple average tax/revenue potential» 
whereas the regression method yields a" weighted 
marginal tax revenue potential. Although the regression 
method helps in identifying the relative influence of 
other relevant economic factors on the revenue yield 
in addition to the relevant tax/revenue base, whether it 
is appropriate to take into account such influence while 
estimating the revenue potential of state and local 
governments is a moot question. 35 

Allen D. Manvell, “Differences in Fiscal Capacity and Effort: 
Their Significance for a Federal Revenue-Sharing System”, 
National Tax Journal, June 1971, pp. 193-204. 
30. “An Alternative Measure of Fiscal Capacity”, ltional Tax 
Journal, June 1974, p. 362. 
31. See Lynn, Op.cit. Also see Measurement of Relative Pro- 
vincial-Municipal Tax Efforts in Canada as of Year-end 1970 
Dominion~Provincial Relations Division, Ministry of Finance, 
(Ottawa, 1971). 
32. See for details David B. Perry, “The Calculation of Equal- 
ization Payments to the Provinces”, Canadian Tax Journal, 
March-April, 1974, pp. 166-173. ' 

33.'Grants Commission Forty-First Report, 1974, on Special 
Assistance for States‘ (Canberra, Australian Government Pub- 
lishing Service, 1974). 
34. Ibid., p. 34. ' 

35. See for details, Allen D. Manvel, “Tax Capacity Versus Tax 
Performance: A Comment”, National Tax Journal, June 1973, 
pp. 293-294. 
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It may be menfioned here that this regression method 
was first used by R‘qy W. Bahl in an IMF stgdy 36 to 
estimate the tax potential and tax efforts of" 49 de- 
veloping countries. Recéntly it has been used by John 
S. Akin 37 to estimate the revenue potential and efforts 
of the states in the American federation. He has claimed 
that the regression method yields a marginal effective 
tax rate which he considers more relevant for estimating 
the revenue potential of the States. On this ground he 
has maintained that the ACIR direct method which uses 
an average effective rate is methodologically inferior. 
But it may be argued that the multiple regression method 
is appropriate for; estimating the tax potential of an 
individual count‘i‘y/state/local government taken in 
isolation as it does not involve any comparison with 
the tax potential of other countries/states/local govern- 
ments. In such an estimation, it is necessary to take into 
account the influence of other factors, in addition to 
the relevant tax base, on the tax potential of a country] 
state/local government. However, the ACIR direct 
method is appropriate for estimating the tax potential 
of several countries/states/local governments with a“ 
View to knowing their relative tax potentials. In such ‘ 

comparative studies it may reasonably be assumed that 
the effect of “tax exporting” by the countries/states/ 
local governments is offset by the effect of “tax im- 
porting”. ‘ 

III. TAX EFFORT AND TAX BURDEN 
The concept tax burden has been used in the orthodox 
theory of tax incidence to indicate both absolute tax 
burden and relative tax burden on both individuals and 
countries. Absolute tax burden indicates the absolute 
amount of tax paid or borne by individuals and/or a 
country. The relative tax burden indicates the pro- 
portion of the amount of the tax paid/borne to income 
in the case of an individual, and the proportion of tax 
revenue raised to GNP in the case of a country, state or 
sector, as the case may be. However, these indices do 
not throw much light on the true burden of taxation. 
Therefore, Henry J. Frank, Richrd M. Bird and Vito 
Tanzi have suggested some alternative methods of 
measuring inter-state and inter-country tax burdens. 33 
Frank’s index of tax burden is measured by the pro- 
portion of state and local taxes to personal income 
divided by per capita personal income. Bird has sug- 
gested a slight modification to this index in the fol- 
lowing way: 

T Y 
)X100+ —] x100

P
~ [( Y—T 

T = tax revenue 
Y = gross domestic product 
P = population 

Henry Aaron has maintained that this index of tax 
burden implies excessive progressivity of taxation while 
referring to countries. 39 Therefore, not satisfied with 
this kind of estimation of inter-State and inter-country 
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tax burdens, Vito Tanzi has suggested a variant of the 
ACIR-ACGC and regression method.40 According to 
his method, 

“If the total tax ‘burdens’ — consisting of the ratios 
of the aggregated federal, State and Local taxes to 
the States’ incomes — could be determined for each 
State, and these burdens could be related to the per 
capita income of the States, one could obtain an 
estimated relationship which would tell us what 
would be the most likely. tax ‘burden’ that a foreign 
country would have if, ceteris paribus, it were a 
State of the United States. In its simplest form, that 
relationship could be written as: 

(where Ti stands for total taxes, Yi and Y for total 
personal income and per capita persona income 
respectively).” 4 1 

This method assumes that the US. personal income tax 
system is ideal in‘the world merely because it is pro— 
gressive. Further, it does not take into account the 
process of structural change in the tax system which 
takes place in the course of development of a country. 
Finally, all these measures of tax burden disregard the 
influence of distribution of income on the tax burden 
of a country and/or State. Richard Bird and Henry 
Frank also disregard the value judgement involved in 
comparing tax burdens; they also use the concept 
“tax burden” synonymously with “tax sacrifice”, 
although Richard Bird has clarified that no value judge- 
ment relating to interpersonal comparison of utilities 

36. “A Representative Tax System Approach to Measuring Tax 
Effort in Developing Countries”, IMF Staff Papers, March 1972, 
pp. 87—122.

7 

37. “Fiscal Capacity and the Estimation Method of the ACIR”, 
National Tax Journal, June 1973, pp. 275-91. Also see his Ph.D. 
dissertation, Estimation of Local Fiscal Capacity, University 
of Michigan, 1971. 

I 
I _ 

38. See for details Henry J. Frank, “Measuring State Tax 
Burdens”, National Tax Journal, June 1959. and Richard M. Bird, 
“A Note on ‘Tax Sacrifice’ Comparisons”, National Tax Journal, 
September 1964. . 

39. “Some Criticisms of Tax Burden Indices”, National Tax 
Journal, September 1965. It may be noted here that V.P. Gandhi 
has suggested the following degree of progressivity to make the 
index of tax burden a policy tool: 

t (1 < eo < 2), where t is taxes per capita, y is 
) income per capita, s is subsistence per capita 

and e0 is the exponent whose value lies be- 
tween one and two”. 

Some Aspects ofIndia’s Tax Structure: An Economic Analysis 
(Bombay, Vora & Co., 1970), p. 130. However, Richard Bird has 
criticised this kind of injecting progressivity into the tax burden 
index as arbitrary. See for details Richard M. Bird, “Assessing Tax 
Performance in Developing Countries: A Critical Review of the 
Literature”, Finanzarchiu. Vol. 34, N0. 2, 1976, pp. 244-265. 
40. “Comparing International Tax “Burdens”: A Suggested 
Method”, Journal of Political Economy, September/October 
1968.

' 

41. Ibid., p. 1080. 

8o 
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of income and disutilities of tax payment is assumed. 
He has further observed that the concept “tax burden” 
does not imply any excess burden of taxation. If this 
is so, then there is no justification for using this term 
to indicate the relative tax efforts of the governmental 
units. In any case, the suggested methods of measuring 
the relative tax burdens of states and/or countries are 
not useful for policy formulation, particularly to 
estimate the extent of tax potential tapped by the state , 

and local governments. 

It was in this context that the concept tax effort was 
coined by the American economists who attempted 
to measure the tax potential. Tax effort refers to 
the ratio of actual tax revenue raised to the estimated 
potential tax revenue. The “relative tax effort is the 
percent relationship between tax revenue and estimated 
tax capacity”.42 It does not involve any kind of value 
judgement relating to “burden” or “sacrifice” implied 
in tax payment. Here again, the concept “tax effort” 
has been used .only with reference to governmental 
units and not in the context of individuals and hence 
does not get itself entangled in the problem of tax 
incidence. 43 

IV. A COMPREHENSIVE VIEW 
The foregoing analysis of the - concepts of taxable 
capacity, tax potential, tax burden and tax effort 
refers -to the relative economic capacity/potential 
to raise tax revenue. However, in democracies a more 
comprehensive view of the tax potential and tax effort 
will have to be taken in order to make these concepts 
useful for policy analysis and policy formulation. Tax 
potential may be viewed comprehensively from three 
angles, all of which are relevant for any democratic 
government in its tax policy formulation. They are: 
(1) the constitutional-legal potential, (2) the economic 
potential and (3) the political-administrative potential. 44 
The constitutional-legal capacity/potential refers to the 
constitutionally allocated powers of a governmental unit 
to raise revenue from‘ constitutionally specified sources, 
and the legal definitions specified in the tax law to cover 
the tax base of such sources for purpose of tapping the 
revenue. .This legal potential depends upon the limitation 
placed on the government through exemptions, de- 
ductions, etc. to tax a particular tax base. Thus, for 
example, if we compare the tax potential of the states 
Ln India, which do not have the constitutional power to 
raise revenue through a general income tax, with their 
counterparts in the US. which do have such power to 
tax income, 'it becomes arbitrary. Any attempt to 
measure taxable capacity/potential without reference 
to such constitutional-legal potential is merely a hypo- 
thetical exercise without any relevance to practical 
tax/revenue policy formulation. It is in this sphere that 
the traditional concepts of absolute and relative taxable 
capacity become obsolete, and the ACIR method scores 
aver other methods of measuring tax potential in regard 
to legal power to tax. For it takes into account the 
[egally defined spurce of revenue as given and tries to 
measure the potential revenue yield by applying an 
average rate to the specific tax base. 

36 

The economic capacity/potential refers to various 
indicators of the tax base discussed earlier. However, 
the existing statistical data relating to potential “taxable 
base” may not be appfopriate from the point of view 
of its legal coverage. Any discrepancy between legal 
definition and economic definition of the tax base 
created by the absence of relevant data to measure the 
tax base will be reflected in the estimated tax potential 
and hence in tax effort. In the ACIR method, for want 
of appropriate data to represent the legal tax base, some 
proxies have been used. This invariably results in some 
arbitrariness apart from the earlier mentioned defects 
of this method. 
The political-administrative capacity/potential is dif- 
ficult to measure and hence economists have not at- 
tempted to measure it. Nevertheless, this aspect is a 
very important determinant of tax effort. In modern 
democracies the political will to tap the tax revenue to 
the hilt by utilising the constitutional powers is deter- 
mined by supportfrom the people of the party in power, 
group interests and the willingness on the part of the 
government to risk power in elections. As the main 
objective of a democratic government is to continue 
in power d la Anthony Downs, 45 one may remark 
that governments very rarely risk their popularity in 
tax measures. For instance, the cry for taxing the 
agricultural sector by the Indian states does not re- 
cognise the political risk involved for the state govern- 
ments which are dependent on rural votes. Economists 
have no suggestions to make to get over this difficulty 
except to suggest centralizing agricultural income tax. 
They forget that that policy itself has its political 
implications. This is also true of local governments’ 
unwillingness to utilize their revenue sources in India. 
Economists sidetrack the issue of local governments’ 
nearness to their voters and the consequences of taxing 
them without providing proportionately apportionable 
benefits. This aspect of tax potential has not been ap- 
preciated by economists in their discussion of tax 
potential and tax effort. 
Given the constitutional-legal and political potentials, 
the administrative efficiency 'is a major determinant of 
tax effort. Unfortunately all the methods developed so 
far to measure tax potential have failed to take into 
account the administrative efficiency. Even the modified 
method suggested by Akin to take into account the in- 
fluence of interdependence of tax bases and also the 
taxing of non-residents has not attempted to allow for 
variations in the political capacity and administrative 

42. Krazniewski, op.cit., p. 14. 
43. It may be noted here that Richard M. Bird has maintained 
that the usefulness of the concept of “tax effort” in guiding the 
foreign aid policies of international agencies has been over- 
emphasized without realizing the inherent subjective judgement 
involved in the concept. See, for details, his article “Assessing 
Tax Performance in Developing Countries...”. 
44. See Leo Cohen, Comparative Fiscal Capacity and Tax Effort 
of Units of Government in Madisbn and St. Clair Counties, 
Illinois: 1950-1960. Public Administration and Metropolitan 
Affairs Program, Southern Illinois University, Edwardsville 
Campus, March 1963. 
45. An Economic Theory of Democracy (New York, Harper 
and Row, 1957). 
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efficiency in tapping the tax potential. It may be argued 
that the representative tax system approach takes 
implicitly into account the efficiency of tax/revenue 
administration through the process of estimating the 
average effective rate. This is not necessarily true. It 

only assumes the actually existing level of efficiency of - 

tax/revenue administration as given and does not 
specify variations in tax/revenue efforts arising from 
varying levels of efficiency of tax/revenue administration. 
For‘ instance, a state, by raising the level of the tax 
administration above an average level, may raise more 
revenue from a given average tax base by applying a 
rate of tax lower than the average effective rate. On the 
other hand, a state may raise more revenue from a given 
average tax/revenue base by applying a higher rate with 
a below average level of tax/revenue administration. 
In view of these possibilities it is very difficult to 
justify that average effective tax rate reflects an average 
level of efficiency of tax administration. 
Therefore, future attempts to measure tax potential and 

tax effort of state/local governments should use specific 
indicators of administrative efficiency as explanatory 
variables in regression equation or weight the average 
rate of tax for variations in administrative efficiency in 
the ACIR method of estimating the true tax potential. 
Because of the difficulties inherent in specifying and 
quantifying the indicators of administrative efficiency, 
the tendency is to use dummy variables in a regression 
equation. This method is arbitrary and hence its results 
cannot be used for the purpose of tax policy formulation. 

Thus taxable capacity/potential and tax effort are not 
-merely economic concepts. They also have their legal, 
economic, political and administrative aspects which 
have, got to be covered in any useful estimation of tax 
potential and tax effort of governmental units in demo- 
cratic societies. Hence, the tax experts who are called 
upon to advise governments in developing countries 
have to take into consideration all these aspects while 
formulating their recommendations. 
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NIGERIA: 
An Epilogue to a Decade of 
Federal Government Budgeting 
An Appraisal of the 1979/80 
Government Budget 
by F. Akin Olaloku* 

If 

I. INTRODUCTION 
The 1979/80 Federal Government Budget is the last in a decade-long series 
of annual budgets by the Federal Military Government of Nigeria which 
began in the fiscal year 1970/71 and were directed initially at the adverse 
effects on the Nigerian economy of a thirty-month-long civil war which 
ended in January 1970. 1 Later on, as the decade proceeded, subsequent 
znnual budgets were designed to solve the problems of later developments 
in the economy, some of which were still directly or indirectly traceable 
to the effects of the war._Although each of these budgets focused on the 
general objectives of fiscal policy, attention was directed to specific ob- 
‘ectives: holding down inflation, promoting economic growth and develop- 
ment and maintaining a health balance of payments position. While the 
amphasis by the Government varied from time to time as the need arose, 
Fiscal measures to achieve these objectives featured in all the budgets through- 
)ut the period in question. 

Beginning with the rehabilitation of a completely war shattered economy in 
be immediate post-civil war years, budgetary measures were subsequently 
timed at easing the scarcity in the supply of essential goods and services, 
'irst by stimulating domestic output and secondly by liberalizing imports 
,hrough the relaxation of wartime import and foreign exchange controls. 
30th‘0f these measures were designed to control the inflation that had 
ieveloped out of wartime public spending which stimulated the growth of 
ncome rather than that of output. 

n the meantime, the post-civil war surge in oil production and export, 
toupled with the quadrupling of oil_ prices in 1973, led to a great improve- 
ment in the country’s balance of payments and government revenue position, 
hereby providing the means to sustain what could be described as a boom 
n imports as well as the continuous upward trend in government spending 
It a more rapid rate than ever before. While the former development was 
expected to relieve the scarcity of domestically produced goods and ser- 
'ices and thus reduce the inflationary pressure on the economy, this objective 
vas not realised due to the port congestion and distribution bottlenecks that 
ieveloped because of the inadequacy of infrastructural facilities to cope with 
he flood of imports. Additionally, the continued upward trend in govern- 
ment expenditure, especially on defence and other non—productive govern- 
nent activities, worsened the inflationary situation in the economy, despite 
he Government’s efforts to dampen this down through anti-inflationary 
‘iscal measures in subsequent budgets, inflation pontinued although the rate 
lecelerated somewhat towards the end of the period. 
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1. This is the last budget by a Fedéral 
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administration of the country was handed 
over to civilian politicians from October 1, 
1979. 
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As already hinted above, the buoyancy in the country’s 
balance of payments and Government revenue position 
in the immediate post-civil war years lasted until about 
1976, after which the favourable trend became reversed 
due to other developments. First, the rapid build-up of 
foreign exchange resources through increased oil export 
earnings and the boost given to domestic resources 
through the escalation in. oil revenues both put the 
Government in a position to declare at the time of the 
launching of the country’s Third National Development 
Plan, 1975-80, that finance was no longer a constraint 
on the country’s economic development. Thus, with the 
launching of the latter Plan, the Government was com- 
mitted to an unprecedented development expenditure 
of some N32 billion 2 ~- a commitment for which 
complete self-reliance was envisaged. This, however, 
later proved to be an illusion, riot only because the 
commitment was revised upwards by about one third 
of the original amount, but also because of the drop in 
oil revenues and export earnings after 1976, neces- 
>sitating the need to borrow from abroad to augment 
the country’s own resources. 3 

||. FISCAL POLICY MEASURES 
Against the above background of recent developments 
in the economy, fiscal measures in various annual 
budgets since 1976 continue, by the encouragement 
given to local industries through incentives, to focus 
attention on the solutibn to the problem of inflation 
through systematic cuts in Government expenditure 
and also increases in the output of locally produced 
goods and services. Also, as increased imports wors- 
ened the country’s balance of payments position, 
foreign exchange controls became more intensified 
through licensing, restrictions and sometimes out- 
right ban' of imports on a selective basis. These measures 
were also introduced in pursuance of the economic 
development objective in the form. of the encourage- 
ment given to the growth of domestic industries by the 
restriction and in some cases the complete prohibition 
of those imports that compete with locally produced 
goods, while at the same time liberalizing imports which 
constitute vital inputs for these industries. 

Fiscal policy measures have also been undertaken to 
increase Government revenue, especially non-oil tax 
revenue, given the relative decline of Government 
revenue from the oil sector of the economy. 

I”. THE 1979/80 BUDGET 
The 1979/80 Federal Government Budget completely 
falls in line with the above pattern of the application 
of fiscal measures since 1976. More specifically, fiscal 
measures in this particular budget, as disclosed by 
the Federal Commissioner for Finance in his briefing 
to the Press, are directed at the need to save foreign 
exchange by placing on import licence some of those 
goods that can be locally produced in adequate or near 
adequate quantities, and to promote local employment. 
These Measures are designed ~to further encourage the 
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mobilisation of local resources to increase production in 
both industry and agriculture. 4 

Other objectives in the Budget at which fiscal mea- 
sures are directed are those of maximum revenue pro- 
ductivity and equitable distribution of income. While 
measuresfor the solution to the problem of inflation 
in the economy are not specifically articulated as in 
the budgets of the past years, most of the measures 
designed to achieve the other objectives spelled out 
above are likely to have favourable implications for 
price‘stability. 

For the achievement of the first two objectives above, 
i.e. foreign exchange‘ savings and increased export 
earnings for attaining a healthy- balance of payments 
position on the one hand and the increased output 
of domestic goods on the othe}, the Government 
is clamping down a complete ban on some imports 
and putting under open licence a Wide range of other 
imports as well as an upward revision of duties on 
some others (see Appendices 1, 2 and 3 for details). 
While these measures would conserve foreign exchange, 
it would also help the growth of domestic industries by 
affording them some measure of effective protection. A 
completely novel measure in this connection is -the 
decision of the Government to afford certain selected 
local industries protection through long term import 
controls by the promulgation of a decree against im- 
ports for a period of at least eight years. 5 

With respect to the desire to increase foreign exchange 
earnings, especially of non-oil exports, and thus reduce 
the great dependence of’the country on oil, the Govern- 
ment is to adopt the strategy of export promotion by 
the granting of fiscal and other incentives, the details of 
which are yet to be worked out.

V 

In order to further the objective of maximum revenue 
productivity, particularly of non-oil tax revenue, the 
Government is to make good the loss of revenue from 
import duties through import controls by thé im- 
position of a nominal excise duty of 5 percent on a 
wide range of manufactures (see Appendix 4 for de- 
tails). 

In addition, certain measures are to be undertaken in 
order to increase the revenue productivity of the in- 
come tax.6 These are in the form of plugging the 

2. This was later revised to N42 ,billion. 
3. Among the more important factors which caused the drop 
in oil revenue and export earnings after 1976, (i) the general cut 
back in output due to the world recession at this time, (ii) the 
general reaction of consumers to oil price increases as well as 
(iii) the official policy of oil reserve conservation in producer 
countries. »

. 

4. “Statement on the 1979/80 Budget”, by Major General 
J.J. Oluleye, Federal Commissioner for Finance (Mimeo, Lagos: 
April 1979), p. 1. 
5. This will,’h0wever, be subject to periodic reviews, preferably 
annually. 
6. These measures are essentially the Government’s adoption 
of some of the proposals made by the Task Force on Tax Admin— 
istration set up by the Federal Military Government in 1978. 
See The Interim Report of the Tax Force on Tax Administration, 
(Lagos: Cabinet; Office, July 1978).
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loop-holes that make the evasion of income tax easy, 7 
the codification and unification of an the country’s 
personal income tax laws and the discontinuation of 
certain generous exemptions and allowances granted to 
companies for tax purposes. 8 

In pursuance of the policy objective of income dis- 
tribution for the attainment of an egalitarian society, 
the GoVernmént is to embark on a programme of highly 
subsidised housing for the low income group with units 
costing as low as %$5,000. The achievement of this 
Objective will also be furthered by the complete ex- 
emption of the relatively low income group from 
the current wage freeze in the country, while the 
abolition of non-taxable allowances of the relatively 
high income group will also help to redress the in- 
come distribution imbalance. 9 

IV. AN APPRAISAL 
From the above review of Government economic 
policy objectives and the measures designed to achieve 
them, the current financial year’s budget strictly con- 
forms to the budgets of the preceding years. There is 

therefore nothing in it that is particularly striking, 
although the prospects of success with respect to 
particular objectives appear better with the greater 
articulation of the measures aimed at their achievement. 
In this connection the fiscal measures to conserve and 
increase foreign exchange reserves in order to improve 
the current worsening of the country’s balance of pay- 
ments are all in the right direction. They should have 
the desired effects, given the fact that other non-fiscal 
complementary measures such as the abolition of foreign 
private expenditure on primary and secondary education, 
the control of the repatriation of share sales and the 
banning of gambling and casinos as it affects the re- 
patriation of the proceeds of the latter should all in- 
crease the possibility of success in achieving this ob- 
jective. 

The measures aimed at economic growth and develop- 
ment in the form of incentives and encouragement to 
both agriculture and industry are also the right ones, 
but doubt exists about their effectiveness. For example, 
the encouragement given through quantitative and 
qualitative effective protection may lead to inefficiencies 
in domestic production either through poorer quality 
manufactures or the inability to satisfy the domestic 
demand for these goods, with the consumers ending up 
worse off. This is observed to be happening currently. 
Although the Government has constantly warned 
iomestic manufacturers against such exploitation of the 
:onsumers, the persistent complaints of the latter against 
;he poor quality and high prices of home-made goods is 
ndicative of the fact that manufacturers have failed to 
need such warning. But their profits have been increasing 
)y leaps and bounds from year to year. The Government 
;h0uld not only take positive steps to enforce standards 
:‘or the quality of domestic goods, but also make manu- 
:'acturers reduce their prices to the benefit of consumers. 
it should also ensure that protection aimed at the growth 
)f particular industries is not extended beyond the full 
growth of such industries so as to make them efficient. 
)0 

One other objective which is well articulated in the 
current budget is that of equity as implemented through 
income redistribution in favour of the low income group. 
While the Government had taken someincome redis- 
tribution measures in the past, all_of’ which are supposed 
to continue, the measures announced in this Budget of 
very low cost housing and the exemption of the low 
income group from the wage freeze as well as the abo- 
lition of non-taxable allowances for the high income 
group should all lead to a greater measure of income re- 
distribution than in the past. However, the latter mea- 
sure, ‘if not extended to the private, sector quickly 
enough, may result in the movement of labour resources 
from the public to the private sector. But in practice 
it is difficult to predict results because of other factors, 
such as inertia, which may serve as barriers to inter- 
sectoral mobility of labour resources. ' 

An important aspect of the 1979/80 Federal Govern- 
ment Budget is the determination of the Government 
to maximise the productivity of its tax revenue, es- 
pecially of non-oil tax revenue, with the aim of reducing 
the economy’s dependence on oil. The announced mea- 
sures, as they affect the personal and company income 
taxes, should go a long way in achieving this objective. 
This is already in evidence, judging from the rush with 
which members of the public are paying taxes, both due 
and in arrears, in order to obtain Tax Clearance Certi— 
ficates to undertake particular transactions in the public 
sector. The Government should extend these measures 
as soon as possible to the private sector as it has promised, 
so as to ensure maximum effectiveness. 
One remarkable feature of this year’s Budget is that 
for the first time ever in this decade, employment as 
an economic policy objective is specifically mentioned 
for attention by the Government. 10 Although, there 

7. For example, in order to identify relatively easily all taxable 
individuals, a systematic numbering of streets is to be undertaken 
all over the country by the relevant responsible local government 
authorities. For the same purpose, registration of all business 
names and premises must be renewed annually, while‘ the re- 
gistration of all professionals in private practice must be made 
by the appropriate Registries to the relevant tax authorities. In 
addition, individuals undertaking certain business transactions 
with Government ministries, departments and agencies are now 
required to provide evidence of tax payment, for at least three 
previous years, by the presentation of Tax Clearance certificates 
before such transactions can be approved. A list of these transac- 
tions is provided in Appendix 5. This measure is also expected to 
be extended to private business transactions at some date in the 
future. 
8. The provision in Section 33 of the Company Income Tax 
Law which grants an exemption of the first fi6,000 of every 
Nigerian company’s profits from tax has now been abolished. 
Also, Section 21 of the same Law is to be amended to make any 
excess life assurance‘premiums transferred to profit and loss 
accounts of Life Assurance Companies taxable. See “Statement 
on the 1979/80 Budget”, by Major Genéral J.J. Oluleye, p. 6. 
9. One such allowance enjoyed by the relatively high income 
group is the basic car allowance. This income class also enjoyed 
in the past the privilege of obtaining car loans from the Govern— 
ment at highly subsidised rates of interest. 
10. Government indictment for the neglect of the employ- 
ment objective in its past budgets was, some time ago, the subject 
of comment (on the 1976/77 Federal Government Budget) by 
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are no specific measures designed to promote this ob- 
jective, as already noted above, the measures aimed at 
stimulating domestic production should have favourable 
effects on the level of employment in the economy. 
However, the measure to ban betting and gambling as 
socially undesirable activities is likely to have a negative 
effect on the employment objective, by increasing the 
rate of unemployment in the economy. This iS: being 
Witnessed already from the several thousands engaged in 
the betting and gambling industry losing their jobs with 
the closing down of the betting and gambling houses. 
Thus, while the Government regards betting and gambling 
as social ills which should be eliminated as a matter of 
social policy, it conflicts seriously in this case with the 
economic policy objective of full employment. 

With respect to the objective of price stability, as al- 

ready observed, while a'good many of the measures 
discussed above should help in furthering this objective, 
it appears as if the Government is not as articulate as 
in the budgets of the past years as far as the fight 
against inflation is concerned. Perhaps the reason for 
complacency is due to the Government’s sense of Con- 
siderable achievement - having brought down the rate 
of inflation by more than half, from about 36 to _1_5 
percent in the last three years. But this is a very wrong 
attitude to adopt, given the fact that gains from the 
battle against inflation can be quickly wiped out if they 
are not consolidated by the continuous application of 
specific anti-inflationary measures. 

In my opinion, the related anti-inflationary measures 
adopted in this Budget will. not go far enough. Although 
encouragement to domestic production would tend to 
ease domestic shortages, on is, however, not sure of the 
extent of its impact. For one thing, the inclusion of 
certain essential food items such as flour in the list 

of imports for which licences are required may create 
the problem of shortages in the event of inadequate 
domestic supply. Moreover, the cut in Government 
expenditure (which has constituted the greatest single 
source of inflationary pressures in'the economy‘ for 
quite some time now) is rather marginal: For example, 
a reduction of only ¥¥76 million in the relatively huge 
defence budget is not likely to have much impact on the 
price level. 

Finally, there are two changes with respect to taxation 
introduced in this year’s Budget which are worth men- 
tioning. The first is the separation, once more, of the 
company from the shareholder for tax purposes. 11 
Thus, the former practice, whereby a certain rate of the 
company’s profits tax (fixed at 50 percent last financial 
year) was payable while dividends to shareholders 
accrued net of this rate of tax, will now cease. (See 
Appendix 6, table 1.) 12 From April 1, 1979, the com- 
pany profits tax rate is fixed at 45 percent while share- 
holders will be subjected to a deemed withholding 
tax rate of 12.5 percent on their gross dividends. One 
important advantage of this separation of the share- 
holder from the company as a corporate entity is the 
fact that it reduces the burden of company taxation on 
the shareholder, thereby making the tax system more 
equitable and thus encouraging investment in shares. 13 
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Editor’s note: 

The new system can be i|lustrated aslfollows: 

Company prbfits 100 
. 

'Company income-tax (45%) 
_ 45 

Dividend distribution . 
, 

‘ 

55 

‘ 
Deéméd withholding tax (imputa- 
tion credit) (12.5%) 

> 

6.875 
Taxable dividend (gross up) r 61.875 

Personal income tax (assume 30%). 
is_30% of 61.875 or '18.5625 
Less imputation credit 

. 

6.875 
Pefsonal income tax due 11.6875 
Totavl tax burden (45 + 11.6875) or 56.6875 

Since the total tax burden under the previous tax system 
amounted to 65% (50% company tax plus 30% personal 
income tax on the distribution), the new system will 
undoubtedly be much more attractive for equity invest- - 

ment‘ 

the present author. It is rather gratifying to note that-the policy 
suggestion in that comment is well taken. See F. Akin Olalokp, 
“The Employment Implications of the 1976/77 Federal Govern- 
ment Budget: A Comment”, 31 Bulletin for International Fiscal 
Documentation 83-85 (1977). 
11. Company profits and dividend taxes in Nigeria have been 
subjected to frequent periodic changes in the last eight years 
or $0. For example, prior to the fiscal year 1972/73, the com- 
pany profits tax was fixed at the rate of 40 percent, while divi- 
dends to shareholders were paid net of_ this tax. Beginning from 
the 1972/73 fiscal year, howev'er, the company profits tax rate 
was increased to 45 percent, while dividends were paid gross 
to shareholders and taxed in their hands by the appropriate 
incorfie tax authorities. As from April 1, 1975, ile. during the 
fiscal yeaf 1975/76: a change was 'again effected in the company 
profits tax, which represented a reversion to the 1972/73 period 
whereby dividends were paid to shareholders net of tax. In the 
1978/79 fiscal year, the company profits tax rate was further in- 
creased from 45 to 50 percent. With the maximum rate of dividend 
payable to shareholders being at the same time increased from 30 
to 40 percent of gross profits, the shareholder received a rate of 
20 percent while the other 20 percent represented a dividend 
tax deducted at source. This was the state of affairs before the 
change in the current financial year’s Budget. 
12. Editor’s note: see the editor’s note accompanying Appendix 6. 
13. One of the traditional arguments used to support the in- 

equity of the company income tax is the additional burden which 
it imposes on the individual stockholder. This additional burden 
takes the form of what has come to be regarded as the “double 
tax” on dividend income. In order to remove, or at least minimize, 
this “double tax” element, methods have been suggested as to 
how the personal and company income taxes can be integrated. 
One such method, which is of relevance in our case here, is the 
“Withholding method”, or “fiattial imputation credit”, where- 
by the Nigerian Federal Government, with effect from April 1, 
1979, is deemed to have withheld 12.5 percent of dividends
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A possible effect of this change, also, is the discourage- 
ment to profit retentions as opposed to distributions 
on the part of companies. The likely advantage of this 
effect is the greater scope for the development and 
growth of a more virile capital market. 
The second change in taxation in the current financial 
year’s‘ Budget is the introduction of what the Govern- 
ment has called a “capital transfer tax” —— a tax which 
essentially tries to combine the gift and inheritance 
taxes that are in use in some industrialized countries. 
Although, the Government’s intention for introducing 
the tax is to encourage the children of relatively rich 
families to work harder and depend less on the wealth 
of their parents, I think its impact will go beyond this. 
For example, it is likely to help the income redistribution 
objective since the rate structure will be progressive. But 
I personally think that the exemption level of less than 
=N100,000 is rather high, considering the fact than an 
individual with an accumulatlon worth N50,000 is 

relatively wealthy in a society like ours. In terms of 
revenue yield, the Government should not expect much 
from the tax, as the base will be quite restricted. 

V. CONCLUSION 
The 1979/80 Nigerian Federal Government Budget, 
being the last by a Military Administration in Nigeria, 
at least for now, rounds off the series of annual budgets 
of the last ten years. The measures in this particular 
Budget are designed to provide solutions to most of the 
nagging problems in the Nigerian economy. These 
problems, which include inflation, balance of payments 
deficits, economic development and growth as well as 
unemployment among the more prominent ones, 
have engaged the attention of the Government through- 
out the decade since the end of the Nigerian civil war 
in January 1970. 
Although the Government achieved some measure of 
success in finding solutions to these problems, they 
are still more or less with us in varying degrees of 
severity. This fact is reflected in the Government 
economic and social policy objectiveS‘as set out in 

the current budget and the corresponding measures 
.designed to achieve them. For example, while the 
danger of inflation, which was very serious at the 
beginning of the decade and for most of it, appears 
to have been warded off somewhat, with its rate having 
been brought down considerably, it still persists in 
the economy. The problem of balance of payments 
deficits, which appeared to be solved towards the 
middle of the decade, has reappeared with renewed 
vigour. The problem of economic growth and develop- 
ment, especially as it relates to dependence on oil is 

still a source of concern, while the Government has now 
identified unemployment, though rather belatedly, 
as a problem that must also be taken care of. 
The limited success of the Government in tackling these 
problems is partly due to conflicts in the application 
of fiscal and other policy measures, but more importantly 
to developments in the international economy, which 
is completely outside the control of the Government. 
Most of the measures in the 1979/80 Budget are in 
the right direction that will lead to solutions to the 
above problems. As we go into the 19808 and with the 
takeover of the management of the economy by a 
Civilian Administration from October 1, this year, 
it is hoped that measures in future budgets will continue 
in the right direction, not only to consolidate the past 
successes of the 'outgoing regime, but ' also for the 
attainment of a greater measure of success in achieving 
the stated economic and social policy objectives of the 
Government. 

in the form of tax paid at source by stockholders, which is 

later credited against their income tax liability‘ with respect 
to the dividends.

V 

In Table 1 (Appendix 6), we demonstrate the amount of ad- 
ditional tax burden on the stockholder by the imposition of a 
50 percent rate of company income tax as it operated in Nigeria 
before April 1979. In Table 2 of the same Appendix, we try to 
show how the newly introduced imputation credit of 12.5 
percent results in the removal of some 12.5 percent of the ad- 
ditional burden, for all income groups, of the 50 percent company 
income tax as it operated previously. The calculations in these 
two tables are based on those used by Joseph A. Pechman in his 
Federal Tax Policy (Washington, D.C.; Brookings Institution, 
1971), pp. 141 and 145. 

(Appendices on next pages) 
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APPENDICES 

Appendix1 
The list of banned or prohibited imports 

(1) Artificial flowers or fruits or parts thereof 

(ii) Fireworks 
(iii) Footwear uppers 
(iv) Tooth paste 
Source: "Statement on the 1979/80 Budget", by Major General J.J‘ 

Oluleye, p. 4. 

Appendix 2 
The list of items under import licence 

(i) Plastic pipes (39.02D and 39.07M) 
(ii) Polyethylene and regenerated cellulose film (chapter 39) 
(iii) Blankets (61.01) 
(iv) Asbestos roofing sheets (68.128) 
(v) Tubes and pipes of cast iron or steel (not exceeding 8 Cm in 

diameter) (73.17C and 73.18C) 
(vi) Corrugated galvanized roofing sheets (7313A) 
(vii) Primary cells a'nd batteries (1.5 volts) size “UM1,” "B20" 

and all batteries of physical size similar to U2 size "D" 
(viii) Paper napkins, paper serviettes and similar tissue paper (4821) 
(ix) *Cosmetics and perfumery (33.06) 
(x) Sewing thread (55.05A and 55.06A) 
(xi) Trailers (87.148) - 

(xii)' Sugar (cube and granulated) (17.01) 
(xiii) Sewing machines (84.41) 
(xiv) Jute fibre and similar vegetable fibre (57.03 and 57.04) 
(xv) Wheat and mes|in (mixed wheat and rye) (10.01) 
(xvi) Rye (10.02) 
(xvii) Barley (10.03) 
(xviii) Oats (10.04) 
(xix) Rice (10.06) 
(xx) Buchwheat, millet, canary se'ed, grain sorghum and other cereals 

(1007) 
(xxi) Butter (0403) 
(xxii) Cheese (04.04) 
(xxiii) Footwear soles and hee'ls 
(xxiv) Frozen beef 

Source: As for Appendix 1, p. 5‘ 

Appendix 3 
The list of items for which import duties have been increased 

Items Old rates of New rates of 
import duty import duty 

% % 
(i) Refrigerator components 5 20 
(11) Plastic pipes 

' 

2o 331/3 
(iii) Tubes and pipes of cast iron 

and steel 331/3 30 
(iv) Flat galvanized iron sheets 
(v) Fabricated steel/aluminium 

structures 10 20 
(vi) Recorded tapes (excluding 

master tapes) 2O 662/3 

Source: As for Appendix 1, pp. 34. 

Appendix 4 
The list of home-made goods o_n,.which a nominal 

duty of 5% has been imposed 
(i) Sound recorders 
(ii) Reproducers and record players 
(iii) Kerosene cookers 
(iv) Clocks and watches 
(v) Socks and stockings 
(v‘i) Mattresses and piHows 
(vii) Glassware 
(viii) Calenders and greeting cards 

Source: As for Appendix 1 
, 

p.‘ 4. 

Appendix 5 
The list of business transactions with the Government for 

’ which tax clearance certificates are prerequisites 

(i) Application for small business loans from non-government ap- 
plicants 

(ii) Registration of vehicles for the first time 
(iii) Application for a gun licence 
(iv) Permission to remit funds abroad 
(v) Tenders for government contracts 
(vi) Property transfer documents 
(vii) Trading licence

I 

(viii) Acquisition of Certificate of Occupancy 
(ix) Approval of building plans 
(x) Seeking election for political Office 
(xi) Application to acquire plots of land 
(xii) Application to acquire import/export licence 
(xiii) Application 10 acquire Buying Agent's licence 
(xiv) Application for pools or gaming licence (as and when 

applicable) 
(xv) Application for registration as contractor with the Government 
(xvi) Application for distributorship 
(xvii) Application for Approved Users Certificate 
Source: As for Appendix 1. 
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Appendix 6 

Table 1 

Nigeria: Additional burden of the company income tax on N100 of company's income 
at a 50% rate as it operated before the 1979/80 fiscal year 

(1) (2) (3) (4) (5) (6) 
V 

(7) 

Marginal Company Company Dividends Stockholders Total Additional 
personal income tax received personal tax burden of 
income before at 50% by income burden company’s 
tax rate stockholders tax tax 

percentages) 

O 100 50 50 O 50.0 50.0 
10 100 50 50 5.0 550 450 
20 100 50 50 10.0 60.0 40.0 
30 100 50 50 15.0 65.0 35.0 
40 100 50 50 20.0 70.0 30.0 
50 100 50 ' 50 25.0 750 25.0 
60 100 50 ’ 50 

' 

30.0 800 20.0 
.70 100 

_ 

5O 50 35.0 85.0 15.0 

Notes: Column (4) 2 column (2) ~ column (3) 
Column (5) =' column (4) — column (1) 
Column (6) = column (3) — column (5) 
Column (7) = column (6) — column (1) 

Table 2 

Nigeria: Protion of the additional burden of the company income tax removed through the 
withholding of 12.5 percent of dividends received as from April 1, 1979 

Marginal Addiiionai Deemed withholding credit Percentage of 
individual burden additional 
income tax resulting Amount Tax on Net credit burden of 

rate from deemed to amount company’s income 
percentages) company's be withheld deemed to tax removed by 

income tax at source be withheld dividend credit 
(1) (2) (3) (4) (5) (6) 

O 50 6.25 O 6.25 1.25 
1O 45 6.25 0.62 563 12.5 
20 40 6.25 1.25 500 12.5 
30 35 6.25 1.87 4.38 12.5 
40 30 6.25 2.50 3.75 125 
50 25 6.25 

_ 
3.12 3.13 12.5 

60 20 6.25 375 2.50 12.5 
70 15 6.25 4.37 1.88 12.5 

Noles: Column (2) 1 column (7) of table 1 

Column (3) = 12.5% of N50 
Column (4) ~'— column (1) x column (3) 
Column (5) = column (3) — column (4) 
Column (6) = column (5) + column (2)

/ 

Editor’s Note 

The following illustrates the Nigerian cor- 
porate-shareholder tax system applicable 
prior to April 1, 1979: 

Company profits 100 
Company income tax (50%) 50 
Dividend distribution 

‘ 
50 

Personal income tax 
(assume 30%) 15 
Total tax burden 65 

In a fully integrated corporate-shareholder 
income tax system the-shareholder would 
have been subject to a tax ‘of 30% of 100 
or 30. Therefore, the additional burden of 
the companyincome tax is 65 — 30 or 
35 (cf. Appendix 6, table 1, column 7, 
line.4). 

Under the new system which'is applicable 
on or after April 1, 1979 the computation 
is as follows (note that for convenience’s 
sake the rate of corporate income tax is 

also deemed to be 50%, whereas in fact it 
was reduced to 45%): 

- Company profits 100 
Company income tax (50%) 50 
Dividend distribution 50 
Deemed withholding tax (impu- 
tation credit) (12.5%) 6.25 
Taxable dividend (gross up) 56.25 
Personal income tax (assume 
30%) is 30% of 56.25 or 16.87 
Less imputation credit 6.25 
Personal income tax due 10.62 
(which equals 15 (cf. Appendix 6, 
table 1, column 5, line 4) less 
4.38 (cf. Appendix 6, table 2, 
column 4, line 4)) 
Total tax burden (50 +, 10.62) or 60.62 

' 

(which equals 65 (cf. Appendix 6, 
table 1, column 6, line 4) less 
4.38 (cf. Appendix 6, table 2, 
column 4, line 4)). 
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Indonesia: 
Tax Incentive Package to Support the Third 
FiVe -Year Development Plan (1979 -1984) 
by Jap Kirfi Siong * 

I. INTRODUCTION 
The guidelines of the taxation policy in Indonesia for the third Five-Year 
Development Plan, April 1, 1979 to March 31, 1984 — also referred to as 
Pelita 111 (an abbreviation of the Indonesian term “Pefnbangunan Lima 
Tahun”) - were announced by the President of the Republic of Indonesia in 
his Instruction No. 6 of 1979, dated March 26, 1979. 

The taxation policy is in conformity with ,the existing “Development Tri- 
logy” of the earlier Pelitas of Indonesia, in fact, the Development Trilogy in 
Pelita III is the same as in the first two Pelitas. It encompasses the following 
alms: 
(1) the equalization Of economic development including the furthering of an 

equal distribution of income from development; 
(2) the achievement of a greater economic growth; and 
(3) the maintenance of a reasonably stable economic equilibrium which is 

strong and sufficiently high, but without developing substantial un- 
employment on the one hand or upward or downward movements in the 
general price level on the other hand. 1 

The target of the economic policy of Pelita I (1969-197 4) was to rehabilitate 
the economy devastated by four years of civil strife. The 1970 tax amend- 
ments were.more enterprising for they were to provide people with enough 
purchasing power to encourage consumption and saving as well as invest.- 
ment. 2 - 

Pelita II (1974-1979) focussed more on stimulating a rapid growth in the 
gross national product and concentrated on the development of the petrol- 
eum and gas sectors of the economy. Amendments in production sharing 
contracts for petroleum"and in the work contracts for mineral mining 
reflected this tax policy of Pelita' II. 3 

At present, Pelita III (1979-1984) is concentrating on the development of 
the non-petroleum sector of Indonesia’s economy. It therefore strives to 
develop the agricultural sector and to increase investments in labour-inten- 
sive and export-oriented industries, with special emphasis on small and 
medium-sized manufacturing enterprises.‘4 It will concentrate now on 
developing export-oriented industries and move away from the import- 
substitution policy adopted during the first two Pelitas. 

The three objectives of the taxation policy are in conformity with the 
Developmental Trilogy scheme of the Pelitas: 
(1) to provide that tax revenue is the main source for the stage budget, 

not foreign aid (see Table 2); 
(2) to encourage an increase in investment and production; and 
(3) to equalize the distribution of income in the society._ 

The taxation policy followed by the government to support the Develop- 
ment Trilogy of Pelita III emphasizes a better calculation of the corporate 
income tax. To achieve this, it is considered necessary that companies keep 
open and orderly business records in order to facilitate the assessment and 
the collection of tax by the tax administration. 
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* Senior associate of the Internationa 
Bureau of Fiscal Documentation. 
1. “Kebijaksanaan pemerintah dibidan 
perpajakan yang baru hakekatnya mancar 
wasit yarig obyektip” (Government polic 
in the fie}d of new taxation essentially t 
find a referee who is Objective), Berit 
Pajak (Tax News), Jakarta, No. 582, Apri 
2, 1979, at 12. 
2. “Berkenaan Dengan Disahkannja Lim 
R.U.U. Perubahan dan Tambahan Dibidan 
Perpadjakan” (Concerning the Enactmen 

‘ of Five Bills with Amendments and Addi 
tions in the Field of Taxation),Perpadjaka 
Indonesia (Indonesian Taxation), Jakarta 
No. 10, 1970, at 4; see also Jap Kim Siong 
“Tax incentives and income tax liability o 
foreign business enterprises operating i 

Indonesia as affected by the 1970 amend 
ments laws”, Bulletin for Internationa 
Fiscal Documentation 26:3 (1972), at 105 
3. See Mochtar Kusumaatmadja, Minin 
Law, (Bandung, 1974) and Robert Fabri 
kant, Oil Discovery and Technical Chang 
in Southeast Asia. Legal Aspects of Produc 
lion Sharing Contracts in the Indonesia 
Petroleum Industry, Second Edition (Insti 
tute of Southeast Asia Studies, Singapore 
1972). 
4. “Kebijaksanaan perpajakan 27 mare 
1979 menguntungkan badan usaha keci 
dan menengah” (Tax policy of March 27 
1979 favours small and medium-size 

» enterprises), Berita Pajak, Jakarta, No. 583 
Apri19, 1979, at 7.
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[n addition, tax incentives will be granted to increase in- 
vestment by the private sector, t_o equalize redistribu- 
tion of income and to increase state revenue. 5 See 
further, Table 3 through 9 for the steady increase in 
revenue since the establishment of the Five-Year De- 
velopment Plans. 
As a consequence of the announced taxation policy for 
Pelita III, the Minister of Finance has enacted the 
following tax measures: ‘ 

[1) Indonesian enterprises which use an Indonesian pub- 
lic accountant to prepare their audit reports are 
granted a reduced corporate_income tax and tax 
amnesty; - 

[2) Revaluation of fixed tangible assets of enterprises 
will be taken in 1979;

' 

[3) Reduction of the general corporate income tax and 
the special corporate income tax for cooperatives; 

[4) The use of the LIFO (last in, first out) system of 
inventory if the company keeps good and complete 
bookkeeping records and its financial statements are 
audited by an Indonesian public accountant as of 
the tax year ending June 30, 1979; 

[5) Amendments to the tax incentives granted to com- 
panies which go public through the Indonesian 
stock exchange;

‘ 

[6) Tax amnesty will be granted to local investors who 
invest in priority'industries in Indonesia; 

(7) Tax incentives will be granted to companies in 
which capital is divided into shares and which 
reinvest their undistributed profits; 

(8) Reduction of the domestic sales tax; and 
[9) An increase in import duty and sales tax on importa- 

tion. 
This article aims to set out the major provisions of the 
tax incentive package designed to support and achieve 
the goals of the Development Trilogy in the third Five- 
Year Plan. 6 The tax measures must be seen in the 
light of the purposes of the plan: to improve tax com- 
pliance by corporate taxpayers on the one hand, and to 
increase revenue to the tax administration on the other. 
The tax incentive package designed to improve tax com- 
pliance by corporate taxpayers is known as the March 
27, 1979 Tax Package — (1)-(7) aboye — whereas the 
tax incentive package concentrated on indirect taxes is 
known as the April 19, 1979 Tax Package. 

l. TAX AMNESTY AND REDUCED CORPORATE 
INCOME TAX TO ENTITIES WHICH USE 
PUBLIC ACCOUNTANTS 

n order to increase the participation of the entire 
‘ommunity, and in particular the business society, in 
he development of Pelita III, it was considered neces- 
ary to provide measures to encourage and increase 
he collectiori of corporate income tax. To achieve this 
;0al it was believed important to create a favorable 
:limate for the business world in the form of more 
)bjective and reasonable tax assessments based upon the 
*xistence of an orderly and open commercial adminis- 
ration by businessmen disclosing the actual results of 
heir business operations. 

'6 

The use of Indonesian public accountants by Indonesian 
business enterprises to administer, control and prepare 
their audited reports is to serve as a yardstick for this 
purpose. Therefore, specially prescribed tax incentives 
may be granted to busi'ness enterprises who keep proper 
records and conform to the governmental policy of dis- 
closure. If companies are ready “to go naked”, they will 
not be prosecuted for previous tax evasion or other 
abuses. 
In addition, reduced corporate income tax will be given 
to companies using public accountants to audit financial 
statements. At present, many local enterprises refuse to 
open their books to independent auditors, apparently 
preferring to negotiate tax assessments with tax officials 
directly. 

, The tax incentives given to companies using public 
accountants to audit financial statements are designed 
to eliminate secrecy and bargaining about taxes. 
Major General Slamet Danusudirjo of the State Planning 
Agency stated in Jakarta on September 3, 1977 that 
more than US$ 3.8 billion, or about 40 percent of the 
national budget, would be saved annually if all Indone- 
sians were to work honestly without resorting to corrup- 
tion or taking bribes. 7 

Of the 730 registered foreign companies in Jakarta only 
444 or 61 percent use a public accountant and of the 
841 registered Indonesian or domestic companies situ- 
ated in Jakarta only 46 or 5.5 percent use a public 
accountant. 8 '

- 

Effective as of the 1979 and subsequent tax years, tax 
incentives will be granted to entities which are subject 
to corporate income tax in Indonesia and which use an 
independent public accountant to audit their financial 
statements, all in accordance with the requirements 
prescribed in the Decree of the Minister of Finance 
No. 108/KMK.07/1979, of March 27, 1979. 

Requirements of the Decree of March 27, 1979 
Public aécountants must be in possession of a legal per- 
mit to perform the services of a public accountant in 
Indonesia. ' 

No employee or member of the management of a public 
accountant’s office or their families must have work or 
financial relations, directly or indirectly, with the 
business enterprise or its subsidiaries to be audited by 
them. ' 

The conduct of the accountant’s audit must be in ac- 
cordance with the accountant’s audit norms and Code 
of Ethics prescribed by the Accountants’ Association of 
Indonesia. Further requirements on the norms and 

5. “Serangkaian Kebijaksanaan pemerintah dibidang pajak 
perseroan” (Efforts of the Government Policy in the Field of 
Corporate Income Tax), Berita dak, Jakarta, No. 582, April 2, 
1979, at 5. 
6. Peraturan Perpajakan Dalam Pelita III (Pajak Perseroan) (Tax 
Regulations within the third Five-Year Plan (Corporate Income 
Tax))(Jakarta, 1979). . 

7. Singapore Economic Bulletin, October 1977 at 51. 
8. “Keringanan pajak menuju Keterbukaan” (Tax incentives 
directed to open administration), Berita Pajak, Jakarga No. 582, 
April 2, 1979. 
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content of the financial reports prepared by public 
accountants are prescribed in the Annexes to the 
Decree. 
The financial report of an enterprise audited by a pub— 
lic accountant shall be submitted to the Head of the 
Tax Inspection Office within a maximum period of 
12 months after the end of the tax year. It shall be used 
as the basis for obtaining reduced corporate income tax 
rates and tax amnesty. 
The public accountant may use any one of the following 
qualifications when submitting his report: — unqualified opinion; — qualified opinion; — no opinion; — adverse opinion. 
“Unqualified opinion” means “correct without reserva- 
tions”, “qualified opinion” means “correct with reserva- 
tions”. 
With respect to audit reports on which an unqualified 
opinion has been given, the Head of the Tax Inspection 
Office may only make limited tax corrections on 
matters which are of a juridical tax nature based on the 
provisions of the tax law. 
In cases when a qualified opinion has been given, besides 
the limited tax corrections based on tax law provisions, 
the Head of the Tax Inspection Office may make cor- 
rections on matters involving the reservations made. 
If the audit report contains “no opinion” or an “adverse 
opinion”, the taxpayers are not eligible for tax relief 
and the Head of the Tax Inspection Office may make an 
assessment at his discretion. - 

In cases of an unqualified opinion or a qualified opin- 
ion, before the tax assessment is made, the Head of the 
Tax Inspection Office shall notify the enterprise in writ- 
ing of the fiscal corrections made, and send a copy to the 
public accountant involved. When an enterprise objects 
to the corrections made it can submit its case to the 
Director General of Taxes within a period of 14 days 
after the receipt of the notification. As long as the 
case has not yet been decided upon by the Director 
General of Taxes, the Head of the Tax Inspection Office 
concerned shall postpone his tax assessment. 

Tax incentives 
(a) Tax amnesty 
Taxpayers subject to corporate income tax will not be 
prosecuted for tax evasion nor will they be assessed on 
any taxes payable in 1978 and earlier years, if new facts 
result from the use of an independent public accountant 
to audit the financial statements of the enterprise. 

(b) Reduced corporate income tax 
The reduced corporate income tax effective as of the 
tax year ending after June 30, 1979 and in following 
years with respect to entities which use independent 
public accountants to audit their financial statements is 
as- follows: 
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Taxable profits Percentage 
— on the first 100 million Rp 20 — on the next 250 million Hp 30 — on the remainder 45 

For normal rates, see below. 

III. THE 1979 REVALUATION OF FIXED ASSETS 
Due to the development of economic and monetary 
conditions and the increase of prices at present, both 
within Indonesia and in foreign countries, it is con- 
sidered necessary to give businesses the opportunity to 
revalue their fixed assets. Granting the right to such a 
revaluation is further aimed at creating a favorable 
climate for the business world. and to achieve an appro- 
priate taxation system in conformity with the Develop 
ment Trilogy. 
By virtue of the Decree of the Minister of Finance No 
109/KMK.04/19’79 of March 27, 1979, entities dom 
iciled in Indonesia which are subject to corporate in 
come tax may opt for revaluation of their fixed tangibl 
assets acquired between 1960 and 1978 in order to dea 
with inflation, except for land and rights on land. 
The date for the revaluation of fixed assets is January 1 
1979. Taxpayers who desire to make use of the revalua 
tion of fixed assets may do so at the latest on Decembe 
31, 1979 in accordance with the rules set out in th 
Decree involved. The date has been extended to Marc 
31, 1980 by virtue of the Decree of the Minister 0 
Finance No. 551/KMK.04/1979 of December 20, 1979 
Fixed assets which qualify for revaluation include: 
(1) buildings, construction sites and their supplemen 

tary facilities (such as roads, bridges); 
(2) machinery, heavy equipment and accessories; 
(3) transportation means and office equipment; 
(4) ships, airplanes and their equipment; 
(5) plantations of hardy plants that are more than tw 

years 01d. 
For multipliers see Table 1. 
Fixed assets eligible for revaluation must fulfill th 
following requirements: 
(a) they must be in use by the enterprise at the mome 

of revaluation; 
(b) according to the enterprise’s plans they are n0 

intended to be transferred or sold; and 
(c) the fixed assets were acquired during the tax year 

1960 through 1978. 
Entities which decide to revalue have to revalue all thei 
qualified fixed assets. Only those entities which kee 
books of accounts in Indonesia in such a manner tha 
the value of acquisition of the fixed assets, repairs an 
changes as well as the amount of the depreciation of th 
fixed assets can clearly beseen are eligible. In addition 
revaluation is not granted to entities which are permi 
ted to keep their bookkeeping in foreign curren 
instead of in Indonesian rupiahs. 
The acquisition value of a fixed asset and its aggregat 
depreciation up to the moment of revaluation shall b



multiplied by the multiplier pertaining to that fixed 
asset and the balance of the adjusted acquisition value 
and depreciation constitute the new value of the fixed 
asset on January 1, 1979. The difference between the 
new value of the fixed asset and its fiscal book value at 
the moment of revaluation is recorded as “Balance of 
revaluation of fixed assets January 1, 1979”. 
For plantations the acquisition value is the value at the 
moment the plantings are ready to start production. 
Fixed‘ assets whose value is in old rupiahs (whiéh were 
Valid before 1966) shall first be converted into new 
rupiahs at the ratio of 1,000 old to one new rupiah. 
Depreciation with respect to revaluation of fixed» assets 
Depreciation taken on the new value of fixed assets is 
:omputed as follows: 
'1) For fixed assets the useful life of which at the 

moment of acquisition is estimated to be ten years 
or less, the depreciation is spread over the remaining 
useful life increased by three years, up to a maxi- mum of ten years; 

2) For fixed assets the useful life of which at the 
moment of acquisition is estimated to be more than 
ten years, the depreciation is calculated as follows: 
(a) where the remaining useful life is five years or 

more, the depreciation is spread over this period; 
(b) where the remaining useful life is less than five 

years, its depreciation is spread over five years. 
I'ax incentives 
1) The balance between the new and' the. old fiscal 

book value of the fixed assets is exempt from cor- 
porate income tax. . 

2) That part of the revaluation gain which is capitalized
_ 

is exempt from stamp duty on corporate rights. 
3) Distribution of bonus shares or registered increaseé 

in the nominal value of *stock, without additional 
payments by the shalehblders‘, resulting from the 
capitalization of the revaluation gain is exempt' 
from: (i) the corporate income tax; (ii) the indivi- 
dual income tax; and (iii) the tax on interest; 
dividents and royalties. 

4) In case revaluation of fixed assets has taken place 
and tax evasion has been found no corporate income 
tax assessment will be made retroactively for the 
1978 and previous tax years. 

ianction 
f later it is proved that the obligations and require- 
ments set out in the 1979 Decree concerning revaluation 
>f fixed assets have been violated, corporate income tax 
hall be levied on the amount of the revaluation gain at 
he rate of 10 percent and other sanctions shall apply in 
‘ccordance with the current law. 

V. REDUCTION OF CORPORATE INCOME TAX 
n order to support the Development Trilogy in the 
hird Five-Year Plan it is necessary to create a more 
avorable tax climate for businessmen. In addition 
11 appropriate taxation scheme should be devised which 
nay also become the basis of improving the taxpayers’
8 

discipline and compliance. As a consequence a reduction 
of the general rate of corporate income tax with respect 
to cooperatives was introduced by the Decree of the 
Minister of Finance No. 110/KMK.04/1979, of March 
27, 1979. The rate structure of the corporate income 
tax in comparison with the old rate structure is shown 
in the following examples. 

A. Normal rate of corporate income tax 
'(1) Prior to 1979 
Total taxable profit was subject to a 20 percent rate. In 
addition, if the profit exceeded 10,000,000 Rp., an 
additional tax was levied at the rate of 25 percent of the 
amount in excess thereof. In practice when computing 
the tax the normal rate of 20 percent was levied on pro- 
fits of up to 10,000,000 Rp. The excess, if any, was 
taxed at 45 percent. Both methods of calculation have 
the same result and produce a tax burden of 20 to 4.5 
percent. 
Prior to 1970 the rate of the corporate income tax was 
progressive, ranging from 20 to 60 percent. As of 1970 
the rate of tax was reduced to a flat 20 percent, with an 
additional rate of 25 percent if the taxable profit ex- 
ceeded 5,000,000 Rp. It was further provided that the 
amount which is exempt from the additional tax of 
25 percent will be fixed for every tax year. 9 The 
amount of 5,000,000 Rp. has been increased 'to 
10,000,000 Rp. for tax years ending after June 30, 
1974. 10 

(2) 1979 and subsequent years- 
Taxable profits Percentage — on the first 25,000,000 Rp. 20 f on the next 50,000,000 Rp. 30 — on the remainder 45 

B. Special corporate income tax rates for 
cooperatives 

(1) Prior to 1979 
The balance of the 

cooperative proceeds Within a 5- After a 5-year 
after deduction of year period period since 
refunds to its of its estab- its establish- 

members in percent lishment ment 
of the contributed (percentage) (percentage) 

capital 
- up to 5 percent 0 , 5 — between 5 and 10 

percent ~ ' 5 10 
—- more than 10 per-

_ 

cent 10 2O 

9. At the moment of this amendment effected by Law No. 8, 1970 (LN 1970 No. 43) it was found that, in general, corpora- : 

tions in Indonesia earned less than 5,000,000_Rp. in profits per 
year. Jap Kim Siong, “Tax incentivies and income tax liability of 
foreign business enterprises operating in Indonesia as affected by 
the 1970 amendment laws”, Bulletin for International Fiscal 
Documentation 26:3 (1972), at 105. - 

10. Decree of the Minister of Finance, N0. KEP—1169/MK/II/11/ 
1973, dated November 20,1973. 
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(2) 1 979 and subsequent years 
Within a 10- After a 10- 
year period year period 
of its estab- of its estab- 
ment - ment 

(percentage) 
— profit up to 

10,000,000 Rp. exempt 2.5 
- on the next >

. 

25,000,000 Rp. exempt 5 — on the remainder ‘ exempt 10 

The reduction of the general corporate income tax can be illustra- 
ted as follows: 

I. Old corporate income tax rate 
1. Taxable profit up to 10,000,000 Rp. 
2. Remainder 

20 perceni 
45 percent 

Example /. 
Assume the taxable profit is 80,000,000 Rp. The corporate 
income tax is calculated as follows: 

10,000,000 Rp. x 20 percent 
70,000,000 Rp. x 45 percent __ 

31,500,000 Rp. 

Total tax amount 3A3;500,000 Rp. 
Effective rate — 41.9 percent 

2,000,000 Rp. 

Example ll. 
'

. 

Assume the taxable profit is 500,000,000 Rp. The corporate 
income tax is calculated as follows: 

10,000,000 Rp. x 20 percent = 
490,000,000 Rp. x 45 percent 
Total tax amount 

2,000,000 Rp. 
220,500,000 Rp. 

222,500,000 Rp. 
Effective rate — 44.5 percent 

II. New corporate income tax rate 
1. Taxable profit up to 25,000,000 Rp. 20 percent 
2. The foHowing 50,000,000 Rp‘. 30 percent 
3. The remainder 45 percent 

Example I. . 

Assume the taxable profit is 80,000,000 Rp. The corporate 
income tax is calculated 'as follows: 

25,000,000 Rp. x 20 percent = 5,000,000 Rp. 
50,000,000 Rp. x 30 percent = 15,000,000 Rp. 
5,000,000 Rp. x 45 percent = 2,250,000 Rp. 

22,250,000 Rp. 
Effective rate — 27.8 percent 

Total tax amount 

Example I]. 
If the taxable profit is 500,000,000 Rp. The corporate income 
tax is calculated as follows: 

25,000,000 Rp. ' x 20 percent 
50,000,000 Rp. 'x 30 percent 

425,000,000 Rp. x 45 percent 

5,000,000 Rp.
I 

15,000,000 Rp. 
191,250,000 Rp. 

211,250,000 Rp. 
Effective rate —— 42.25 percent 

II 

II 

Total tax amount 
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V. THE USE OF THE LIFO SYSTEM FOR 
INV'ENTORY 

One of the decisive factors in calculating the taxable 
profit of a company is the system of inventory valua- 
tion. In general, inventory may be valued at cost or at 
market value, whichever is lower. However, Where the 
price level tends to increase, the application of this rule 
may result in a loss for the enterprise. 
Considering that the development stategy in Indonesia 
is based on the Development Trilogy, including ‘a 

sufficient economic growth, it is deemed necessary to 
provide a relief for the survival and growth of the 
business world. 
By virtue of the Decree of the Minister of Finance 
No. 111/KMK.04/1979, of March 27, 1979,5companies 
may opt to apply the LIFO (last in, first out) system for 
the first time in the' 1979 tax year. The use of the LIFO 
system may only be applied if the company keeps a 
good and orderly bookkeeping system and its financial 
statements are audited. by an independent public ac- 
countant. The Head of the Tax Inspection must approve 
the use of the LIFO system after the company submits 
a written application. Once the LIFO system is applied 
it must be used consistently and continuously. 

VI. TAX INCENTIVES TO COMPANIES GOING 
PUBLIC 

The Development Trilogy in the third Five-Year Plan 
emphasizes the importance of an equal distribution of 
income to improve the welfare of the people. In an 
effort to achieve a more equitabl’e income distribution 
and to mobilize public funds for productive development 
projects, various tax incentives are offered to Indonesian 
companies selling their shares through the stock ex- 
change to private individuals of Indonesian nationality 
or to entities specified. by the Minister of Finance in his 
Decree No. KEP 1677/MK/II/12/1976, of December 28, 
1976. This decree provides tax incentives to those com- 
panies selling their shares through the stock exchange 
only during the calendar years 1977 through 1981. 
(There have only been three listings on the Jakarta stock 
exchange since 1977, namely, P.T. Semen Cibinong, a 
U.S.-Indonesian cement venture, P.T. Century Textile 
Industry (abbreviated Centex), a Japanese-Indonesian 
integrated textile venture), and P.T. British-American 
Tobacco Manufacturers (abbreviated B.A.T.).) 
To support the Development Trilogy in the third 
Five-Year Plan the temporary rules of the 1976 decree 
were amended and supplemented to become permanent 
by the Decree of the Minister of Finance No. 112/KMK. 
04/1978, of March 27, 1979. In other words, the 
temporary 1976 decree applies to the yeaxs 1977_,to 
1981 whereas the permanent 1976 decree applies to 
1979 and subsequent years. However, both rules in the 
said decrees apply for the calendar years 1979 through 
1981. The provisions at present may be summarized as 
follows: ‘
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A. Revaluation of fixed assets 

The revaluation value is to be the maximum reasonable 
value as determined by the appraiser appointed for this 
purpose by the Minister of Finance. 
The term fixed assets does not include land and rights 
to land nor are intangibles and current assets eligible for 
revaluation. The Director General of Taxes must ap- 
prove the revaluation value of the assets determined by 
the appointed appraiser. 
Depreciation of the reasonable (revalued) value of the 
fixed assets of the company is computed as follows: 
1. Fixed assets the useful lifé of which at the moment 

of acquisition is estimated to be ten years or less: 
the depreciation is spread over the useful life which 
remains according to the records increased by two 
years (maximum ten years); , 

2. Fixed assets the useful life of which at the moment 
of acquisition is estimated to be ten years or more: 
the depreciation -is calculated as follows: 
(a) where the useful life which remains according 

to the records is three years or more, the depre- 
ciation is based on the useful life which remains 
according to the records; 

(b) where the useful life which remains according to 
the records is less than three years, depreciation 
is based on a useful life of three years. 

B. Reduced corporate income tax rates for companies 
going public 

(‘1) 1977 to 1981 
Companies selling their shares during ‘the calendar years 
1977 through 1981 through the stock exchange obtain 
a reduced corporate income tax liability as follows: — for companies selling at least 30 percent of their 

shares, the corporate income tax on taxable profits 
exceeding 10,000,000 Rp. shall be reduced to 
35 percent; and -

- — for companies selling at least 51 percent of their 
shares, the corporate income tax on taxable profits 
exceeding 10,000,000 Rp. shall be reduced to 
25 percent. . 

'2) 1979 and subsequent years 
30mpanies selling their shares through the stock e'x- 
:hange in 1979 and later years obtain the following 
*educed corporate income tax: 
~ for companies selling at least 20 percent'of their 

shares: — on the first 200,000,000 Rp. 
' 

20 percent — on the next 350,000,000 Rp. 30 percent — on the remainder 45 percent 
— for companies selling at least 35 percent 20f their 

shares: - on the first 300,000,000 Rp. 20 percent — .on the next 450,000,000 Rp.‘ 30 percent — on the remainder 45 percent 
- for companies selling at least 51 percent of their 

shares:
1 — on the first 450,000,000 Rp. 

00 
20 percent 

— on the next 600,000,000 Rp. 30 percent - on the remainder 45 percent 
Companies selling their shares during 1979,1980 and 
1981 may opt for the reduced corporate income tax. 
rate mentioned under either (1) or (2) above, whichever 
is more favorable for them. 

C. Tax exemption from individual income tax for 
private Indonesian individuals buying shares 

By virtue of the Decree of the Minister of Finance No. 
KEP.1676/MK/II/12/1976, of December 28, 1976, 
individuals buying shares through the stock exchange 

' shall be exempt from net wealth tax, individual income 
tax and tax on interest, dividends and royalties. No 
investigation into the origin of the capital used for 
share purchases shall be made if the capital does not 
exceed 10,000,000 Rp. However, this exemption 
applies only to private individuals buying shares through 
the stock exchange not in connection with their busi- 
ness or profession, e.g. not a stockbroker. 
Capital gains derived by private individuals from the sale 
of shares through the stock exchange are exempt from 
individual income tax notwithstanding any provision to 
the contrary in the Income Tax Ordinance. Note that 
the purchase must have taken place during the validity 
of the present Decree, i.e. during the calendar years 
1977 through 1981. ' 

D. Stamp duty on the purchase or sale of securities 
Stamp duty is payable on the purchase or sale of securi- 
ties by a stockbroker who performs his services in 
Indonesia in the stock exchange. The stamp duty levied 
is 25 Rp. on each note or bill drawn for the purchase or 
sale of securities. 

E. Sales tax on services rendered 

The 5 percent sales tax. will not be levied on_ sérvices 
rendered by stockbrokers in connection with purchases 
and sales of shares through the stock exchange. 

F. Stamp duty on corporate rights 

Any retained profit found in a company whichgoes 
public and where the retained profit is transferred into 
share capital is exempt from stamp duty on corporate 
rights. The stamp duty on paid—up capital of a company 
is 0.1. percent; the duty is 0.05 percent on issued but 
not paid-up capital. 

Vll. TAX AMNESTY FOR LOCAL INVESTORS WHO 
INVEST IN SPECIFIED PRIORITY SECTORS 

In order to increase investment to achieve the Develop- 
ment Trilogy in the third Five-Year Plan, the period 
for laundering of capital has been extended and‘revised 
by virtue of the Decree of the Minister of Finance 
No. 114/KMK.04/1979, of March 27, 1979, in line with 
the investment need in selected sectors. 
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No investigation by the tax authority shall be made in 
order to impose corporate income tax, individual in- 
come tax and net wealth tax in case Indonesian capital 
is invested in accordance with the Domestic Capital 
Investment Law of 1968, as amended. The investment 
must take place between April 1, 1979 and March 31, 
1984 ~(i.e. the period of Repelita III) in sectors still 
open' for investment in accordance with the prevailing 
Investment Priority Rating List. In general, the invest- 
ments are divided into: - 

(a) investment made-outside Java, 
(b) investment made within Java, 

(1) in top-priority enterprises; 
(2) in labor-intensive enterprises; or 
(3) in enterprises producing for export. 

V|||. REINVESTMENT OF PROFITS BY COMPANIES 
To support a sufficiently high economic grt in 
accordance with the Development Trilogy, it is neces- 
sary to increase private savings, especially when they are 
re-invested in the company. By virfcue of the Decree of 
the Minister of Finance No. 113/KMK.04/1979, of 
March 27, 1979, provisions are introduced which may 
enlarge ‘the business capacity by increasing the produc- 
tion activities and accordingly creating new employ- 
ment. 
Companies whose capital is divided into shares, which 
re-invest their undistributed profits after payment of 
corporate income tax by adding such profits to their 
share capital, are granted the following tax incentives: — Exemption from stamp duty on corporate rights 

with respect to the increase of the share capital 
of that company; — The tax on interest, dividends and royalties is 

reduced to 5 percent on bonus shares distributed to 
shareholders or on registered increases of the nomi- 
nal value of stock (without additional payment by 
shareholders); - Exemption from tax on interest, dividends and 
royalties on distributed bonus shares or on regis— - 

tered increase of the nominal value of stock (with— 
out additional payment) by the shareholders so far 
as the increase of the share capital is financed from: 
(a) undistributed profits derived during the tax 

holiday period granted to entities as provided 
under the Foreign Capital Investment Law or 
the Domestic Capital Investment Law; 

(b) undistributed profits derived during the first 
two years from the moment of the start of 
production by entities which have not been 
granted a tax holiday but instead an investment 
allowance under the Foreign Capital Investment 
Law or the Domestic Capital Investment Law. - Exemption from the individual income tax with 

respect to bonus shares and registered increases in 
the nominal value of stock (without additional 
payments) and obtained by non-shareholder em- 
ployees of that company. 
The company concerned is obliged to re-invest the 
undistributed profit in the company and to keep 
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orderly bookkeeping records as required under the 
corporation tax law. 

In addition, the company must declare in writing to the 
Head of the Tax Inspection its intention to increase its 
share capital and indicate that it wishes to distribute 
bonus shares to its shareholders as well as to its non— 
shareholder employees, or to increase the registered 
nominal value of stock, without additional payments. 

IX. REDUCTION OF DOMESTIC SALES TAX RATES 
To support the Development Trilogy in the Repelita 
III, 11 it is necessary to create a more beneficial 
climate for businessmen with more appropriate taxa- 
tion, so that investment and production may increase. 
The improved climate will also become the basis for 
increasingdiscipline and compliance by the taxpayers. 
With a View towards stimulating industrial growth and‘ 
the use of domestically produced goods, it is considered 
necessary to revise the rate structure for domestically 
produced goods and services which are subject to sales 
tax and to provide a reduction in the sales tax burden. 
There were several objectives achieved by revising the 
sales tax structure which can be summarized as follows: — the imposition of sales tax more in line with the 

capacity and level' of income of the group consum- 
ing the goods and services concerned; 

—- to stimulate exports and increase the capacity of 
small businessmen in economically weak groups; and — to reach an overall reduction of the sales tax burden 
notwithstanding the cascade effect of the Indone- 
sian sales tax system. 

By virtue of the decree of the Minister of Finance 
No. 175/KMK.04/1979, of April 19, 1979 effective as 
of April 21, 1979, the rate structure of domesticsales 
tax was revised. Previous rates were nil, 5, 10 and 
20 percent and currently these rates are nil, 1, 2.5, 5, 
7.5, 10 and 20 percent. Sales tax on services rendered 
has been reduced from 5 to 2.5. percent, whereas the 
services of auctioneers and the sales of shares by brokers 
through the stock exchange are exempt from sales tax. 
The following principles are used in classifying the 
goods under the respective sales tax rates: 
List] contains goods which are subject to sales tax at 

the rate of nil percent, namely goods which were 
also formerly exempt from sales tax. It includes 
goods which are regarded as most essential in 
the economic development of the country. 

List 11 contains goods which are subject to sales tax at 
the rate of 1 percent, such as goods which are 
regarded as essential: raw materials, basic mater- 
ials for industry, agrarian, fishery, cattle-breed- 
ing and mining production, goods which are 
mostly to be exported and certain goods which 
directly back up the development of the infra- 
structure. 

11. “Repelita” refers herein to the Five-Year Development Plan 
whereas “Pelita” to the Five-Year Development. The terms are 
abbreviations derived from the Indonesian expressions, Rencana 
Pembangunan Lima Tahun and Pembangunan Lima Tahun 
respectively. 
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List III contains goods which are subject to sales tax at 
the rate of 2.5- percent, namely, goods in the 
:form of auxiliary materials, semi-finished goods 
which are still to be further processed by manu- 
facturers to be turned into finished goods which 
can be consumed, including also packing mater- 

'ials, tools, as well as several specified finished 
goods which are largely consumed by the public. 

List IV contains goods which are subject to sales tax at 
the rate of 5 percent, i.e. finished goods for 
general consumption. 

List V contains goods which are subject to sales tax at 
the rate of 20 percent, i.e. finished goods for 
consumption of a luxury character as well as 
certain goods which are mechanically or auto- 
matically produced so that they use much less 
manpower. 

All other goods not listed in those five lists are subject 
to sales tax at the rate of 10 percent, i.e. finished goods 
for consumption of a less essential character. 
List VI contains household and office appliances which 

are subject to sales tax at the rate of 7.5 per- 
cent, i.e. refrigerators, freezers, washing ma- 
_chines, electric or gas stoves, cameras, pianos 
and organs and color television sets. ' 

Reductions in sales tax on domestically manufactured 
goods as of April 23, 1979 are, for instance: — from 10 to 5 percent: sugar, porcelain goods, soap, 

shoes, sandals and photographic and recording 
equipment; — from 10 to 2.5 percent: coffee and cacao beans, 
pepper, tea, automotive body parts and spare parts 

_ 

and electrical appliances;
_ — from 5 to 1 percent: vegetables and animal 'food- 

. stuffs, industrial raw.materials,'mineral products,' 
red bricks, bicycles and pedicabs. 

The aim to be achieved by reducing sales tax on domest- 
ically manufactured goods is to stimulate businessmen 
to increase their production in an effort to successfully 
achieve the Development Trilogy of the Repelita III. 
ro ease the implementation of levying the sales tax at 
the delivery of goods and rendering of services, it is to 
be applied at the moment of payment by the buyer or 
user of services as of April 21, 1979 irrespective of 
whether delivery of goods or rendering of services will 
3ake place before or after that date. 12 - 

L02 

X. INTRODUCTION OF SPECIFIC TAX 0N IMPORT DUTY AND SALES TAX ON 
IMPORTATION 

In line with the objective of the third Five-Year Devel- 
opment Plan to move from promoting import substitu- 
tion operations during the first two Five-Year develop- 
ment plans to encouraging export-oriented manufact- 
uring operations in the following Five-Year development 
plans, import protection for goods manufactured by 
infant industries in Indonesia was considered necessary. 
To this end, increase of import duties and sales tax at 
importation on a number of such goods has been en— 
acted by the Decree of the‘Minister of Finance No. 
185/KMK.05/1979, of April' 20, 1979, which went into 
force on April 23, 1979. 
In addition, in order to improve the process of deter- 
mining more effciently the value for purposes of the 
import duty on the goods, 'and thereby effectively 
raising the import duties, they will now be levied on a 
specific basis in lieu of an ad valorem basis on those 
imported goods which are also produced in Indonesia. 
Some items now subject to specific tax include ready 
made clothes, shoes, some foodstuffs, kitchen and 
tablev'vare and video Cassette recorders and tapes. 
The use of a specific tax is considered more efficient for 
collecting purposes than an ad valorem tax in order to 

' avoid abuse by importers. For instance, importers once 
imported their finished trademarked goods without 
a trademark so that the check price or standard price of 
the imported goods would be- low. The customs duty 
is imposed on the counter-value of the imported goods 
against the check price determined periodically by the 
Directorate General of Customs and Commodities. After 
importation of the goods and their entry into the open 
market the trademark would be attached again to the 
imported goods. 
It is hoped that the use _of a specific tax will eliminate 
the need for arbitrary assessment of a product’s value 
and corresponding duty by the customs officials. 

12.‘ “Mulai 21 April 1979 Tarip Pajak Penjualan Diturunkan” 
(As of April 21; 1979 Sales Tax Rates are Reduced), Berita 
Pajak, Jakarta No. 585, April 23, 1979, at 5. 

(Appendices on next pages) 
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Appendix . 

Table 1“ Multipliers for the 1979 revaluation of fixed assets 

Machinery, heavy Year of Building, construc- Transportation means Ships, airplanes Plantations, hardy 
acquisition/ tion and its supple- equipment and and office equipment and their equip- plants of more 
planting mentary facilities acce$ories ment than two years old 

1960 7.6 5.3 2.9 5.2 3.1 

1961 7.6 5.3 2.9 5.2 3.1 

1962 7.6 5.3 2.9 5.2 3.1 

1963 7.6 5.3 2.9 5.2 3.1 

1964 7.6 5.3 2.9 5.2 3.1 

1965 7.6 5.3 2.9 5.2 3.1 

1966 7.6 5.3 2.9 5.2 3.1 

1967 7.6 5.3 2.9 5.2 . 3.1 

1968 5.7 3.6 2.9 3.1 2.5 

1969 3.2 2,1 2.9 2.6 2.0 
1970 2.7 1.9 2.9 2.2 1.8 

1971 24 1.8 2.9 1.9 1.7 

1972 2.3 1.6 2.6 1.8 1.5 

1973 2.2 1.5 2.0 1.7 1.4 

1974 1.7 1.4 1.7 1.5 1.3 

1975 1.4 1.3 1.4 1.4 1.2 

1976 1.3 1.3 1.3 1.3 1.2 

1977 1.2 1.2 1.2 1.2 1.1 

before 16-11-78 1.1 1.1 1.1 1.1 1.0 

after 15-11-78 1.0 1.0 1.0 1.0 1.0 

Table 2 —Central Government revenues (millions of rupiahs) 

1974/1975 1975/1976 1976/1977 1977/1978 1978/1979 1979/1980 

Actua! Actual Actual Actual Original Original 
Budget Budget 

1. Normal revenue 1,753,663 2,241,850 2,905,990 3,535,454 3,970,000 5,440,500 
1. Direct taxes 1,228,621 1,592,028 2,046,613 2,511,332 2,808,000 4,113,100 

— Income tax 43,257 61,725 84,179 104,566 138,300 144,600 
— Corporation tax 91,163 128,136 127,249 169,532 195,300 228,200 
— Corporate tax on oil 973,100 1 249,059 1 519,400 1 948,700 2,067,400 3,344,800 
— Withholding tax (MPO) 83,265 97,308 148,396 201,750 312,000 289,900 
— Land tax 27,977 34,600 42,150 52,473 57,500 64,100 
— Others 9,859 21,200 25,239 34,311 37,500 41,500 

2. Indirect taxes 458,397 539,413 740,903 880,505 1,042,700 1,160,100 
— Sales tax 84,899 1 19,231 162,284 203,379 259,200 277,400 
— Sales tax on imports 68,904 72,442 102,241 114,556 132,100 112,800 
—— Excises 74,020 97,307 130,658 181,859 225,100 298,500 
— Import duties 160,635 174,011 257,407 286,944 326,200 280,600 
— Export tax 70,300 61,600 61,700 81 .250 82,400 172,800 
— Net profit from oil -—15,933 — 1,078 15,899 — — — 
— Others 15,190 15,900 10,714 12,517 17,700 18,000 

3. Non—tax receipts 66,645 110,409 118,474 143,617 119,300 167,300 

2. Development receipts 232,046 491 .639 783,800 773,368 856,300 1,493,500 
1. Program aid 36,146 20,269 10,200 35,800 45,100 64,700 

2. Project aid 195,900 471,370 773,600 737,568 810,200 1,428,800 

Total 1,985,709 2,733,489 3,689,790 4,308,822 4,826,300 6,934,000 
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Table 3 

Revenue from direct taxes 1) 
1969/1970 — 1979/1980 
in 1,000,000,000 rupiah 

Table 4 

Revenue from indirect taxes 1 ) 

1969/1970 — 1979/1980 
in 1,000,000,000 rupiah 

Budget year Amount Increase Budget Year Amount Increase 
Amount In percentage Amount In percentage 

Repelita I: Repelita I: 

1969/1970 43.2 — — 1969/1970 131.6 — — 
1970/1971 52.9 + 9.7 + 22.5 1970/1971 179.4 + 47.8 + 36.3 
1971/1972 685 + 15.6 + 29.5 1971/1972 191.3 + 11.9 + 6.6 
1972/1973 103.3 + 34.8 + 50.8 1972/1973 222.3 + 30.9 + 16.2 
1973/1974 160.4 + 57.1 + 55.3 1973/1974 375.3 +153.1 + 68.9 
Repelita ll: Repelita ll: 
1974/1975 255.6 + 95.2 + 59.4 1974/1975 474.3 + 99.0 + 26.4 
1975/1976 343.0 + 87.4 + 34.2 1975/1976 540.5 + 66.2 + 14.0 
1976/1977 427.2 + 84.2 + 24.5 1976/1977 725.0 +1845 + 34.1 
1977/1978 562.6 + 135.4 + 31.7 1977/1978 880.5 + 155.5 + 21.4 
1978/1979 2) 740.6 + 178.0 + 31.6 1978/1979 2) 1.042] + 162.2 + 18.4 
Repelita III: 

' 

Repelita III: 
1979/1980 3) 768.3 + 27.7 + 3.7 1979/1980 3) 1.160.1 +117.4 + 11.3 

1) Tax on oil excluded 1) Tax on oil excluded 
2) Annual budget 2) Annual budget 
3) Draft annual budget 3) Draft annual budget 
Source: Financial Statement and Annual Budget 1979/1980. Source: Financial Statement and Annual Budget 1979/1980 

Table 5 

Revenue from oil 
1969/1970 — 1979/1980 
in 1,000,000,000 rupiah 

Budget year Corporation Other receipt Increase 
tax on oil from oil Amount Amount In percentage 

Repelita I: 

1969/1970 48.3 17.5 65.8 — —- 

1970/1971 68.8 30.4 99.2 + 33.4 + 50.8 
1971/1972 112.5 28.2 140.7 + 41.5 + 41.8 
1972/1973 198.9 31.6 230.5 + 89.8 + 63.8 
1973/1974 344.6 37.6 382.2 + 151.7 + 658 
Repelita ll: 

1974/1975 973.1 — 15.9 957.2 + 575.0 + 150.4 
1975/1976 1,249.1 — 1.1 1248.0 + 290.8 + 30.4 
1976/1977 1,619.4 15.9 1635.3 + 387.3 + 31.0 
1977/1978 1,948.7 — 1,948.7 + 313.4 + 19.2 
1978/1979 1) 2,067.4 — 2,067.4 +118] + 6.1 

Repelita HI: 
1979/1980 2) 3,344.8 — 3,344.8 + 1,277.4 + 61.8 
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1) Annual Budget 
2) Draft Annua| Budget 
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Table 6 
Revenue from non-tax receipts 

1967/1970 — 1979/1980 
in 1,000,000,000 rupiah 

Bnet year Amount Increase 
‘ 

Amount In percentage 

Repelita [2 

1969/1970 3.1 — ~ 
1970/1971 13.1 + 10.0 + 322.6 
1971/1972 27.5 + 14.4 + 109.9 
1972/1973 34.6 + 7.1 + 25.8 
1973/1974 49.8 + 15.2 + 43.9 

Repelita II: 
1974/1975 66.6 + 16.8 + 33.7 
1975/1976 110.4 + 43.8 + 65.8 
1976/1977 118.5 + 8.1 + 7.3 
1977/1978 143.6 + 25.1 + 21.2 
1978/1979 1) 119.3 — 24.3 — 16.9 
Repelita III: 
1979/1980 2) 167.3 + 48.0 + 40.2 

1) Annual Budget 
2) Draft Annual Budget 
The term non—tax receipts includes receipts from Departments and 
other Government institutions for services rendered, sale of agrarian 
produce, cattle, s‘ale of houses, court fees, repayment from loans, 
profit from state-run enterprises and government owned banks. 

. 
Table 7 

Income from revenue according to draft annual budget 
1979/1980 

in 1,000,000,000 rupiah 

| Direct taxes 4,113.1 
Individual income tax 144.6 
Corporate income tax 228.2 
Corporation tax on oil 3,3448 
MPO (withholding taxes) 289.9 
IPEDA (land tax) 64.1 
Others 41.5 

H. Indirect taxes 1,160.1 
Sales tax 277.4 
Sales tax at importation 112.8 
Excise 298.5 
Import duty 280.6 
Expon tax 172.8 
Others 18.0 

Source: Extract from Financial Statement and Annual Budget 1979/1980- 

Table 8 
State revenue, semester I 1977/1978 — 1978/1979 

in 1,000,000,000 rupiah 

Table 9 
Direct taxes, semester I 1977/1978 — 1978/1979 

in 1,000,000,000 rupiah 

1977/1978 1978/1979 Increase' in 
I 

semester I semester I 1) percentage 

Individual income tax 46.0 
. 

50.3 9.3‘ 

Corporate income tax 62.8 74.6 18:8 ‘ 
Corporation tax on oil 983.1 1,050.5 6.9’ 

MP0 (withholding tax) 97.1 102.9 60 
IPEDA (land tax) 27.8 33.1 19.1 
Others 14.0 16.3 16.3 

1,230.8 1,327.7 7.9
I 

1) Estimates 

Table 10 
Indirect taxes, semester I 1977/1978 — 1978/1979 

in 1,000,000,000 rupiah

~ ~ ~ 

1977/1978 1978/1979 Increase in 
semester I semester I 1) percentage 

Sales tax 81.0 92,8 14.6 
>

\ 

Sales tax at 
importation 53.6 62,7 17,0 

Excise 83.0 112.4 11.4. VA 

Import duties 131.0 145.9 39.5 
Other proceeds from 

oil 0.3 —- —— 

Others 6.0 7.0 16.7 

392.9 473.8 20 6 

1) Estimates 

Table 11 
Local Government revenue in Special District Jakarta 

in 1977/1978 
in million rupiah 

1977/1978 1978/1979 Increase in 
semester I semester I 

1) percentage 

Direct tax 1,230.8 1,327.7 7.9 
Indirect tax 392,9 473,8 20,6 
Non tax 53.8 88.2 639 

1,677.5 1,889.7 12.6 

Casino tax (tax on gambling) 11,000 
SWP 3 D (motor vehicle tax) 9,300 
BBN (motor vehicle transfer tax) 7,600 
Entertainment tax 3,000 
Development Tax I 2,700 
Alien Tax 

_ 
600 

Surcharge on net wealth fax '~ 100 
Advertisement tax 200 
Slaughter tax 60 
Radio tax 50 
Non~motor vehicle tax 2 
Other taxes and fines 197 

Total 34,809 

1) Estima1es 

About one third of the revenueNrom taxes in the Special District of 
Jakarta is obtained from the /tax on gambling paid by the casinos. 
Notwithstanding strong opposition by the public to the maintenance 
of casinos, the 1ax on gambling remains the sole permanent source of 
local revenue necessary for the maintenance and development of Ihe 
irifrastructure of the Specie! Disfrict of Jakarta. 
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Solomon Islands: BUDGET 1980 
Extracts from the Budget Speech 1980 which was pronounced on November 15, 1979 

To carry out the recurrent operations of 
the national government, and to finance 
the development projects that are now run- 
ning or planned to start in 1980, we esti— 
mate tbat we shall require to spend a total 
of just over $ 56 million. 
Of this total, $ 27 million will be for the 
Recurrent Budget end 35 29 million for the 
Development Budget. 
Detailed estimates of expenditure have 
been in the hands of Members for three 
weeks. I hope very much that the House 
will have received the report of the Public 
Expenditure Committee, before we reach 
the Committee of Supply to examine the 
Draft Estimates in detail. The unwillingness 
of some Honourable Members to play a full 
part in the work of this Committee is dis- 
appointing, but I am sure I speak for the 
House in thanking the Chairman and those 
Members who have taken part, for their 
work in scrutinising the Draft Estimates, 
examining Accounting Officers, and pre- 
paring the report. 
Turning now to the revenue required to 
finance the Budget, I remind the House of 
our two-pronged policy that 
0 we should move as quickly as possible 

to self-sufficiency in funding the re- 
current budget 

. we should steadily increase our contri- 
bution of local funds to the develop- 
ment budget. 

With that in mind, we aim to raise about 
$ 26.5 million of local revenues in 1980, 
that is $ 7.25 million more than we ori- 
ginally budgé’tted for in 1979, and $6.4 
million more than we now expect 1979 to 
produce. This increase, of about one-third, 
represents a major step in self-reliance and 
mobilising our own finances. About half of 
it will come from the “natural” growth of 
various forms of revenue; and about half 
will come from the net result of changes to 
direct and indirect taxation. 
Export duties will be unchanged except for 
copra export duty. This will be changed 
from a cti.f. basis to f.o.b. and the free limit 
before duty will be raised from $ 150 to 
$ 180. The effect of this change is to re— 
duce the probable tax to be paid by the 
copra industry in 1980 from $ 2 million to 
$ 125 million. The saving to the producers 
is about three quarters of a million dollars. 
Companies of course will pay tax on their 
increased profits, but smallholders will 
benefit in full through the increased prices 
the Copra Board will be able to pay, worth 
about $ 25 a ton at expected price levels. 
Import duties will be increased, on about 
forty items. I will mention here only the 
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most important ones; full details are being 
released by the Controller of Customs and 
Excise at eleven o’clock today. The Order 
amending the tariff came into effect this 
morning. 
Duty on beer is increased from 47.5 cents 
to 55 cents per litre, that is an increase just 
under three cents a bottle of the most 
popular brand. A similar increase, from 
$ 5.20 to $ 6.50 per litre, is made in the 
duty on spirits. 
The tariff on cigarettes and tobacco is 
raised from $17.50 per kilogram to 
$ 22.50. This means an increase in duty of 
121/2 cents on a packet of 20 cigarettes, 

' and a similar amount on imported tobacco. 
The excise duty on locally-manufactured 
tobacco is not changed. 

Duty on sugar is increased from the present 
3.3 cents per kilogram to 10 cents. The 
tariff on impdrted sweets, confectionery 
and soft drinks is raised to 50 percent. 
I come now to income tax, on personal and 
business incomes. Next week I will be pre- 
senting to the House the Income Tax 
(Amendment) Bill, 1979. This Bill seeks to 
make a number of important changes to 
our income tax structure. Most of these 
arise from the Report of the Working Party 
on Income Tax, which members have re- 
ceived. We shall be debating the Bill, in the 
normal way, and I will go into more detail 
at that time. 

Here I will mention only those changes 
that have an important impact on revenue, 
and people’s incomes, in the 1980 Budget. 
The. level of income at which personal in- 
come tax starts to be paid will be raised 
from $ 600 to $ 1,200 for single persons, 
‘and from‘$ 1,200 to $ 2,400 for a married 
couple. This change is intended to recog- 
nise the wide family» responsibilities of 
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HIGHLIGHTS OF SOLOMON ISLANDS TAXATION 
General: 

Company tax: 

Personal tax: 

Withholding tax on 
non-resident income: 

Local tax: 

The scope of income tax is limited to income derived or received 
from the Solomon Islands. A “pay as you earn" system operates 
for both employment and business income. 
The rate for both private and public companies is 30 percent. 
Shareho'lders are liable to individual income tax on dividends re- 

ceived but receive a tax credit of 30 percent of the gross dividend 
thereby ensuring that company profits are taxed on a once-only 
basis. There is no undistributed profits tax. 
Total income less personal deductions is subject to a progressive rate 
commencing at 11 percent for the first $ 360, which rate increases 
by 1 percent for every successive $ 360 of chargeable income until 
a maximum of 40 percent is reached on all chargeable income in 
excess of $ 10,440. Personal deductions are: 

$600, or $900 for a widow or 
widower with a dependent child. 

Basic personal allowance —— 

Wife allowance — S 600. 

Child allowance - $ 120 for each child up to four in 
number. 
the cost of the full time education 
of a dependent' child up to four in 
humber with é maximum of$ 1,200 
in respect of each child. 

Education allowance 4 

Life insurance and super- 
annuation allowance — the actual cost of contributions up 

to a maximum of 20 percent of to- 
tal income, less any tax free contri- 
bution by the employer. 

Medical allowance — actual cost of medical treatment. 

Passages' for medical 
treatment — actual cost. 

Passages for school children — actual cost with maximum of two 
visits per year for each child up to 
four. 

Holiday passages for persons 
not domiciled in Solomon 
Islands - actuaI cost with maximum of two 

single journeys between Solomon 
Islands and country of domicile. 

Home mortgage interest relief — actual cost to extent that mortgage 
does not exceed $ 15,000. 

Alimony and maintenance 
allowance — actual cost apportioned on basis of 

world income to Solomon Islands 
income. 

Interest, know how payments, 
royalties, insurance premiums 15 percent 
Income from contracting 6 percent 
Income from shipping or air 
transportation subject to Sec. 
8 Income Tax Act 30 percent 
The local councils established under the Local Government Or- 

dinance have a wide range of rating powers including basic rates and 
rates on possessions and property. Basic rates vary between $ 1 and 
$60 a year and are generally at a uniform amount per capita, al- 
though some councils have introduced graduated rates according to 
the occupation or assessed income of the ratepayer. Basic rates are 
payable by all persons of or above the age of 18 and resident 
within the area of a council's authority unless generally or specifi- 
cally exempted. Only the Honiara Town Council has introduced 
general property rates based on the unimproved value of rateable 
land in the town. The current property rate is seven and a half 
percent. 
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Solomon Islands income earners. The 
change will remove the burden of income 
tax from about seven thousand people, all 
Solomon Islanders, who pay tax at present. 
It will reduce the number of persons 
paying personal income tax in 1980 to 
about three thousand, of whom about two 
thousand will be nationals and the remain- 
der expatriates. This change will provide an 
immediate cash benefit to almost all tax- 
payers, but the proportionate benefit is 

greatest for married people on income 
between $ 2,000 and $ 3,000 a year. 

In making this change, together with the 
reduction in copra export duty, we are de- 
liberately opening up greater opportunities 
for the Provincial Assemblies to adopt a 
more progressive attitude to taxation 
through basic rate collection from people 
earning up to $ 100 or so a month. It is 

very important that Provincial Govern- 
ments, with their much simplier collection 
methods and direct contact with taxpayers, 
do take these opportunities to increase 
their own revenues and reduce to some ex- 
tent their dependence on national govern- 
ment grants. This change will also greatly 
ease the pressure on the Income Tax Divi- 
sion, and enable much 'more attention to 
be given to making sure that companies 
and people on higher incomes, where pay- 
ment by each taxpayer is significant, do 
pay all the tax they ought to pay. 

At the same time as the starting point for 
income tax is raised, we intend to increase 
the starting rate to 15 cents in the dollar, 
and take it up in 2 cent steps for each 
thousand dollars of income to a new maxi- 
mum rate of 45 cents in the dollar, which 
will be reached on taxable incomes of $ 17 
to $ 18,000 dollars a year. Revised valua- 
tions will be introduced, for tax purposes, 
of housing supplied by employers, so as to 
keep a fair balance between those who re- 
ceive subsidised housing and those who do 
not. ' 

Business tax rates will also be changed. The 
basic rate will go up from 30 percent to 
35 percent, and a new rate of 45 percent 
will apply to companies operating here 
but not incorporated here, that is, local 
branches of overseas companies. 

Tax on dividends will be greatly simplified. 
Under the proposed changes, a withholding 
tax of 20 percent will be paid on dividends 
paid to shareholders resident here, and 35 
percent on dividends to overseas share- 
holders. The company itself will pay tax at 
35 percent on the profits that are not dis- 
tributed as dividends. 

The increased revenue from these changes 
will go a long way towards balancing the 
annual revenue reduction of $0.5-0.75 
million that we estimate will result from 
the changes in the personal income tax. 
The new rates of company tax are fair and 
reasonable, and-we believe strike a good 
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balance between the needs of companies 
and the needs of the wider community. 
In this context, I am pleased to inform the 
House that good progress has been made in 
talks with our co-investor in the oil palm 
project, CDC, about changing the taxation 
arrangements for SIPL. This project has 
performed very well indeed, thanks to 
skilled management, hard work, and 
favourable market prices. Under the pro- 
posed new arrangement, SIPL will start to 
pay tax four years earlier than it otherwise 
would have done, yielding a substantial 
benefit to government revenues during the 
coming Development Plan period. It is this 
which has mainly enabled me to make the 
major reduction in copra export duty I 

announced a few minutes ago. As a result 
of these talks we expect to make an agree- 

ment with CDC that will recognise the 
valuable role CDC can play in Solomon 
Islands national development, in partner- 
ship with Solomon Islands interests, and 
pave the way for further CDC investment 
on appropriate terms. 

Mr. Speaker, the changes I have described 
in taxation, together with the growth of 
the monetary economy which we expect to 
take place, are estimated to bring in tax 
revenues of between $ 17 and $ 18 million 
in 1980, about two-thirds of our estimated 
recurrent revenue requirements. This repre- 
sents an increase in tax revenues of $ 4 
million or 30 percent above the revised es- 
timates for this year, and is three and a half 
times greater than in 1975, the first year of 
the current National Development Plan. 

Fiji: BUDGET SPEECH 1980 
Extracts from the Budget Speech 1980 pronounced on November 16, 1979 
by the Minister of Finance, Mr. CharlesWalker. 

It has been widely recognised in Govern- 
ment and in the private sector, and also 
strongly endorsed by the Financial Review 
Committee that an Economic Development 
Board should be established to give direc- 
tion and thrust to investment and job crea— 
tion. A Tripartite Forum Committee has 
been meeting to define the role and powers 
of such a Board. They are expected to 
make their recommendations shortly and 
legislation will be introduced early in 1980 
to set up the Board. This move will give 
much needed impetus to an area that has 
tended to lag and which in the next few 
years will become very critical. 

Arising out of a thorough evaluation of the 
Financial Review Committee’s recommen- 
dations Government will implement the 
following taxation measures: 

1. Allowance for the first child and 
second child, without income limita- 
tion, will be increased from $ 130 to 
$ 200; 

2. Maximum deduction for interest on 
housing loans will be raised from 
$ 200 to $ 500; 

3. Taxpayers earning less than $8,000 
a year will be given a rebate of 12/2 
percent on new savings for home 
ownership; 

4. Rates of normal tax on companies will 
be raised as follows: 
(1) non-resident companies from 371/2 
to 421/2 percent; 
(2) non-resident life insurance com- 
panies from 221/2 to 271/2 percent; and 
(3) every other company from 305/6 
to 35 percent; 

5. Write-off of depreciation on assets ac- 
quired after 3lst December 1979, and 
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used in a business, will be changed to a 
straight-line method; 

6. Profit from sale of a business asset 
being replaced will be available for set- 
off against the cost of replacement 
asset, at the option of the taxpayer; 

7. Initial depreciation allowance for plant 
and machinery will be raised from 20 
to 30 percent; 

8. Consideration is being given to exempt 

10. 

11. 

12. 

13. 

14. 

15. 

16.‘ 

from tax bonus shares issued out of 
trading profit; 
Gift duty exemption will be increased 
to $ 10,000, and spouse to spouse gift 
will be exempted from duty subject to 
certain safeguards against tax avoid- 
ance; 
Export incentives allowance for timber 
sales will be equal to 10 percent of the 

‘ f.o.b. value of arm’s length sales, with 
a maximum of 50 percent of the 
chargeable income; . 

Method of claiming export incentives 
relief will be simplified so that sepa- 
rate records need not be maintained, 
and export profit to be based on ex- 
port sales over total sales of total pro- 
fit; 
Withholding tax on royalty payments 
will be increased from 15 to 25 per- 
cent; 
Deductions for the Fiji National Pro- 
vident Fund contribution by em- 
ployers will be raised from $600 to 
$ 1,000; 
Expatriate employees will be able to 
join the Fiji National Provident Fund 
but on withdrawal of contributions 
must comply with current legislation; 
Period of tax exemption for co-opera— 
tives will be increased from 5 to 8 
years, and amounts transferred to 
reserve for expanding the business will 
be allowable deductions for tax; 
Hotel aid will continue to apply to 
expanding hotels and concessionary 
treatment will be accorded where in- 

HIGHLIGHTS OF FIJI INCOME TAXATION 
Income taxation consists of (i) basic tax, (ii) normal tax and (iii) a number of withholding 
taxes. 

Basic tax: 

3 600 are exempt. 

Normal tax: 

This is levied on income before deduction of any allowance of indi- 
viduals and companies. Individuals whose income does not exceed 

This is levied on individuals whose income exceeds $600 at pro- 
gressive rates ranging from 7.5 percent for the first $600 to 50 
percent for income exceeding $ 24,000. Companies are also subject 
to normal tax at varying flat rates as follows: 
—— standard rate 305/5 % 
— non-_resident shipping companies 2 % 
—— non-resident mutual insurance companies 22.5 % 
— other non-resident companies 37.5 % 

Withholding taxes: Dividends distributed by a Fiji company to 
I 

a resident individual 5 % 
Dividends distributed by a Fjji company to 
a resident corpoyation 0 % 
Dividends distributed by 3 Fiji company to 
non-resident individuals and corporations 15 % 
Royalties paid by a Fiji company to non- 
resident individuals and corporations 15 % 
Interest paid by 3 Fiji resident to non— 
resident inviduals and corporations 10 % 
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vestment allowance is not utilised in 
full within 5 years; 

17. Estate duty exemption will be raised. 
In addition to implementing the foregoing 
recommendations of 'the Financial Review 
Committee, with minor modifications 
where considered appropriate, following 
measures will be taken to give further im- 
petus to development: 
18. Film-makers will be encouraged by 

special tax treatment dependent on 
the amount to be spent in Fiji; and 

19. Third schedule income tax concession 
will be raised on sliding scale depen- 
dent on the number of employees, 
with a maximum relief equivalent to 
25 percent of the paid up capital 
where over 50 employees are engaged 
by the enterprise, and minimum tax 
concession will be raised from $ 5,000 
to $ 8,000. 

To remove an anomaly which exists in the 
legislation:

’ 

20. A 15 percent withholding tax will be 
levied on all film hire paid to non- 
resident film suppliers. 

Netting out all the above means an overall 
loss in revenue of about $ 100,000. The 
aim has been to provide some relief through 
the increased child allowance, inject in- 
centives for greater savings and inducement 
for greater investment for job creation. No 
doubt there will be other views on what 
could or should be done but these are 
significant measures. 
I should mention that when considering 
the Financial Review Committee Report, 
a number of tax recommendations could 
not be accepted by Cabinet. One was that 
Fiji National Provident Fund contributions 
should be taxed. Government has also not 
agreed that the income derived by a wife 
from her assets, or a salary or wage re- 
ceived from a business which is conducted 
or controlled by her husband should not be 
aggregated with husband’s income. The, 
recommendation would encourage income 
splitting among families and other tax 
avoidance schemes; it would be hard for 
the Commissioner of Inland Revenue to' 

counter such avoidance schemes without a 
large increase in staff. 

On deemed distribution and self-employed 
taxpayers, the Committee made two re- 
commendations. The first was all compa- 
nies should be allowed to retain profits 
without dividends being paid provided the 
profits are reinvested in the business. The 
short answer to this is that the Income Tax 
legislation adequately covers this point and 
we see no reason to change the existing 
law. 

The second recommendation was self- 
employed taxpayers be taxed only on their 
personal spendings provided the minimum 
amount to be taxed be set at 60 percent of 
their income after tax. The immediate loss 

of revenue arising from the implementation 
of this proposal would exceed 83 8,600,000. 
If implemented the benefit would accrue 
to only a very small sector of the commu- 
nity, which I might add, would mainly in— 
clude taxpayers who are already wealthy in 
our context. 
On group assessment Government has not 
agreed with the Committee’s recommenda- 
tion that companies with 75 percent com- 
mon shareholders be taxed as one unit. The 
Committee did not give any reasons for 
making this recommendation, but never- 
theless, we consider that there would be 
little economic benefit accruing to Fiji 
should such a System be implemented. It 
could, in fact, have the reverse effect, in 
that such companies would not accept 
further equity investment by others for 
fear of being denied the benefit of group 
assessments. 

Turning now to customs and excise, 
Government has decided to restore revenue 
from this source to the level obtained prior 
to 1974 by increasing taxes and excise on 
some traditional items and introducing new 
items. 

One of our difficulties when trying to 
raise revenue from imported goods is that 
the burden tends to fall hardest on a 
limited number of items. We have been 
guided this year by the advice given by the 
Financial Review Committee and the mea- 
sures we have taken are based on their 
lists. 

Importation of cars and other passenger 
vehicles will continue to be under licence. 
Total import quotas for both classes of 
vehicles will remain unchanged, that is 

1,100 units and 300 units respectively. In 
addition, goods vehicles of a gross unladen 
weight of two tonnes and less designed 
primarily for transport of goods, will be 
brought under annual quota. The 1980 
quota for this class of vehicle is 850. 

To provide additional incentives to local 
substitution for imports, help conserve 
foreign exchange and to broaden our in- 
direct tax base, we are immediately raising 
duties on the following items: 

1.‘ Meat fresh or frozen; raised from 5 
to 10 percent. 

2. Fowls, ducks, in pieces and poultry 
‘ liver fresh etcetera: increased by 15 
percent to 45 percent. 

3. Geese, turkeys etcetera: increased by 
35 percent to 45 percent. 

4. Butter: raised from nil to 10 percent. 
5. Honey natural and artificial: raised by 

20 percent to 45 percent. 
6. Vegetables frozen, preserved and dried: 

raised by 25 percent to 30 percent. 
7. Dried leguminous vegetables: raised 

from nil to 5 percent. 
8. Fruits fresh, fruits preserved by 

freezing and fruits dried etcetera: 
increased by 25 percent to 30 percent. 
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9. Brown rice: raised from nil'to 5 per- 
cent. 

10. Polished rice: raised from nil to 10 
percent. 

11. Sausages etcetera: increased by 45 per- 
cent to 50 percent. 

12. Canned fowls and ducks: increased by 
5 percent to 45 percent. 

13. Ice cream: increased by 25 percent to 
35 percent. 

14. Import duty of 15 percent has been 
increased to 40 percent for textile 
fabrics which are so processed that 
they are clearly suitable for conversion 
by a minor operation into made up 
articles. 

15. Garments: increased by 10 percent to 
55 percent. 

16. Corsets, brassiers etcetera: increased 
by 15 percent to 55 percent. 

17. Table and household linen: 
by 10 percent to 55 percent. 

18. Parts of hats and headgear: increased 
by 271/2 percent to 60 percent. 

19. Headgear and hats: increased by 221/2 
percent to 60 percent. 

In addition Customs duty on bulk tea and 
wheat and meslin has been raised from nil 
to 5 percent. It will be noted that we are 
levying Customs duty on imports of bulk 
tea and wheat rather than making packaged 
tea and the products of wheat excisable. 

increased 

Items on which duties are raised for re- 
venue purposes are: 
1. Imported Beer: fiscal duty of $ 1.00 

per litre is increased to $ 1.05. 
2. Spirits: duties of $6.08 per litre on 

spirits containing 57.12 percent or less 
alcohol by volume and $10.64 per 
litre of spirits containing more than 
57.12 percent alcohol by volume have 
been increased to $ 6.58 per litre and 
$ 11.52 per litre respectively. 

3. Imported Cigarettes, Cigars and Tobac- 
co: duties of $ 21,70 per kilogram on 
cigars and cheroots, $ 21.15 on ciga- 
rettes and $ 19.30 tobacco have been 
increased to $ 22.40, $ 21.85 and 
$ 20.00 per kilogram respectively. 

4. The existing duty free list has also 
been extended by the addition of 
clocks, cigarette lighters, figurines of 
ceramics, audio amplifiers, speakers 
and household pewter ware. Duty has 
been reduced to 5 percent Fiscal and 
5 percent Customs. » 

Opportunity has also been taken to regu- 
larise concessions granted to duty free 
shops at International Airports by suitably 
amending Code 214. 
Excise duties have also been raised to yield 
additional revenue. The following changes 
becpme effective immediately: 
1. Local Beer: increased from 30 cents 

per litre to 32.5 cents per litre. 
2. Local Cigarettes: currently 10.395 

cents per 10 cigarettes with local 
tobacco content and 16.52 per 10 
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cigarettes with imported tobacco con- 
tent, increased to 13.60 cents and 
18.05 cents respectively. 

3. Local Tobacco: currently $9.15 per 
kilogram with local tobacco content 
and- $14.54 per kilogram with im- 
ported content increased to $ 9.88 per 
kilogram and $ 15.94 per kilogram 
respectively. 

4. Matches: increased to $ 1.44 per gross 
from 15 cents per gross. Since the 
manufacture of matches started in Fiji 
in 1966, the excise duty on matches 
has remained at 15 cents per gross. On 
the other hand the import duty on 
matches containing not more than 60 
matchsticks per box is presently 
$ 3.14 per gross. 

Honourable Members will recall my prede- 
cessor’s statement last year of Govern- 
ment’s policy to progressively levy excise 
duties on local manufactures so as to en- 
sure a wider revenue base. In line with this 

policy the following new items are being 
made excisable: 
1. Ice cream: an excise rate of duty of 

5 cents per litre. 
2. Aerated Waters: an excise rate of duty 

of 4 cents per litre. 
3. Cement: an excise rate of duty of 

$ 1.00 per tonne. 
4. Toilet Paper: an excise rate of duty of 

2 cents per roll. 
5. Soap and Detergents: an excise rate 

of duty of 5 cents per kilogram. 
The impact of these measures on the Con- 
sumer Prices Index has been evaluated and 
I am assured it would not be increased by 
more than one percent in a full year. 
All these new measures together will yield 
a total of about $ 4.3 million, which added 
to the net loss of about $ 100,000 from 
income tax will mean a net additional 
yield of $4.2 million. This will enable us 
to maintain a balance in the operating 

budget for 1980. 
There is no question that another “cycle” 
of hard economic times has begun with 
the international economy facing a slow 
down of economic growth and inflation 
endemic and increasing. And it 'is upon us 
just as we were energing out of the 1974 
oil crisis and recession. None of us, neither 
the Government nor the responsible 
Opposition nor the country at large can 
duck our allotted responsibilities. The 
Budget I have presented is clear evidence 
that Government is prepared to take the 
first step and balance its operating budget; 
it is clear evidence that Government has 
noted the views of the Financial Review 
Committee and will have to move forward 
cautiously making adjustments so as to be 
sure to better cope with the difficult times 
ahead. 

Mr. Speaker, Sir, I commend the Bill to the 
House. 

Steuer 
und 1 

Siudium 
The Editors received from the German publishing house 
“Verlag Neue Wirtschafts-Briefe” the following announce- 
ment with respect to a new tax journal which is in particul- 

- ar aimed at assisting persons being trained to become tax 
' inspectors or tax counsel. Since this announcement will be 
of interest primarily to our German readership the text of 
the announcement is reproduced in German. 

Ab 1. April 1980 erscheint [m Verlag Neue Wirtschafts- 
Briefe eine neue Zeitschrift." Steuer und Stadium. Ste'uer 
und Studium ist eine Ze'itschrift fur die Aus- und Fortbil— 
dung im Steuerrecht. Sie beriicksichtigt in der Konzeption 
besonders piidagogische Gesichtspunkte und dient dem 
Lernenden gleichzeitig als Répetilorium. Die Zeitschrift will 
vorhandene Lehrbiicher wirksam ergdnzen. Wer Steuer und 
Studium regelma'ssig liest, ist wiz‘hrend seiner Ausbildung 
und zur bevorstehenden Priifung bestens vorbereite t. 

Steuer und Studium [st speziell konzipiert fiir die Ausbil-. 
dung der kilnftigen St‘euerinspektoren an den Fachhoch- 
schulen fu‘r Finanzen. Gleichzeitig wendet sie sic/1 an die 
Personen, die sich auf die Steuerberat‘erpriifung vorbereiten. 
Auch der Student an der Hochschule sollte Steuer und Stu- 
dium lesen‘ Dariiber hinaus spricht Steuer und Studium den 
Mitarbeiter in der Steuerpraxis oder im Betrieb an, der et- 
was filr seine Weiterbildung tun will and sich z.B. auf die 
Bilanzbuchhallerprufung vorbereite't. 

.

‘ 

Erfahrene Dozenten, die an. Fachhochschulen fur Finanzen 
der Bundesrepublik and an Steuerschulen ta‘tig sind, sowie 
Fachleule aus der Steuerpraxis schreiben fu‘r Steuer und 
Studium. Inleressierte Leser kbnnen ein Probeheft beim 
NWB Verlag, Poslfach I6 20, 4690 Heme 1, anfordern. 
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Malaysia: 
BUDEH lflfl 
Extract from the Budget Speech pronounced by the Minister of Finance Yang 
Berhormat Mulia Tengku Razaleigh on October 18, 1979. . 

A detailed discussion of the Malaysian tax 
system appears in the Bureau’s publication: 
TAXES AND INVESTMENT IN ASIA 

AND THE PACIFIC
~ ~ 

However, these strategic goals of increasing 
economic growth and stepping up Govern- 
ment and private investments, must be 
directly linked to increasing the national 
capacity to produce the increasing supplies 
of especially essential consumer goods, that 
will be needed, to meet the rising demands 
of our people. Increased production 
dampens inflation. Conversely reasonable 
price stability promotes steady economic 
growth and improves the standard of living 
of our people. 

The budget impact 
I am therefore presenting to this House a 
package of bold budgetary measures to 
help ensure the attainment of the 1980 
Budget Objectives. 
I propOSe: 

(a) A total appropriation of $ 20,724 mil- 
lion for the 1980 Budget - $ 10,868 million 
for Operating Expenditure and $ 9,856 
million for Development Expenditure; 
and 
(b) A tax cut amounting to $ 482 million. 
This is the biggest tax cut in our history. 
If we were to include the tax concessions 
and the subsidies, to Lembaga Letrik 
Negara and for 
amounting to $ 491 million, the total 
amount of Government assistance will be 
$ 973 million. 
Operating expenditure alone represents an 
increase of $ 2,159 million or 24.8 percent 
over the original 1979 estimates of $ 8,709 
million. These high expenditures will 
enable Government to provide better and 
wider services to the public. At the same 
time Government will be able to expand 
and increase the effectiveness of its im- 
plementation capacity for the vast develop- 
ment efforts, programmes and projects, 
that have been increased under the Third 
Malaysia Plan. Indeed the recent Operasi 
Isa Penuh will be financed from these in 

petroleum products . 

creases in the Operating Expenditure. This 
exercise will help establish an even stronger 
manpower base, for the planning and im- 
plementation of the Fourth Malaysia Plan, 
1981-1985. It will also strengthen the 
rapidly growing Government machinery to 
better serve the private_'sector. 

Retiring gratuities and pensions 
In order to maintain and strengthen the 
Government’s capacity to effectively im- 
plement the Fourth Malaysia Plan, it is 

necessary to retain the senior and exper- 
ienced Government staff. In View of this 
need I now propose to withdraw the ex- 
emption of the tax on retiring gratuity and 
pension paid to an employee in the public 
sector who retires before the age of 55. 
The exemption of tax on gratuity and pen- 
sion now will only be given to an employee 
in both the public and private sectors who 
retires from employment on reaching the 
age of 55 or on reaching the compulsory 
age of retirement specified under any writ;- 
ten law. Although the proposal will take 
effect from assessment year 1980, there is 
provision to preserve the rights and obliga- 
tions of employees whose retirements were 
approved by their employers before today. 

Commodity taxes 
As a further measure to expand economic 
growth I am therefore proposing a major 
reform in the export commodity tax struc- 
ture. This reform is to enable producers of 
primary commodities, particularly rubber, 
palm oil, and pepper smallholders, and 
operators of marginal tin mines to benefit 
from lower taxes which will result in higher 
disposable' income thereby increasing de- 
mand and stimulating further economic 
growth. 
The new concept of commodity taxation 
will be based on a cost plus approach. 
Under this concept the cost of production 
of the commodity will be taken into ac- 
count and the appropriate duties will only 
be imposed at prices above the prevailing 
cost of production. 
It is discerned that the average cost of pro- 
duction for rubber is 53 sen per pound, 
tin $ 1,110 per pikul, crude palm oil $ 455 
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per tonne, and for black and white pepper 
$ 130 per pikul and $ 160 per pikul respec- 
tively. 

It is also felt that the duty structure should 
not, however, create disincentives to the 
producers. Thus it is proposed that the 
maximum marginal rate should not exceed 
50 percent for all the commodities. 

Based on the new concept of taxation, the 
export duty on rubber will now commence 
at a price level exceeding 60 sen per pound. 
When the price exceeds 60 sen but does 
not exceed 65 sen, duty will be applied at 
a rate of 20 percent for every sen increase 
within this price range. Similarly, for every 
sen increase in price’ thereafter but not ex- 
ceeding a price of 70 sen, a rate of 25 per- 
cent will be applied. This progression of 
the marginal rate by 5 percentage points 
for every 5 sen increase will be applied up 
to a price of 90' sen above which the maxi- 
mum marginal rate of only 50 percent will 
be levied. 
As for tin, it is proposed that the duty will 
apply only at prices exceeding $ 1,200 per 
pikul. When the price exceeds $ 1,200 but 
does not exceed $ 1,250, duty will be 
levied at a rate of 20 percent for every 
ringgit increase within this price range. 
Similarly, for every ringgit increase in price 
thereafter but not exceeding a price of 
$ 1,300, a rate of 25 percent will be ap- 
plied. The marginal rate progresses by 
5 percentage points for every $ 50 increase 
thereafter until a price of $ 1,500 after 
which a maximum marginal rate of 50 per- 
cent begins to apply. 
In view of the restructuring of the export 
duty on tin which will benefit the profit- 
able mines more, it is proposed to revise ‘the 
top marginal rate of tin profits tax from 
121/2 percent to 15 percent on taxable tin 
profit which exceeds 35 400,000. 
The export duty on crude palm oil is also 
revised so that the duty is levied only when 
price exceeds 35 500 per ton. When the 
price exceeds 33 500 but does not exceed 
35 550, duty at a rate of 30 percent will be 
levied for every ringgit increase within this 
price range. For every ringgit increase in 
price above $ 550 but not exceeding $ 600, 
a rate of 35 percent will be applied. There- 
after the marginal rate progresses by also 
5 percentage points for every $5 50 increase 
in price until a price of $ 700 after which 
the maximum marginal rate of 50 percent 
will apply. The present export duty differ- 
ential of 30 percent between Peninsular 
Malaysia and Sabah and Sarawak will re- 
main unchanged. 
It is also proposed that the by-products of 
processed palm oil namely palm stearin and 
palm kernel oil be subject to a nominal 
duty of 5 percent. 
As can be seen the new duty structure for 
rubber will achieve two main Government 
objectives. It will reduce the higher tax 
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incidence on the rubber industry vis-é-vis 
palm oil and it will give the rubber industry 
a better edge over palm oil in keeping with 
the Government’s dynamic policy on rub- 
ber to encourage the expansion of the 
industry. 

As for pepper, duty will only apply at 
prices exceeding 35 130 per pikul for black 
pepper and $ 160 per pikul for white pep- 
per. For prices in excess of the threshold 
levels which I have just mentioned, mar- 
ginal rates ranging from 10 percent to a 

‘ maximum of 50 percent will apply. 
In order to encourage the development of 
the spice industry, it is proposed that the 
export duty on spices other than pepper be 
abolished. 
Hon’ble Members will agree that the 
private sector can only operate effectively 
in an environment of business confidence 
and the availability of, and accessibility to, 
basic infrastructure facilities. Business 
confidence is largely a function of political 
stability ‘and business opportunities. There- 
fore, at this time of economic slowdown 
the private sector is particularly encour- 
aged and understandably so, by Govern- 
ment’s own initiatives to sustain and 
increase its own investment. 
For this reason, the Budget has provided 
$ 585 million to improve and expand the 
telecommunications system. With this 
allocation, it is expected that the telephone 
exchange capacity would be increased by 
about 164,000 lines, underground cable 
network by 374,000 pairs, trunk and 
junction circuit by 120,000 circuit miles 
and the installation of about 80,000 
additional direct subscriber exchange lines. 
This large allocation for telecommunica- 
tions projects would not only help to 
overcome some of its present problems, 
but would also enhance the facilities for 
investors as well as traders particularly in 
the Commodity Exchange that will soon 
be established. ' 

Similarly, $ 581 million will be provided 
for the expansion of our capacity to supply 
electricity in order to keep pace with the 
increase in private investment expansion. 

Individual income tax 
The commodity tax reforms and the pro- 
vision of more efficient basic infrastructure 
facilities will provide new incentives to the 
private sector to invest and produce. To 
ensure that consumers at the same time 
have the necessary means to avail them- 
selves of the goods and services, the Govern- 
ment is particularly conscious that such 
demand-is effectively backed by sufficient 
purchasing power in the hands of con- 
sumers. I therefore propose to make signi- 
ficant adjustments in the individual income 
tax structure. 

Relief for the individual which currently 
stands at $ 2,000 is to be revised to $ 5,000. 
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The increase by $ 3,000 consists of a 
$ 1,000 increase in actual personal relief, 
another 3; 1,000 to replace the present 
earned income relief and another 35 1,000 
to provide relief for dependents. The 
present personal rebate of $ 60 is also 
retained. 
Wife’s relief of $ 1,000 is now proposed 
to be increased to $ 2,000. The relief for 
wife’s earned income is to be withdrawn 
but the rebate for wife of $ 30 is to be 
retained. 

Having regard to the increasing cost of 
education abroad, it is proposed that the 
allowance for children educated abroad 
which currently is double the amount of 
children’s relief be now quadrupled. 
Currently chargeable income exceeding 
$ 50,000 but not exceeding $ 75,000 
is taxed at a rate of 50 percent while in- 
come exceeding $ 75,000 is subject to a 
rate of 55 percent. With the objective of 
providing more incentive for work effort, 
it is proposed to reduce the tax liability 
on chargeable income exceeding $ 50,000. 
Under the proposal, chargeable income 
exceeding $ 50,000 but not exceeding 
$ 75,000 will be subject to a reduced rate 
of 45 percent and for income exceeding 
$ 75,000 but not exceeding $ 100,000, the 
rate will be 50 percent for income ex- 
ceeding $ 100,000 the rate will be 55 per- 
cent. 

For excess profits tax, the present exemp- 
tion limit of $ 75,000 for any person (other 
than a company) is raised to $ 100,000. 
Therefore, an individual will be liable to 
excess profit tax only on chargeable in- 
come which exceeds $ 100,000. 

Review of estate duty 
At present there are three separate estate 
duty legislations for the States of Malaysia. 
It is propOSed to unify the three separate 
legislations as soon as the necessary admin- 
istrative preparations are finalised. In the 
meantime, I would like to make the 
following proposals with a View to making 
the structure more equitable and improving 
income redistribution. 
(a) The present exemption level of 
$ 50,000 for the estate of the deceased 
who died domiciled in Malaysia will now 
be raised to $ 300,000 in view of present 
prices and values of houses and other pro- 
perties so that beneficiaries will be relieved 
of undue hardship from estate duty liabil- 
ity on estates left to them by the deceased. 
Thus, only values of estates in excess of 
$ 300,000 will now be liable to estate 
duty. 

(b) The present provision of 50 percent' 
abatement against estate duty is at the 
same time withdrawn. 
(0) It is also proposed to revise the estate 
duty structure under which the estate duty 
liability will be lower under the proposed 

'aggravating the underlying 

structure as compared with the existing 
structure for estates below $ 700,000 in 
value. For an estate worth more than 
$ 700,000 the liability will be higher under 
the proposal compared to the present 
structure. A cut-off value of $ 700,000 is 
considered reasonable and justified taking 
into account the objective of income and 

' property redistribution. 

((1) Finally, I propose to raise funeral ex- 
penses to $ 3,000. 
The proposals I have just mentioned are 
applicable to Peninsular Malaysia pending 
extension of the legislation to Sabah and 
Sarawak. 
In addition to the tax measures which I 

have just proposed, the Government will 
continue to adopt a flexible monetary 
policy that would facilitate the growth of 
domestic demand, particularly private 
sector demand so as to stimulate economic 
growth, private investment and employ- 
ment generation. 
The monetary policy will be formulated 
with the following objectives: to expand 
money supply and credit to mitigate any 
recessionary forces which may be trans- 
mitted from abroad and to facilitate a 
sustained growth of economic activity, 
especially private investment, without 

inflationary 
forces; to regulate the liquidity situation 
in order to generate conditions favorable 
to the stimulation of private demand for 
credit at reasonable cost; and to ensure 
that bank credit is distributed equitably 
among national priority uses. 
The construction sector remains one of the 
most dynamic sectors in the economy. A 
significant part of its activity has been in 
the construction of residential houses. At 
present, housing loans provided by the 
commercial banks and other financial 
institutions have a maximum maturity 
period of up to 15 years. The monthly re- 
payment terms would be eased consider- 
ably and placed within the reach of a larger 
cross section of the lower and middle 
income groups if the maturity periods were 
to be extended to 25 years and beyond. To 
enable the financial institutions to do so in 
a prudent manner, we need to establish a 
secondary mortgage market. I have since 
directed that the feasibility and technical 
details of an appropriate scheme be under- 
taken by Bank Negara in consultation with 
the major financial institutions. Such a 
scheme, when introduced, would certainly 
go a long way in ensuring that home 
ownership will be within the reach of a 
vast segment of the population and provide 
a timely boost to construction activity in 
the 19805. 

Accelerated depreciation allowance 
Hon’ble Members will recall that accelerated 
depreciation allowance comprising an initial 
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allowance of 20 percent and an annual 
allowance of 80 percent for capital expend- 
iture on plant and machinery was extended 
in the 1978 Budget to all industries for 
assessment years 1979 and 1980. 
I now propose that the period of offer be 
extended by 3 more years ending with 
assessment year 1983. ' ' 

Reinvestment allowance 
Similarly, in the 1979 Budget, a reinvest- 
ment allowance of 25 percent of capital 
expenditure on plant and machinery and 
on industrial building was offered for 
assessment years 1980 to 1982 to manu- 
facturing and processing industries. To be 
in line with the extension of the acceler- 
ated depreciation allowance, I propose to 
extend the period of offer of the reinvest- 
ment allowance by another year to. end 
with assessment year 1983. 

Long-term Credit Bank (Bank Kemajuan 
Perusahaan Malaysia) 
When presenting last year’s Budget, I had 
proposed the provision of long-term 
financial assistance to the ailing shipping 
industry, so that domestic shipyards could 
expand and compete internationally in 
building vessels for export and in under- 
taking repairs. 
Towards this end, Bank Ikemajuan Perusa- 
haan Malaysia Berhad was incorporated on 
August 7, 1979 with an authorised capital
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of $ 100 million to provide long-term 
finance to the shipping as well as other 
industries in Malaysia. Funded jointly by 
the Federal Government and Bank Negara 
Malaysia, Bank Kemajuan would assist 
domestic industries to expand and upgrade 
their production technology and capacity 
and to re-finance their export at inter- 
nationally competitive terms. 
The Bank has already launched its ship 
repairs financing facility. Invoices for ship 
repairs of domestic and foreign ships would 
be eligible for financing under this facility 
for a maximum period of 1 year at con- 
cessionary interest rate of 4.5 percent per 
annum. Bank Kemajuan is currently 
working on a range of industrial financing 
schemes, including medium and long-term 
suppliers’ and buyers’ credit for the export 
of ships, machinery, equipment and other
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capital goods manufactured in Malaysia. 

Tax incentive for inward reinsurance 
In encouraging investment we need to pro- 
vide investment incentives in the service 
sector of the economy as well. This is 

particularly important since, as in the case 
of the insurance industry, there is much 
scope for expansion. 
Presently, profits. from inward reinsurance 
business are subject to the company tax 
rate of 40 percent in Malaysia. In com- 

parison, concessional rates of only 10 per- 
cent and 17 percent are levied in some 
neighbouring countries. Given the heavier 
tax liability, the insurance industry in 
Malaysia is constrained from being able to 
develop the business of inward reinsurance. 

I therefore propose to accord preferential 
tax treatment by reducing the present 
40 percent rate applicable to profits from 
inward reinsurance to 5 percent so that the 
insurance industry in Malaysia will be able 
to compete effectively. Dividends paid out 
of profits from inward reinsurance will be 
exempt from tax in the hands of share- 
holders. With lower tax liabilities, domestic 
insurance companies should be able to 
quote lower premiums to attract inward 
reinsurance which should therefore help 
expand the scope and performance of the 
insurance industry. 

Tax incentive for reafforestation 
It is proposed that the cultivation of tim- 
ber be encouraged by extending to re- 

afforestation the same tax treatment which 
presently applies to the planting industry. 
Cultivated timber will therefore be brought 
within the definition of “approved crops” 
in the Income Tax Act. Any expenditure 
incurred on replanting will be allowed to 
be deducted against the revenue of the year 
in which such expenditure is incurred. 
Further, plant and machinery used in 
reafforestation will qualify for an increased 
initial allowance of 60 percent. 

Tax incentive for exports 
Manufacturing exports have been increas- 
ing at an impressive rate of 20 percent in 
the last few years. This is the kind of 
economic trend that needs encouragement 
especially at this time of global economic 
slowdown. Our own economic growth 
could be stimulated and supported by 
sustaining the good performance of our 
manufacturing exports. We cannot allow 
the recession abroad to adversely affect our 
own long-term industrial and modernisa- 
tion plans. 

I therefore propose to introduce additional 
incentives to encourage export oriented 
manufacturing industries by allowing the 
cost of maintaining sales offices overseas 
for the promotion of exports to be elibible 
for additional deductions. Also I propose 
to replace the present export allowance, 
with an outright allowance of 2 percent of 
ex-factory value of all export sales, and an 
'additional 10 percent on the increase of 
export sales over that of the previous year. 
The Hon’ble the Minister of Trade and 
Industry will be moving an appropriate 
Amendment Bill to the Investment Incen- 
tive Act in this House during the curreht 
session for debate and approval so that the 
proposed revision to export incentives 
could be implemented. 
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Export refinancing facilities 
Hon’ble Members will recall that as a 
part of the Government’s policy to pro- 
mote manufactured exports, Bank Negara 
has been providing the export trade with 
concessional post-shipment as well as pre- 
shipment refinancing facilities. We have 
reviewed these facilities and Inow propose 
to further expand pre-shipment facility, 
to include rubber and plastic products, 
footwear, metal products, sports goods and 
furniture. With the proposed expansion, 
the coverage will now be increased to 
about 25 percent of the total manufactured 
exports. 
The battle against inflation cannot be the . 

responsibility of the Government alone. 
The private sector must also play its part. 
Among others, I have often alluded to the 
need for a strong and well organised 
consumer movement. Businessmen and 
manufacturers also have a role. In par- 
ticular, they owe it to their customers to 
purchase always from the cheapest markets. 
Since the onset of the Third Malaysia Plan, 
the ringgit has appreciated against the US 
dollar by more than 20 percent, against 
sterling by over 10 percent and in 1979, 
against the Japanese yen by 18 percent. 
Importers and manufacturers must take 
advantage of our inherent strength and re- 
act promptly to diversify their sources of 
supply to the cheapest sources, to alleviate 
the impact of imported inflation on the 
domestic price level. 
On the whole, we have done well in ex- 
panding the nation’s manufactured ex- 
ports, which are directed mainly at the 
more traditional markets in the major 
industrial nations. While we need to nur- 
ture these markets, greater efforts must be 
made to develop the growing dynamic 
markets nearer home through regional co- 
operation. 
The East-Asian countries and ASEAN have 
great potential for trade and industrial ex- 
pansion. Furthermore, there are a vast 
potential and prospects for trade and 
industrial cooperation within the great 
Pacific Basin. This vast and rich region 
provides tremendous opportunities for the 
future. Indeed, while we are on the thres- 
hold of the 19805, Malaysia must begin to 
think hard about planning for the pro- 
mising possibilities and potential for trade 
and industry within the context of the 
larger Pacific Basin. We must look further 
ahead. We must raise our sights. 
We cannot continue to look to the in- 

dustrial countries so-called, The North. 
Time and again the developing countries 
have been turned down in their legitimate 
case for the establishment of a New Inter- 
national Economic Order. 
As agreed by the developing countries at 
the last Unctad V‘Meeting, we must do 
much more to increase trade and industrial 
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cooperatibn amongst developing countries 
themselves. Besides the great potential that 
there is in ASEAN and other Asian devel- 
oping countries, we can and should also 
look forward with confidence to expanding 
our trade relations with Islamic countries, 
with whom we have increasingly strong 
fraternal relations. 

Establishment of a warehousing system in 
Malaysia 
As Hon’ble Members are aware, ware- 
housing facilities are currently very limited. 
It is felt that the facilities should be ex- 
panded as it will lead to better Customs 
supervision and more competitive prices 
as the importers will be able to import 
“bulk”. Thus, it is proposed that more 
licences to establish warehouses will be 
issued throughout the country. The private 
sector is expected to play a major role in 
owing and operating these warehouses. It 
is also proposed that spare partsxfr‘uits and 
canned food, cosmetics, watches and 
chemicals be included as items which may 
benefit from the bonded warehouse 
facilities. The list of items may be ex- 
tended from time to time. 
The operation of a warehouse requires a 
licence from Customs Department to 
whom applications could be made. 

Proposal to reduce tax burden on nublic 
transport sector - taxis, hire-cars and buses 
In order to improve the public transport 
service to the people it is felt that some 
incentives should be given. Towards this 
objective, I propose to: 
(a) Reduce the excise duty on taxis and 
hire-cars by 50 percent. 
(b) Reduce the road tax on taxis and hire 
cars by 50 percent. 
(0) Reduce the engine tax on buses by 
25 percent. 

Proposal to increase road tax on privately 
owned diesel cars 
As Hon’ble Members are aware, the subsidy 
on diesel is aimed to benefit the industrial 
users as well as the public transport indus- 
try so as to restrain price increases and was 
never intended to benefit owners of private 
diesel cars. Therefore, I propose that the 
road tax on privately owned diesel cars be 
increased to five times that of the road tax 
on cars using petrol compared to the 
present rate of four times. 

Import duty and excise 
Hon’ble Members will observe that the 
1980 Budget has not given much attention 
to the reduction of import duties. This is 
not because the Government does not wish 
to reduce 'import duties, particularly for 
the goods consumed by the lower income 
groups. On the contrary, I can assure you 
that‘the Government has been reducing or 

114 

eliminating import duties, on essential 
food items as well as other items of mass 
consumption. Whatever dutiable items 
there are, it is largely to protect our own 
domestic industries against competition 
and could not be reduced at the moment. 
For this year’s Budget therefore, I have 
little to offer except to propose duty re- 
ductions on a very restricted number of 
items as follows: 

(a) Import duties on durians, mangoes 
and jackfruits are reduced by, another 
50 percent, 
(b) import duty on film/negatives for 
movie industry is reduced from 40 to 
50 percent, 
(0) import duties on some sports goods 
such as racing bicycles, sports gloves and 
appliances for gymnastics are removed, 
(d) import duty on cylinder block is re- 
duced from 75 to 25 percent. 
I also propose to remove the excise duty 
on reconditioned batteries so that the 
treatment is the same as for retreaded 
tyres. Excise duty on foam rubber mattress 
is also reduced from 44 sen per kg. to 
33 sen per kg., so as to be on par with the 
duty on artificial foam plastic mattresses. 

Tax incentives to encourage investment 
and restructuring 
As Hon’ble Members are aware the Govern- 
ment is taking the lead to promote overall 
economic growth and investment in par- 
ticular. However, the private sector has to 
support and supplement the Government’s 
investment initiatives more strongly, in 
order to sustain and strengthen the growing 
importance of the private sector’s role in 
promoting balanced economic growth and 
investment under the New Economic 
Policy. We therefore need to ensure that 
the NEP goals for restructuring are achie- 
ved on schedule. This requires concerted 
effort on a sustained basis through all 
aspects of Government policies which 
include fiscal policy. I therefore propose 
the following tax measures as incentives to 
accelerate the pace for restructuring and 
the promotion of investments and econo- 
mic growth: 
(a) Currently all companies have to pay 
income tax at a rate of 40 percent. Under 
the proposal, companies with a paid up 
capital of not less than $ 1 million or with 
a net asset of not less than $ 1 million 
which conform to the equity restructuring 
requirement of the Government, will only 
pay income tax at a lower rate of 35 per- 
cent. 
(b) I am -also proposing that companies 
which conform to restructuring with 
respect to employment and/or marketing 
network be exempted from Development 
Tax of 5 percent. 
Both these exemptions are to be accorded 
upon the production of annual certifica- 

tion by the Foreign Investment Committee 
(F.I.C.). These incentives are to be offered 
for only 3 assessment years from assess- 
ment year 1980 to assessment year 1982. 
Hon’ble Members are aware that the 
Government is determined to set up the 
pace of corporate restructuring, not only 
through fiscal incentives but in partici- 
pating directly in the commercial and 
industrial sector of the economy. 
The promotion of a more rapid rate of 
growth in private investment, in conjunc- 
tion with the attainment of our national 
restructuring objective, will ensure not 
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only balanced, but also stable and steady 
industrial growth and expansion. Thus, 
the 1980 Budget provides 33 1,086 million 
to promote and strengthen the Govern- 
ment’s industrialisation policy. Of this 
large amount, a sum of $ 227 million will 
be provided to State Economic Deveiop- 
ment Corporations to promote industrial 
development in conjuction with the private 
sector. The Government’s industrial par- 
ticipation in joint-enterprises with the 
private sector, will help to achieve our 
socio-economic objectives, in a mutually 
reinforcing manner, since both the public 
and the private sectors will stand to gain 
much from mutual cooperation to achieve 
our common objectives. 
As a further measure to accelerate the pro- 
gress that has so far been achieved in in- 
creasing the equity ownership of the 
Bumiputra community, an additional sum 
of $ 300 million is provided to supplement 
the present capital of $ 200 million in the 
Bumiputra Investment Fund. 
We recognise that one of the major con- 
straints to the expansion of Bumiputra 
ownership and participation in the cor- 
porate sector is the lack of finance. There- 
fore the 1980 Budget provides $ 256 mil- 
lion to supplement the credit resources and 
facilities of Government’s major institu- 
tions, that have been established to achieve 
the objectives of restructuring Le. Pernas, UDA and MARA. 
I might add that these additional resources 
will help supplement the new guidelines on 
bank lending which were introduced two 
months ago for commercial banks and fin- 
ance companies. ’ 

It is clear therefore that the Government is 
doing its best, in cooperation with the 
banking sector, to provide increasing 
'amounts of loanable funds to the Bumi- 
putra community and small scale enter- 
prises, and agricultural food production to 
accelerate private investment and our 
restructuring objectives. 
In line with the New Economic Policy, the 
Government is now making preparations 
for the transfer of shares in successful 
Government-owned companies to Bumi- 
putras. The transfer process will take time 
as it may involve amending some existing 
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legislations. However, it is hoped that the 
transfer could be effected by mid-1981 
through a scheme now being formulated, 
which will ensure that a majority of the 
shares in Government-owned companies 
will come under the control of a large 
segment of the lower-income population. 
The Bumiputra Investment Fund, opera- 
ting under its own scheme, will be one of 
agencies for this purpose. In this way it is 
hoped that the lower-income groups will 
be able to enjoy the fruits of this share 
transfer plan as they will be able to control 
the biggest portion of the shares in success- 
ful Government companies. 

As a preparatory measure to encourage 
small investors or low-income individuals 
to save and invest their money in pro- 
fitable schemes, I propose that the profits 
of approved unit trusts will be exempted 
from income tax and that dividends not 
exceeding $ 4,000 a year received by the 
taxpayer, who is a unit holder, will also 
be exemptéd from income tax. 

Malaysia’s Economic and Budget Forecast 
for 1980 
I have outlined the 1980 Budget Strategy 
and presented my proposals to achieve the 
Budget’s Strategic Goals. The question that 
'now remains is: What then are Malaysia’s 
economic and budgetary prospects for 
1980? ' 

Hon’ble Members will agree that it is 

extremely diffcult to be precise about 
economic and financial estimates for the 
future, particularly when there is so much 
international economic uncertainty and 
monetary instability. 
Be that as it may, current indicators point 
to a real growth in the domestic economy 
of about 6-7 percent for 1980 as a whole. 
Implementation of the Budget Strategy I 

have outlined would provide a firm found- 
ation for the economy to grow faster than 
envisaged, not just in 1980 but also in the 
immediate years beyond. Both the tax cuts 
of $ 482 million and the tax concessions 
as well'as subsidies relating to electricity 

and petroleum products amounting to 
$ 491 million in 1980, will have the effect 
of achieving the Budget objectives. With 
these firmly in place, we can reasonably 
expect the domestic price level to stabilise 
at about 5-6 percent in 1980. 

The big tax cuts have been pessible not 
only because of the basic resilience of 
our economy, but also because of the 
consistently strong Budget performance 
and the favourable outturn estimated for 
next year. The 1980 Budget’s Current 
Account surplus is estimated at $ 515 mil- 
lion before tax changes and‘ $ 33 million 
after tax changes. 
These big tax cuts together with large 
Expenditures and subsidies have enabled 
us to design the Budget Strategy of pro- 
moting Economic Growth and Combatting 
Inflation, to not only encourage further 
investment and expand production but also 
to help, particularly the poverty and lower 
income groups, to face the economic 
difficulties that lie ahead. 

SOME MAJOR PROPOSED 
TAX AMENDMENTS 

A. INDIVIDUAL INCOME TAX 
Under the existing tax structure, the tax burden for various 
chargeable income, after allowing all possible deductions is as 
follows: 

Chargeable Marginal Marginal Liability Average 
income ($) rate (%) liability ($) ($) tax rate (%) 

(1) (2) (3) (4) (5) 

1,000— 2,500 6 150 150 6.0 
2,501 -— 5,000 9 225 375 7.0 
5,001 — 7,500 12 300 675 9.0 
7,501 — 10,000 15 375 1,050 10.5 

10,001 — 15,000 20 1,000 2,050 13.7 
15,001 — 20,000 25 1,250 3,300 16.5 
20,001 — 25,000 30 1,500 4,300 19.2 
25,001 — 35,000 35 3,350 8,300 23.7 
35,001 — 50,000 40 6,000 14,300 23.6 
50,001 — 75,000 50 12,500 26,800 35.2 
75,001 and above 55 —- — — 

The tax burden on chargeable income is shown in column (5). 
It is proposed that the following measures be taken in respect of 
the individual income tax structure: 

(a) Relief for individual 

At present the reliefs for the individual are in the form of: 
(i) personal relief of $ 2,000 
(ii) earned income of 1/10 of income or $ 1,000 whichever is 

lower; 
(iii) rebate of $ 60. This is to be deducted from tax payable. 
It is proposed that for 1980, the individual relief be replaced by 
a single individual relief of $ 5,000 and relief on earned income 
be withdrawn. Out of the $ 3,000 increase, the first $ 1,000 is 
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an actual increase of individual relief, while the second $ 1,000 is 
to provide relief for dependents and the final $ 1,000 is to con- 
vert earned income relief into an additional individual relief. The 
present rebate of $ 60 is to be retained. 

(b) Wife's relief 

At present the reliefs for wife are as follows: 
(i) wife’s relief of $ 1,000;

I 

(ii) wife’s earned income of 9/10 of income of maximum of 
$ 500; in case where earned income exceed $ 5,000 1/10 of 
income or maximum of $ 1,000. 

(iii) a rebate of $ 30. This is to be deducted from tax payable. 
It is proposed that the relief for wife be increased to $ 2,000 and 
that the relief for wife’s earned income be withdrawn. The rebate 
for wife of $ 30 is to be continued. 

(c) Allowance for children educated abroad 
The current allowance for children educated abroad is double the 
amount of children’s relief. 
It is proposed that the allowance for children educated abroad be 
four times the normal deductions which currently are as follows: 

lst child $ 800 
2nd child $ 700 
3rd child $ 600 
4th child 35 500 
5th child $ 400 

(d) Revision of top chargeable bracket 
Currently chargeable income exceeding $ 50,000 but not exceed- 
ing $ 75,000 is taxed at a rate of 50 percent while income ex- 
ceeding $ 75,000 is subject to a rate of 55 percent. With the 
objective of providing more incentive for work effort, it is pro- 
posed to reduce the tax liability on chargeable income exceeding 
$ 50,000. Under the proposal, chargeable income exceeding 
$ 50,000 but not exceeding 53 75,000 will be subject to a reduced 
rate of 45 percent and for income exceeding $ 75,000 but not 
exceeding $ 100,000, the rate will be 50 percent. For income 
exceeding 35 100,000 the rate will be 55 percent. For excess profit 
tax, the present exempti'on limit of $ 75,000 for any person 
(other than a company) is raised to $ 100,000. Therefore, an 
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individual will be liable to excess profit tax only on chargeable 
income which exceeds 33 100,000. 
The table below gives a comparison of tax liability under the 
present and proposed reliefs for individual and wife at various 
income levels: 

Tax payable ($), 
Income Present Proposed Tax saving to taxpayer 

5,000 nil nil nil 

10,000 345 120 225 
20,000 2,085 1 .560 525 
30,000 4,885 4,110 775 
50,000 12,410 11,410 1,000 
75,000 24,550 22,400 2,150 

100,000 39,010 35,710 3,300 

The above proposal is to take effect from assessment year 1980. 

B. EXTENSION OF PREVIOUS BUDGET MEASURES 
(i) Accelerated depreciation allowance 
The accelerated depreciation allowance comprising of an initial 
allowance of 20 percent and an annual allowance of 80 percent for 
capital expenditure on plant and machinery was introduced in the 
1977 Budget for the agro-based and related industries for a‘period 
of 3 years from assessment years 1978 to 1980. The scope of 
accelerated depreciation allowance was extended in the 1973 
Budget to all industries undertaking capital expenditure for 
assessmént years 197 9 and 1980. It is proposed that the period of 
offer be extended by 3 more years up to and including assessment 
year 1983. 

(ii) Reinvestment allowance 
In the 1979 Budget, a reinvestment allowance of 25 percent of 
capital _expenditure on plant machinery and on industrial building 
(deductible from adjusted income) was offered for a period of 
three years from assessment years 1980 to 1982 (basis years 1979 
to 1981) to manufacturing and processing industries undertaking 
expansion as approved by the Ministry of Trade and Industry. To 
be inline with the extension of the accelerated depreciation 
allowance to assessment year 1983, it is proposed that the period 
for reinvestment allowance should also be extended by another 
year up to and including assessment year 1983. 

C. TAX INCENTIVE FOR INWARD REINSURANCE 
Income from inward reinsurance business is assessable to income 
tax at 40 percent, development tax at 5 percent and excess profit 
tax at 5 percent on the chargeable income which exceeds the 
appropriate franking limit. 
It is proposed that preferential tax treatment be accorded to in- 
ward reinsurance business in order to encourage the flow of 
profitable reinsurance business to Malaysia from other countries. 
It is proposed that the present 40 percent rate applicable 0n 
profits from inward reinsurance business be reduced to 5 percent. 
The proposal will be made effective for assessment year 1980 and 
subsequent years of assessment. 

D. TAX INCENTIVE FOR REAFFORESTATION 
It is proposed that the growing of timber be encouraged by ex- 
tending to reafforestation the tax treatment which presently 
applies to the planting industry. Cultivated timber will be brought 
within the definition of “approved crops” in the Income Tax Act 
to enable reafforestation to qualify for capital expenditure incur- 
red on clearing of land, new planting and construction of roads to 
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be written off over 2 years. Capital expenditure on labour lines 
will be allowed to be written off over 5 years and capital expendi- 
ture on other buildings allowed to be written off over 10 years. 
In addition, any expenditure incurred on replanting will be 
allowed to be deducted against the revenue of the year in which 
such expenditure is incurred. Further, rules will be introduced 
under the Income Tax Act to enable plant and machinery used in 
reafforestati‘on to qualify for an increased initial allowance of 
60 percent compared to the normal rate of 20 percent. 

E. TAX INCENTIVES FOR EXPORTS 
At present export incentives are given under the Investment 
Incentives Act, 1967, and these are: 

(i) Deduction for promotion of export 
These are given in respect of expenses incurred for promotion of 
exports of manufactured products. Export expenses that qualify 
for deductions are: 
(a) advertising expenses 
(b) provision of free samples 
(c) market research 
(d) preparation of tenders 
(e) overseas travel for negotiations and contracts 
(f) expenses for giving technical information to buyers. 
The deductions allowable are given in addition to any deductions 
allowable under Section 33 of the Income Tax Act 1967. 

(ii) Accelerated depreciation allowance 
Under this incentive about 90 percent of the initial outlay or 
capital could be written off in 5 years, instead of the 20 or more 
years at normal rates of depreciation allowance. 

(iii) Export allowance 
An allowance at the rate of 5 percent of the increase in export 
over the average exports of the preceding five assessment years 
is given as deduction from gross income. The rate is increased to 
8 percent in the case of companies which use not less than 50 per- 
cent of local material in their export products. 
It is proposed that the export incentives be given by: 
(3) allowing additional deduction for the cost of maintaining 

sale offices overseas for promotion of export; 
(b) replacing the present export allowance with an outright 

export allowance of 2 percent of eX-factory value of export 
sales and an additional 10 percent of ex-factory value of 
export sales on the increase of export sales over the export 
sales of the previous year. It is proposed that this allowance 
be given on all export sales irrespective of local content. 

Crude olein and stearin, neutralised olein and stearin, neutralised 
palm oil, and neutralised bleached palm oil, tapioca chips, fresh 
fruits and vegetables, cocoa beans, coffee beans, sand, clay and 
stones (including granite and limestone), livestocks, and products 
of industries engaged in the manufacture or assembly of electrical 
and electronic components are to be included in the list of pro- 
ducts not eligible for export allowance. 
The proposal is to take effect from assessment year 1980. 

F. TAX INCENTIVE FOR RESTRUCTURING 
It is proposed that the following tax measures be adopted as 
incentives for restructuring: 

(a) Equity restructuring 
Exemption of 5 percentage points of the company income tax 

© 1980 International Bureau of Fiscal Documentation — BULLETIN



of 40 percent is to be allowed to any company conforming to the 
equity restructuring requirement of the NEP with at least 30 per- 
cent equity ownership for Bumiputras, 40 percent for non- 
Bumiputra Malaysians and 30 percent for foreigners. 
In order to expedite the achievement of the target, the above 
incentive is initially suggested to be offered on a yearly basis for 
3 assessment years from assessment year 1980 to assessment 
year 1982. The attraction of this proposal is that it encourages 
companies to restructure early in order to reap the benefit of 
the tax reduction. In order to qualify for exemption, the com- 
pany must either have a paid-up capital of $ 1 million unimpaired 
by contingent liabilities or have a net asset (before revaluation) 
of not less than $ 1 million. Pioneer companies and companies 
enjoying tax incentives will not qualify for this incentive. 

(b) Employment and/or marketing network restructuring 
Any company conforming to the employment and/or marketing 
network restructuring will be exempted from the development 
tax of 5 percent. ' 

The period of offer is similar to (a) above i.e. on a yearly basis for 
three assessment years from assessment year 1980 to assessment 
year 1982. 
Both eiemptions above are .to be accorded on annual certification 
by the Foreign Investment Committee (FIC). FIC will issue the 
certificate after consultation with the relevant authorities. 

G. TIN PROFITS TAX 
In View of the proposed restructuring of export duty on tin which 
will benefit the profitable mines more, it is now proposed to raise 
the present maximum rate of tin profits tax from 121/2 percent to 
15 percent as follows: 

Rate 
Taxable tin’ profits (after Present Proposed 
providing for exemptions) (%) (%) 
First $ 200,000 5 5 
next $ 200,000 10 10 
exceeding $ 400,000 121/2 15 

The proposal is to be made effective from assessment year 1980. 

H. TAX EXEMPTIONS FOR APPROVED UNIT TRUSTS AND 
MALAYSIAN UNIT-HOLDERS 

The incentive proposed is to exempt unit trusts which are ap- 
proved by the Minister of Finance. Also resident unit holders 
who are taxpayers are exempted from the individual income tax 
in respect of the dividends they receive subject to a maximum 
amount of $ 4,000 per year which works out to a return of 
8 percent on an investment of $ 50,000 in unit trusts. 
The proposal is to take effect as from assessment year 1980. 

I. REVIEW OF ESTATE DUTY 
Three policy changes proposed are: 
(a) The present exemption level for the estate of deceased per- 

son who died domiciled in'Malaysia which presently is at 
$ 50,000 is proposed to be raised to $ 300,000. Only values 
of estates in excess of $ 300,000 will now suffer estate duty. 
The exemption level for the estates of a non-domiciled de- 
ceased which presently is at $ 10,000 is proposed to be 
revised to $ 60,000. 

(b) It is also proposed that the present 50 percent abatement 
against estate duty be abolished. 

(c) The estate duty structure for estates of domiciled deceased 
is to be revised as in the attached table. Under the proposed 
structure, the estate duty liability will be lower as compared 
with the existing structure for an estate not exceeding 
$ 700,000 in value. For an estate with value exceeding 
33 700,000 the liability will be higher under the proposed 
‘than under the present structure. 

(d) Funeral expenses are now proposed to be raised to $ 3,000 
from the present $ 1,000 or 21/2 percent of ascertained value 
of estate, whichever is lower. 

(e) Any money received under a personal accident insurance 
policy will not be subject to estate duty. 

The amendmént will apply to the estate of any person dying on 
or after 18th October 1979“ 
The above proposals are applicable to Peninsular Malaysia, pend- 
ing extension of the law to Sabah and Sarawak. 

ESTATE DUTY 
Proposal Existing 

Amount 
Taxable income Rates Amount Effective payable Effective 

(%) payable rate (%) after 50% rate (%) 
abatement 

(1) (2) (3) (4) (5) 

On First 300,000 nil $15.000 5 
next 100,000 12 12,000 

first 400,000 12,000 3 25,000 6.2 
next 100,000 16 16,000 

first 500,000 28,000 56 50.000 8.3 
next 200,000 20 40,000 
first 700,000 68,000 9.7 65,000 9.3 
next 300,000 25 75,000 
first 1,000,000 143,000 14.2 115,000 11.5 
next 500.000 30 150,000 

first 1,500,000 293,000 19.5 215.000 14.3 
nex t 500 .000 35 175,000 
first 2,000,000 468,000 23.4 327,500 16.4 
next 1 ,OO0,000 40 400,000 
first 3,000,000 868,000 28.9 577,500 19.3 
next 1,000,000 45 450,000 
first 4,000,000 1,318,000 32.9 827,500 20.7 
next 1 ,000,000 50 500,000 
first 5,000,000 1,818,000 36.4 1,102,500 22.0 
next 1 ,OO0,000 55 550 .000 
first 6,000,000 
on remainder 60 

2,368,000 39.5 1,377,500 22.9 
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MALAYSIA: 
Deductibility of Foreign Losses 
— Two Bites at the Cherry — 
Hock Heng Co. S’dn. Bhd. v. Director-General of Inland Revenue 
by C.S. Yeoh * 

Malaysian Income Tax — Malaysian resi- 
dent company with Singapore branch — 
whether company can set off Singapore 
branch’s loss against Malaysian .income — Income Tax Act, 7967 (Malaysia) — Malay- 
sia/Singapore Double Taxation Agree- 
ment 1966. 

Three main factors affect any claim for loss 
relief by an enterprise if such losses arise 
from activities in a foreign territory. These 
factors are- 
(i) the local law, 
(ii) double taxation treaties, if relevant, and 
(iii) case law. 
In Hock Heng Co. Sdn. Bhd. (private 
limited) 1). Director-General of Inland 
Revenue, the taxpayer, a Malaysian com- 
pany, which was ordinarily resident in 
Malaysia, had its head office in Malaysia 
and a branch in Singapore. For the year 
of assessment 1968, the head office made 
a profit of M33 31,415 whilst the branch 
incurred a loss of M$ 538,335. 
Under Section 3(a) of the Income Tax Act, 
1967 (hereinafter referredto as “the Act”) 
the global income of a Malaysian company 
was subject to Malaysian income tax. This 
section as applicable to the year of assess— 
ment 1968 reads :

¢ ‘. 
. . income tax shall be charged . . . 

(a) in the case of a person ordinarily 
resident . . . upon his income from 
wherever derived; . . 

.” 

By virtue of Paragraph 1(a), Article IV of 
the Double Taxation Relief (Republic of 
Singapore) Order, 1966 (hereinafter called 
“the Agreement” or “treaty”), profits of 
a permanent establishment in Singapor’e of 
a Malaysian enterprise were exempt from 
Malaysian tax. The relevant paragraphs of 
this Article are reproduced below: 

“1. (a) The profits of a Malaysian 
enterprise shall not be taxable in 
Singapore unless the enterprise carries 
on business in Singapore through a 
permanent establishment situated in 
Singapore. If the enterprose carries on 
business as aforesaid, tax may be im- 
posed in Singapore on the profits of 
the enterprise but only on so much of 
them as is attributable to that per- 
manent establishment. No further tax 
shall be imposed in Malaysia in respect. 
of profits of the permanent establish— 
ment which are remitted to Malaysia. 
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2. Where an enterprise of one of the 
Contracting States carries on business 
in the other Contracting State through 
a permanent establishment situated 
therein, there shall in each Contracting 
State be attributed to that permanent 
establishment the profits which it 
might be expected to make if it were 
a distinct and separate enterprise en- 
gaged in the same or similar activities 
under the same or similar conditions 
and dealing independently with the 
enterprise of which it is a permanent 
establishment. 
3. In determining the profits of a 
permanent establishment, there» shall 
be allowed as deduction all expenses, 
including executive and general ad- 
ministrative expenses, which would be 
deductible if the permanent establish- 
ment were an independent enterprise 
in so far as they are reasonably alloc~ 
able to the permanent establishment, 
whether incurred in the Contracting 
State in which the permanent estab- 
lishment is situated or elsewhere.” 

The Agreement was silent as regards losses 
of a permanent establishment and Para- 
graph 1 of Article XVII of the treaty con 
firmed that unless otherwise provided in 
the treaty, the laws of Malaysia should 
continue to govern the taxation of income 
in that country. Paragraphs 1 and 2 of 
Article XVII are set out below: 

“1. The laws of each Contracting 
State shall continue to govern the 
taxation of income in that State 
except where express provision to'the 
contrary is made in this Agreement. 
Where 
both Contracting States, relief from 
double taxation shall be given in 
accordance with the following para- 
graphs of this Article. - 

2. Where a residentof one Contract- 
ing State derives income from sources 
within the other Contracting State 
and that income in accordance with 
the income tax laws of each Contract- 
ing State and the provisions of this 
Agreement, is subject to tax in the 
other Contracting State, the former 
Contracting State shall exempt such 
income from tax.” 

In computing the taxpayer’s income for 
Malaysian tax purposes the Inland Revenue 
refused to allow a claim to have the Singa- 
pore loss be set, off against the Malaysian 
income. 
The taxpayer appealed to the Special Com- 
missioner‘s of Income Tax who decided in 

income is subject to tax in
, 

its favour. At; the request of the Revenue a 
case stated was presented to the High 
Court. 
At the High Court the learned Judge re- 
versed the decision of the Special Commis- 
sioners. He based his judgement on the 
reasons given by him in the United National 
Finance Bhd. U. Director-General of Inland 
Revenue case of 1975. In disallowing a 
similar set-off of Singapore losses against 
Malaysian income in that case the learned 
Judge reasoned that such losses, if allowed, 
would have been deducted twice, once in 
Singapore and again in Malaysia. 
The taxpayer then appealed to the Federal 
Court. The arguments put forward on 
behalf of the taxpayer may be briefly 
summarised as follows: 
(a) . At the relevant time under Section 3(3) 

of the Act, tax was payable on its in- 
come from wherever derived, i.e. upon 
world income. In computing its world 
income, losses suffered in Singapore 
should be deducted from profits in 
Malaysia - else, how could its world 
income be determined? 

(b) In accordance with Section 44(2) of 
the Act, losses may be deducted and 
these must include, it was submitted, 
losses suffered in Singapore. 

(c) Certain deductions were not allowed; 
these were enumerated in Section 39 
of the Act. Losses suffered in Singa- 
pore were not included; therefore, 
such losses could be set against Malay- 
sian profit. 

(d) According to the ordinary principles 
of commercial accounting, all gains 
and losses must be brought into ac- 
count when computing income. 

(e) The Agreement and its enabling author- 
ity, Section 132 of the Act, provide 
for relief against double taxation; such 
relief was only in respect of profits 
made and taxed in Singapore. As the 
taxpayer had not claimed any relief 
against double taxation, the Agree— 
ment was not applicable and the losses 
should be allowed under Section 44(2). 

The Court, however, found in favour of the 
Director General of Inland Revenue on the 
following grounds: 
(i) Singapore losses, if allowed against 

Malaysian income, would have been 
doubly deducted. As Lee Hun Hoe CJ 
(Borneo) put it, “They cannot have 
two bites at the cherry”. ‘ 

(ii) Article IV (2) and (3) of the Agree- 
ment — business profits —- provides 
that the Singapore branch and Malay— 
sian head office were to be regarded. 
as separate and distinct. In other 
words, the world income scope of 
Malaysian taxation had been trans— 
formed to the derivative scope and the 
Singapore losses could not be attri- 
buted to activities in Malaysia. Singa- 
pore losses should be deducted from 
Singapore profits and,Ma]aysian losses 
from Malaysian profit's.

» 

* Executive Director, SGV-KC Taxation Ser- 
vices Sdn. Bhd. Kuala Lumpgr, Malaysia; 
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(iii) Section 3(a) of the Act has been over- 
ridden by the Agreement insofar as 
Singapore IOSSes were concerned in 
that the branch and head office were 
to be regarded as distinct and separate. 

An appeal by the taxpayer to the Privy 
Council followed. It was common ground 
that but for the said tax treaty, the appel- 
lant would have been entitled to set off 
the Singapore losses against its Malaysian 
income. The Privy Council was therefore 
faced with the question as to whether or 
not there were provisions in the Agreement 
which modify the 1967 Act insofar as the 
Singapore losses were concerned. 

-Viscount Dilhorne in his delivery of the 
Majority Judgement referred to Articles 
IV and XVII of the Agreement. In con- 
nection with the former Article he noted 
that any profits of a permanent establish- 
ment in Singapore of a Malaysian enter- 
prise were taxable only in Singapore 
whether or not such profits are remitted to 
Malaysia. To this extent therefore the tax 
treaty qualified and modified the Act 
under which Malaysian tax was chargeable 
on all income wherever derived. 

His Lordship added that expenses, as one 
would expect, are deductible in computing 
profits. Article IV was concerned with pro- 
fits and what would happen to them. It 
did not purport to provide the tax conse- 
quences if losses were incurred. 

With reference to Article XVII — Elimina- 

tion from double taxation —- their Lord- 
ships pointed out that paragraph (2) there- 
of was not applicable to the case because 
that paragraph referred to income only as 
opposed to losses. Paragraph (1), which 
provided that the laws of Malaysia should 
continue to govern the taxation of income 
in that state except where express pro- 
vision to the contrary was found in the 
Agreement, was, in the opinion of their 
Lordships, determinative of the appeal. 
There were no express provisions regard- 
ing losses; hence the Act applied. 

In their Lordships’ View the United Nation— 
al Finance Bhd. case referred to earlier was 
incorrectly decided. They had sympathy for 
the concept that if profits from the Singa- 
pore branch were not taxable in Malaysia 
then, conversely, Singapore losses should 
not be allowed to reduce Malaysian income, 
but they said that the Agreement did not 
so provide. Lord Russel of Killowen chose 
to part company with the rest of the Board 
on this point. In his opinion an exemption 
from tax necessarily involved an exclusion 
from loss relief. 

It was therefore held by a majority, Lord 
Russel of Killowen dissenting, that the 
appeal should be allowed and the Deciding 
Order of the Special Commissioners re- 
stored. The M$ 538,335 loss incurred by 
the Singapore branch could therefore be 
set against Malaysian income when ascer- 
taining the company’s income for Malay- 
sian tax purposes for the year of assess- 
ment 1968. 

CONCLUSION: 

(1) The 1966 Order was made when the 
Income Tax Ordinance, 1947 was 
operative in Malaysia. Under this 
Ordinance tax was exigibleon income 
accruing in or derived from the States 
of Malaya or received in the States of 
Malaya from outside territory. 

(2) An immediate consequential amend~ 
ment to the 1966 Order did not follow 
the replacement of the Ordinance by 
the 1967 Act which introduced the 
global scope of taxation. 

(3) The said Order of 1966 has since been 
replaced by the Double Taxation 
Relief (Singapore) Order 1968 which 
had effect from the year of assessment 
1969. Under this latest Order, Singa- 
pore profits attributable to a per- 
manent establishment of a Malaysian 
enterprise in Singapore are no longer 
exempt from Malaysian tax. 

(4) The scope of Malaysian income tax 
was altered as from the year of assess- 
ment 1974. There has been a reversion 
to the scope of the 1947 Ordinance 
and in its amended form Section 3(a) 
states: 
“. 

. . income tax shall be charged . . . 

upon income of any person accruing in 
or derived from Malaysia or received in 
Malaysia from outside Malaysia.” 
A loss cannot of course be remitted, so 
that under current law losses incurred 
through a Singapore branch are no 
longer deductible. 

EDITOR'S NOTE 

Double deduction of losses — two bites at 
the cherry — by a taxpayer incurring a for- 
eign loss will occur where there exist pro— 
visions (usually a tax treaty) which exempt 
foreign-source income from domestic in- 
come tax. In those cases where double 
taxation is prevented by allowing a credit 
for foreign tax against domestic income tax 
the problem will not arise. However, where 
the exemption-method is used the question 
immediately arises whether disregarding 
foreign income necessarily means that for- 

eign losses must also be disregarded. Should 
this be allowed then the losses may usually 
be deducted twice, i.e. first in the country 
where the taxpayer is resident and later — 
when there is foreigmsource income — in 
the country where the loss was incurred. 
Some countries like the German Federal 
Republic and Luxembourg, therefore, dis- 
regard foreign losses. Other countries, like 
Belgium and the Netherlands introduce a 
special clause in their tax treaties under 
which foreign losses are recaptured. 
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~ CONF-R-NCE DIARY~ ~ ~ 

APRIL 1980 
Management Centre Europe: International 
Tax Conference (including Possibilities and 
limitations of treaty shopping; Tax pro- 
blems arising from the entrance of East 
European Countries and China into the 
international investment field), Montreux 
(Switzerland) April 14-16 (English, French, 
German). 

Business International Institute: The Semi- 
nar on International Finance (including: 
Taxation of "exchange gains and losses), 
White Plains, New York (U.S.A.) April 14- 
17 (English). 

Seminars International: International Fin- 
ance Conference (“Multi-choice”) (includ- 
ing Taxation of foreign currency gains and 
losses), London (United Kingdom) April 
16-18 (English). 

Seminar Services International: 12th Inter- 
national Tax Planning Symposium (Part 1: 
two introductory courses; Part II: muli- 
choice programme with 4 separate seminars 
running simultaneously), London (United 
Kingdom) April 23-25 (English). 

MAY 1980 
Anglo-US branches: Seminar (subjects not 
yet known), New York (U.S.A.) May 8 and 
9 (English). 

US. branch of I.F.A.: Technical Session 
(subject not yet known), New York 
(U.S.A.) May 10 (English). 

International Association 0/ Assessing 
Officers: Fifth International Symposium 
on the Property Tax, Amsterdam (The 

Netherlands) May 7-10, Paris (France) 
May 11-15 (English). 
International Tax Planning Association: 
The Cannes Tax Conference (including 
exchange of information under tax trea- 
ties), Cannes (France), May 28-30 (English). 

JUNE 1980 
Business International Institute: The Semi- 
nar on International Finance (including: 
Taxation of exchange gains and losses), 
Port Chester, New York (U.S.A.) June 
9-12 (English). 

JU LY 1980 
Management Centre Europe: The China 
Briefing (including: Tax aspects of doing 
business in China), Brussels (Belgium) 
July 3-4 (English). 

SEPTEMBER 1980 
34th Annual Congress of I.F.A.: I. The 
dialogue between the tax administration 
and taxpayer up to the filing of the tax 
return; 11. The determination of the source 
of income. For the seminar the subject is 
the flight to tax havens, their use and 
abuse. Paris (France), September 14-19 
(English, French, German, Spanish). 

NOVEMBER 1980 
Confédération Fiscale Européenne (C.F.E.): 
Second Congress of European Tax_ Con- 
sultants (subject: “La pratique de la Fiscalité 
en Europe”), Rome (Italy), November 
6-8 (English, French, German). 

FOR FURTHER 
INFORMATION 
PLEASE WRITE TO: 

Business International Institute, 12-14 
chemin Rieu, 1211 Geneva 17 (Switzer- 
land). 

Confédération Fiscale Européenne, 
Secrétariat Général (C.F.E.), D-5300 
Bonn 1, Dechenstrasse 14, German 
Federal Republic or Siége Social 
F-75008 Paris, 9 rue Richepanse, France. 

Investment and Property Studies Ltd., 
Norwich House, Norwich Street, Lon- 
don EC4A 1AB, United Kingdom 
(Registration for the Cannes Tax 
Conference should apply to this ad- 
dress); 

International Association of Assessing 
Officers, 60th Street, 60637 Chicago 
1313 East, U.S.A. 

International Fiscal Association (I.F.A.): 
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TAX 
by H.W. T. PEPPER* 

PROGRESSION — See GRADUATION. 
PROGRESSIV SKAT — (Denmark) Pro- 

gressive tax. 

PROOF SPIRIT —— “Proof” is a concept 
adopted in the U.K. in connection 
with the levy of customs and excise 
duties on spirits (i.e., drinks such as 
brandy, gin, whisky, containing dis- 
tilled alcohol). Proof spirit contains 
57.06 parts of alcohol by volume in 
each 100 parts of spirit at a tempera- 
ture of 51°F. 

PROPERTY APPRECIATION TAX —- A 
form of CAPITAL GAINS TAX (q.v.) 
operated by municipalities in Italy. 
The tax is at graduated rates imposed 
between upper and lower limits set by 
the central government, and is of in- 
terest because it contains a simple 
form of “index” adjustment to “write 
up” the original cost of the property, 
by a percentage for each year it has 
been held, when computing the capital 
gain. 

PROPERTY TAX — This term, which was 
originally applied to the income tax 
introduced (in 1798) by Pitt in 
Britain, is more usually applied to 
local taxes on real property, although 
there are examples of the term being 
applied to a wealth tax (on the total 
“property” of the taxpayer in 
Guyana). As a levy on real property, 
property tax may be charged on 
unimproved land values, but the term 
is more usually applied to a tax on 
land plus improvements generally 
levied by a local authority as a means 
of obtaining revenue to meet local 
expenditure, which may be of benefit 
to the owners and occupiers of proper- 
ty in the local administrative area. 

PROPORTIONAL SKAT — (Denmark) 
Flat rate tax. 

PROPOSITION 13 - A proposal, referring 
to a referendum in the State of Cali- 
fornia, that property tax in that State 
[on residential and commercial proper- 
ty should be levied at a rate not higher 
than 1 percent on capital, and ihat 
assessments should be based '1 on

/ 

1975/76 appraised values, or the cur- 
' rent value when purchased in» the case 
of newly-built properties. The Califor- 
nian law permits such proposals to be 
initiated by a minimum number of 
voters. Proposition 13 succeeded and 
resulted in a cut in property tax re< 

venue to the State of approximately 
two-thirds, as well as evoking admira- 
tion and a desire to emulate among 
taxpayers in other States. 

PRO RATA RULE - The credit due under 
the V.A.T. system used by E.E.C. 
members in respect of the trader’s in- 
puts may be restricted where some of 
his sales are taxable and some are not. 
It is logical to restrict the credit pro- 
portionately to the taxable sales and 
the use of the pro-rata rfile is con- 
tained in Article II (2) and .22 of 
Annexe ‘A’ of the 2nd Directive to 
BBC. members. 

PROSPECTING — See EXPLORATION 
EXPENDITURE. 

PROSPECTING, ABORTIVE - See 
ABORTIVE PROSPECTING. 

PROSPECTORS AND GRUBSTAKERS —- 
The Canadian tax code m'akes special 
provision for prospectors and grub- 
stakers who sell mineral properties 
they have acquired by successful ex- 
ploration. Where the prospectors and 
grubstakers receive shares in a corpora- 
tion in exchange for their interests 
they will not be taxed on the proceeds 
of such sales. The shares will, however, 
be deemed to have a nil cost if the 
question of capital gains tax later 
arises on their subsequent disposal, 
and the corporation acquiring the 
properties is deemed to have done so 
at nil cost. 

PROTECTIVE ASSESSMENT - Where an 
assessment of a person’s tax liability 
has not been made, because of delay in 
obtaining information, or in obtaining 
agreement as to basis, etc., and the 
time limit for making assessments is in 
danger of expiring, an estimated assess- 
ment may be made to protect the posi- 
tion of the Revenue department. Such 
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assessments are also known as 
JEOPARDY ASSESSMENTS (q.v.). 

PROTECTIVE DUTIES — See PROTEC- 
TIVE TARIFFS. The term “protective 
duty” in Britain was used to refer ini- 
tially to the batch of duties which 
were introduced in 1932, which 
applied only to non-Commonwealth 
goods, and were chargeable at an ad 
valorem rate of 10 percent on all im— 
ports not held dutiable or not included 
in a free list. Additional protective 
duties above the 10 percent [eve] could 
be imposed on the recommendation of 
the Import Duties Advisory Com- 
mittee. The dLities supplemented an 
initial instalment of protection which 
was conferred in respect of a few pro- 
ducts by the KEY INDUSTRY 

_ 
DUTIES (q.v.) of 1921. 

PROTECTIVE TARIFFS — Protective 
tariffs may either erect a “tariff wall” 
of very high duties which effectively 
eliminate competition altogether from 
a home enterprise, which is either an 
INFANT INDUSTRY (q.v.) or which 
represents a traditional activity which 
is in danger of destruction by cheap 
competitive imports. Otherwise, 
protective tariffs may merely give 
partial protection so that although 
foreign imports are not exclhded, the 
corresponding local industries are 
allowed a price “margin”, equivalent 
to the amount of duty, which enables 
them to continue. to supply part of the 
home market. 

PROVIDENT FUND — The term generally 
refers to a fund to which both employer 
and employee contribute sums which 
are invested and accumulated to 
produce a retirement benefit for the 
employee in the form of a lump sum, 
representing moneys accumulated on 
his account plus the interest, divi- 
dends, etc. thereon. Such funds are 
usually approved for income tax pur- 
poses, subject to certain conditions, in 
countries -where this form of provision 
is customary, so that contributions are 
tax-deductible. The final lump' sum 
benefit may be exempted from tax, 
but if invested or converted to an 
annuity, the resulting income will be 
taxable. PENSION SCHEMES (q.v.) or 
FUNDS are the more usual type of 
retirement provision for employees by 
employers. (See also PURCHASED 
ANNUITY.) 

PUBLIC. SECTOR BORROWING RE- 
QUIREMENT (PSBR) — The total 
sum which a government budgets to 
borrow from the private sector during 

With the assistance of the staff of the Interna- 
tional Bureau of Fiscal Documentation. 
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the fiscal year. PSBR determines tax 
policy to some extent, e.g., if it is 

desired to reduce PSBR this can only 
be done by reducing government 
spending or increasing taxation, or 
both. 

PUBLIC UTILITY TAX — In some coun- 
tries, public utilities are not subjected 
to taxation, particularly where run as 
state enterprises, on the basis that such 
taxation would be regressive on the 
poor and increase the cost to industry 
of the products or services supplied by 
the utility. In other countries, taxes 
are levied on the profits of public utili— 
ties, whether or not they are state 
owned. Under general sales tax codes, 
including V.A.T. systems, it is not 
uncommon to find tax, usually at 
modest rates, being applied to the ser- 
vices provided by these undertakings 
in order to have a wider revenue base. 
(See also POWER TAX, TAX BASE.) 

PURCHASED LIFE ANNUITY — The pur- 
chase‘of an annuity for life produces 
an income for the annuitant higher 
than he could obtain by investing the 
purchase price at the going rate of 
interest, dividends, etc. Some of the 
incOme yield is attributable to a return 
of capital. It is usual in tax legislation 
to levy income tax only on the income 
element in the annuity, exempting the 
capital element. 

"PURCHASE ,F ROM SALES" METHOD - 
The method of computing V.A.T. by 
charging tax on the gross sales and 
then deducting the tax embodied in 
purchases and other inputs in order to 
determine the tax payable by the 
trader on the value’s added to the 
products or services he is selling. 

PURCHASE TAX -— The term used in the 
U.K. and a few other countries to refer 
to a wholesalers’ or manufacturers’ 
sales tax. The U.K. levied the tax 
basically on sales at the wholesale level 
so that in one sense the name was a 
misnomer, but it reflected the original 
purpose of the tax which was to dis- 
courage the purchase of scarce goods 
during World War II, as well as to raise 
revenue. 

PYRAMIDIING — See ESCALATION. 

O. 

OUASI SALES TAX — Various minor 
levies on goods, e.g., PACKAGE TAX, 
CUSTOMS HANDLING CHARGE, 
INVOICE TAX, TRANSACTIONS 
TAX, .‘TAMP DUTIES (q.v.) on docu- 
ments, etc, particularly if related in 

any way to the value of goods, amount 
in substance to a tax on the goods, 
which inevitably will be reflected 
ultimately in the price. ' 

OUASI TAXATION — Some government 
measures, although not regarded as ta- 
xation, place a financial burden on one 
section of the community usually to 
the short-term benefit of another sec- 
tion, by means of arbitrary and often 
illogical sorts of transfer payments. 
For example, price control, when it 

reduces profit margins to the trader 
below the normal level for the trade, 
constitutes a levy upon him in favour 
of his customer, which still applies 
even when the trader is a small shop- 
keeper and the customer comparative- 
ly wealthy. The result may be to deter 
some traders from dealing in the con- 
trolled commodity, giving the 
customer more trouble and expense in 
obtaining it. Rent control may restrict 
rent on long-let property well below 
the current economic rent, which is a 
levy on the landlord in favour of the 
tenant, but the latter may be more 
affluent than the former. The result is 
to reduce the inclination of entrepre- 
neurs to build houses to let, placing an 
even greater burden on the govern- 
ment itself to fill the need. , 

Some governments decree arbitrarily 
that employers should increase their 
employees’ remuneration, or pay them 
bonuses, or refrain from discharging 
redundant employees when a business 
shrinks in size. All these measures re- 
present a levy or “tax” on the em- 
ployer in favour of the employee, 
which may, however, result ultimately 
in the closure of the businéss and the 
loss of jobs, and, in the short-term, a 
reluctance of employers to engage 
more staff even when needed, and a 
reluctance by entrepreneurs to set up 
new enterprises. 
Sound fiscal policy is to eliminate all 
types of quasi-taxes so that ordinary 
market forces and competition can 
make for a healthier economy. 

QUICK SUCCESSION RELIEF — A form 
of relief normally applied to ESTATE 
DUTY (q.v.) where the duty has been 
paid on the inheritance of the estate of 
A (deceased) by B and then further 
duty arises where B dies within a short 
period of A’s death, leaving his estate 
to C. To avoid the full rigour of duties 
being paid twice within a few years on 
the same assets, quick succession relief 
would he applied on B’s death. The 
relief tends to be very substantial 
where the second death occurs within 
a, few months, but it tapers off, and 
usually disappears after, say, 5 years. 
The current tendency, e.g., under 
CAPITAL TRANSFER TAX (q.v.) in 

the U.K. is for bequests to a surviving 
spouse to be free of tax, which, how- 
ever, applies when the estate passes to 
a member of the next generation. 

QUOTAS, IMPORT — Import quotas are a 
method of restricting imports to 
protect home industries without levy— 
ing customs duties of a protective 
nature, the protection afforded being 
mainly a quantitative limitation of im- 
ports. Although in general such devices 
are frowned upon by G.A.T.T., they 
are sometimes preferable in being less 
likely to.lead to exceptional price in- 
creases by the protected industries be- 
cause of the existence of at least a 
modicum of imports at competitive 
prices. 
Recent trends, e.g., in the U.S.A., have 
been to use the euphemism “Orderly 
Marketing Arrangement” (OMA) to 
describe arrangements, falling short of 
actual fixed quotas, whereby the ex- 
porting country, whose goods are 
damaging the importing country’s own 
industries, is constrained to agree a 
voluntary restriction of its exports. 

QUOTATION OF TAX IN PRICE — Al- 
though it is often required under sales 
tax laws that the marked price of 
goods sold by manufacturers or whole- 
salers should clearly indicate the tax 
element (this is a normal requirement, 
e.g., of V.A.'I‘. schemes), the require- 
ment does not normally extend to 
sales by rétailers to consumers though 
some traders make a point of indicat- 
ing the tax separately. There is a con- 
siderable extra burden of work in- 
volved in marking the tax as well as 
the price on goods displayed for sale, 
and although it is desirable that retail 
prices should be clearly marked on 
goods there is no apparent virtue in 
requiring the tax to be shown as well. 
Where price control is imposed, the 
main requirement of the administra- 
tion- is to know the price at which 
goods are sold to the consumer and 
there is usually comparatively little 
additional difficulty in ascertaining 
wholesale prices and mark-ups. On the 
other hand, retail sales taxes which are 
calculated as a flat percentage on total 
sales are required to be separately 
calculated on the bill to the consumer 
in the state sales taxes operated in 
most states of the U.S.A. Since most 
retailers in the US. have cash registers, 
the task of calculating the tax is usual» 
ly delegated to the machine, although 
there are some complications when the 
retail sales' tax is levied at, more than 
one rate, so that goods have to be 
classified when preparing the bill. One 
school of thought suggests that it, is in 
any event preferable .not to bring the 
tax element in the "prices L00 pro- 
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minently to the consumers’ attention, 
since the virtue of indirect taxation 
compared with direct taxation (that it 
is borne unheedingly and, therefore 
less reSentfully would thereby bé lost. 
(See UNMERKLICHKEIT.) 

OUOTITE FORFAITAIRE D'IMPOT 
ETRANGER — (Belgium) Fixed credit 
for foreign tax imposed on foreign 
dividends, interest, and royalties.

R 
RATCHIET EFFECT —- Where there is a 

change in the-incidence of sales taxes 
and other indirect taxation such that 
there is a reduction of tax on some 
goods and services and an increase on 
others, there may be a tendency for 
traders selling the former category not 
to reduce prices (taking the tax reduc- 
tion as an extra profit) while other 
traders increase prices to allow for the 
additional tax. The tendency described 
is known as the “ratchet effect", na- 
mely, as in the mechanical working of 
a ratchet, the price, where it moves, 
moves only in one direction. See, how- 
ever, QUOTATION OF TAX IN 
PRICE. 

RATE OF TAX -— In systems of direct 
taxation it is usual for the rate of tax 
to be graduated or progressive (see 
GRADUATION) whereas with indirect 
taxes it is more usual for the rate of 
each particular commodity or service 
to be levied at a flat rate percent or as 
a specific charge ‘per unit (see, how- 
ever, D SCHEME as an example of an 
attempt to levy graduated indirect 
taxation on different parcels of the 
same commodity). An exception to 
the general rule of graduation for di- 
rect taxes is that flat rate tax may be 
levied on income under a SCHEDUL- 
AR TAXATION (q.v.) regime or on 
the income arising within a country 
which is acquired by non-fesiderits. 
(See also STANDARD RATE.) 

RATE REBATES — In the U.K. asystem of 
rebates of rates (property tax) for 
those in the lower income groups was 
introduced in 1967, the maximum re- 
bate being two thirds. Somewhat akin 
to these rebates were the fixed cash 
rebates from property tax granted in 
some States of the U.S.A. representing 
the additional sales tax on food items 
arising when sales tax which had for- 
merly been levied at a lower (or nil) 
rate on food was raised to the same 
level as sales tax on other goods for ad- 
ministrative simplicity. The rebates 
were related to the extra cost to a fa- 
mily of the increased tax on their food 

purchases, hence the relief was of 
more importance to those in the lower 
income brackets. 

RATING (OF PROPERTY) — The method 
of rating real property within the ad 
ministrative area of a local authority is 
a feature of the system whereby the 
expenditures incurred by the authority 
on providing various services to those 
working or dwelling within its bo'unda- 
ties are divided “rateably” among the 
occupiers of property in proportion to 
the annual value or capital value of 
such properties. In Britain rates charg- 
ed on property are levied at a lower 
poundage (percentage) on residential 
than on commercial and industrial 
property and are not charged at all on 
agricultural land and buildings. (See 
also RATE REBATES and LOCAL 
RATES AND TAXES.) 

REAL ESTATE TAX 4 See PROPERTY 
TAX. 

REAL PROPERTY TAX — A tax upon 
the owners or occupiers of real proper‘ 
ty within the area of jurisdiction of 
the taxing authority. (See PROPERTY 
TAX.) 

RE-ALIGNMENT — The term has been 
used as a euphemism for the process 
whereby, under a general amnesty for 
tax fraud, a taxpayer ma§ revise past 
declarations of income (or re-align 
them) in accordance with the actual 
figures, usually incurring only a modi- 
fied penalty, and always with the guar- 
antee of freedom from the risk of im- 
prisonment for fraud. (See also COM- 
MUTATION.) Since the capacity of 
any tax department to conductlengthy 
Court proceedings in the many cases 
of understatement of income is limit- 
ed, the use of some form of “out of 
Court” settlement rectifying or re- 
aligning (or some other euphemism) 
the tax in the years of understatement 
is customary. 

REALISATION — The realisation of an as- 
set, normally by exchanging it for mo- 
ney, is a transaction which is relevant 
for the levying of various kinds of tax, 
e.g. capital gains tax charged on the 
gain resulting from the realisation or 
disposal of property at a price higher 
than was paid for it. Sometimes a tax 
law deems various events to have re- 

sulted in a realisation, e.g. a gift of an 
asset to another person, or its bequest 
on death, is sometimes regarded as a 
realisation, leading to a charge to capi- 

‘ tal gains tax where the value at the 
time of transmission is greater than the 
cost price. See also FIRST LETTING 
TAX regarding the deeming of letting, 
instead of selling real property, as be- 
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ing a form of realisation. 

REBATES, EXPORT: INTERNAL TAXA_— 
TION — See EXPORT REBATES. 

RECAPTURE — A term used in the U.S.A. 
and Canada to denote the subsequent 
withdrawal or cancellation of all or 
part of a relief formerly given. Ex- 
amples include the withdrawal (U.S.A.) 
of the RESIDENTIAL PURCHASE 
INCENTIVE (q.v.) where the new re- 
sidence is re-sold within 36 months of 
acquisition, and of foreign oil-related 
losses, where in subsequent years for- 
eign oil-related income is earned. In 
Canada disposal/proceeds of depreciat- 
ed assets are taxable to the extent to 
which they exceed UN-DEPRECI- 
ATED CAPITAL COST * (q.v.), and 
there are similar provisions under 
other nomenclature in the tax codes of 
other countries. For example, STOCK 
RELIEF in the U.K. may be subse- 
quently “recaptured” in certain cir- 
cumstances. 

The recapture will not exceed relief already 
allowed. 

RECEIPTS — The receipts or takings, or 
cash inflow from the sale of goods and 
services, of a business or profession 
may sometimes form the basis for 
taxation (see CASH BASIS), e.g. a sim- 
plified method of computing profits as 
receipts less payments may be allowed 
in the case of a small trader whose ac- 
counting records make it difficult to 
adopt a more sophisticated method. 
The option of paying tax upon re- 
ceipts instead of sales may also be al- 
lowed for sales tax purposes under cer- 
tain sales tax regimes. “Receipt”; in 
the other sense of a document acv 
knowledgeing that money has been re- 
ceived in return for goods or services, 
has relevance to tax administration in 
that some countries require receipts of 
some form to be given for all transac- 
tions,. copies being compulsorily kept

I 

by the traders so that checks may be 
made by tax officials of the accuracy 
of a trader’s records. See also GROSS 
RECEIPTS TAX, LOTTERIES FOR 
CONSUMER. 

RECHTSPERSONENBE LASTING — (Bel- 
gium) Income tax on public bodies 
(State and local authorities) and on 
non-profit enterprises. 

RECOGNITION (OF LOSS, ETC.) — A 
term used in the U.S.A. and elsewhere 
to denote the acceptance of a loss, or 
various other types of expenditure, as 
qualifying for tax relief. 

RECOVERY (OF BAD DEBT, ETC.) — 
While a deduction is normally afford- 
ed from income taxation for a com- 
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mercial debt written off as “bad” (see 
BAD DEBTS), if the debt is subse- 
quently recovered the amount receiv- 
ed is regarded as taxable. (See also 
RECAPTURE.)_ 

REDISTRIBUTIVE LEVY — A tax im- 
posed by a government, intended to 
fall most heavily on the rich, to pro- 
vide revenue to finance social welfare 
expenditure intended to benefit main- 
ly the poor. The term applies parti- 
cularly to direct taxes such as income 
tax, surtax, wealth tax, and death du- 
ties. 

REDUCING BALANCE METHOD — A 
way of calculating depreciation allow- 
ances whereby a fixed percentage rate 
of depreciation is applied initially to 
the cost of a depreciating asset which 
qualifies for tax relief and subsequent- 
ly to the cost as reduced by the depre- 
ciation allowance for previous years. 
The system, also known as the DE- 
CLINING BALANCE METHOD, pur- 
ports to grant allowances on the basis 
of the actual value of the asset, the 
market value of which obviously de- 
preciates (other things being equal) by 
reason of the wear and tear which 
takes place during each year of use. 
(See also WRITTEN DOWN VALUE 
and, by contrast, STRAIGHT LINE 
METHOD, SUM OF THE YEARS’ 
DIGITS METHOD, and UNIT OF 
PRODUCTION METHOD.) 

REDUNDANCY PAYMENTS — In the 
UK, income tax exemption is afford- 
ed in respect of payments by an em- 
ployer to an employee who has been 
continuously employed for a certain 
period, but has been dismissed as re- 
dundant with compensation. (see also 
LOSS OF OFFICE, SEVERANCE 
PAYMENTS.) 

REGIONAL EMPLOYMENT PREMIUM 
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(R.E.P.) — Under the provisions of the 
SELECTIVE EMPLOYMENT TAX 
(S.E.T. — q.v.) in Britain, the contri- 
butions by employers, based on a 
fixed sum for each employee, were re- 
funded wholly to manufacturing in- 

dustries in the period from 1966 to 
March 1968 and an additional pay- 
ment was also made. The additional 
payments or premiums ceased in 
March 1968. Thereafter when manu- 
facturing industry was carried on in 
Development Areas where the govern- 
ment wished to encourage the siting of 
industry, Regional Employment Pre- 
miums, i.e. payments in excess of the 
tax initially paid by way of S.E.T., 
were made during the period April 
1968 to March 1970 (to March 1971 
in Northern Ireland). Premiums were 
paid for some time as a subsidy after 

the halving of S.E.T. contributions in 
July 1971, and their abolition in April 
1973. 

R EG ISTRATI E R ECHT — (Belgium) Regis- 
tration duty. 

REGISTRATION DUES AND TAXES — 
Certain types of trade, business or pro- 
fession 'are required to register for vari- 
ous purposes, which may include the 
supervision of the activities under stat- 
utes relating to public health, public 
order, fire safety regulations, etc. 
Sometimes the registration is subject 
to an annual levy which may be little 
more than a sum sufficient to cover 
the administrative costs of exercising 
the various forms of statutory control. 
In some countries, the registration re- 
quirement relates to all forms of gain- 
ful activity by self-employed traders, 
professionals and artisans, and such 
registration may also be required in. 
connection with a cascade tax or 
under a V.A.T. system. 

REGISTRATION FOR SALES TAX — A 
feature of many single stage sales taxes 
is that traders who deal in taxable 
goods are required to register and are 
then allowed to buy such goods tax- 
free, subject to their accounting for 
tax on re-sale of the goods. The tax is 
then payable only on sales to non- 
registered traders and to consumers. 
(See also RING.) 

REGRESSION — A tax is said to be regres- 
sive (in contrast to progressive — see 
GRADUATION) when the burden of 
paying it falls more heavily on the 
lower income groups. As far as direct 
taxes are concerned, regression is 

avoided by establishing exemption 
limits and providing reliefs for depen- 
dents and commitments such as super- 
annuation payments or health insur- 
ance contributions, and sometimes for 
premiums on life assurance policies. 
Indirect taxes on commodities and ser- 
vices are n'10re likely than direct taxes 
to be regressive, but the regressive ef- 
fect of such taxes may be mitigated by 
exemption, for example, of food and 
other necessities, the cost of medical 
services and medicines, from indirect 
taxation, or the imposition of lower 
than average rates of tax on such 
goods and services. Nowadays, under 
state welfare provisions it is becoming 
more usual to pay cash allowances to 
those whose incomes are below an 
official “poverty line”. (See also NE- 
GATIVE INCOME TAX.) 

REGULATED ‘INVESTMENT COMPA- 
NIES — These companies, also known 
as “Mutual Funds”, formed under 
U.S.A. law, make diversified invest- 

ments with funds provided by their in- 
vestors to whom they distribute divi- 
dends and capital gains realised. Speci- 
él tax rules apply so that the investor 
does not incur additional taxation by 
the interposition of another company 
between him and the ultimate invest- 
ments. Such companies are broadly 
similar to UNIT TRUSTS (q.v.) when 
in “Open End” form, but may also be 
“Closed End” in which case the shares 
issued to the public are fixed in num- 
ber and traded on the Stock Exchange. 

REGULATOR —- See CUSTOMS REGU- 
LATOR and REGULATOR TAX. 

REGULATOR TAX — The Regulator Tax 
(also known as the “Wobble” Tax) was 
introduced in Holland early in 1971 as 
a mechanism for adding a surcharge to, 
or making a deduction from, the main 
revenue taxes, viz., income tax, corpo- 
ration tax, petrol duty, motor car sales 
levy and VAT, which together produce 
80 percent of tax revenue. Originally 
levied as a surcharge at 5 percent the 
regulator was reduced to (an addition 
of) 3 percent on 1 July 1972 and has 
not so far been applied to VAT. 

RE-INVESTMENT PERIOD — In granting 
ROLL-OVER RELIEF (q.v.) it is nor- 
mally stipulated that the replacement 
asset or investment must be acquired 
within a limited period before or after 
disposal of the asset which gives rise 
to the potential capital gains tax liabi- 
lity. In the U.S.A., for example, on 
sale of a residence the new home must 
be acquired within 18 months of the 
disposal, or in case of a newly-con- 
structed home, within 24 months. 

FIE-INVESTMENT RELIEF —- Roll-over 
relief in respect of the purchase of a 
new investment after realising a capital 
gain on disposal of a previous invest- 
ment, allowed in Belgium. 

RELIEF OF DISTRESS, POVERTY, ETC. — The classic definition of a charity 
(see CHARITIES, DONATIONS; 
CHARITIES EXEMPTION) is that it 

has as its main purpose one'or more of 
certain objects. These objects have 
been defined as the advancement of 
education, of religion, the relief of 
distress, poverty, etc., and the serving 
of purposes beneficial to the commu- 
nity. 

RELIEFS ~ In personal income tax sys- 
tems it is usual to make various deduc- 
tions, based on the personal circum- 
stances of the individual, before apply- 
ing graduated tax rates to the rest of 
his income. (See CHILD, EARNED 
INCOME RELIEF, HOUSEKEEPER, 
SMALL INCOME RELIEF, SPOUSE.) 
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RELIGIOUS TAXES - Certain types of 
tax, the proceeds of which are used for 
religious purposes, are occasionally en- 
countered even in secular states. In 
countries where, for example, Islam is 

, the official religion, there may be a lia- 
bility to pay FITRAH and ZAKAT 
(q.v.), and in Britain at one time 
TITHES (q.v.) were payable to the 
Church. In Féderal Germany there are 
currently statutory liabilities to sub- 
scribe to one or other of various recog- 
nised religions, these payments being 
deductible for income tax purposes. 
Income tax relief is given in some 
other countries for voluntary or con- 
tractual contributions to approved reli- 
gious bodies or to their social service 
activities. 

REMISSION ON REVENUE ERROR —A 
system, recently inaugurated in the 
U.K., where tax has been under— 
charged through no fault of the tax- 
payer and because of a departmental 
error. The relief is only given where 
the taxpayer’s income is below certain 
limits, and only Where the tax arrears 
resulting from the error have not been 
notified to the taxpayer in the year 
following that in which the under 
assessment took place. (See also 
ERROR, DEPARTMENTAL, and ER- 
ROR OR MISTAKE.) 

REMITTANCE BASIS — Where a person 
lives in one country but derives in- 

come from others, the foreign income 
may be taxed either on the amount 
actually arising, or the amount re- 
mitted to the country of residence. 
The latter method — the remittance 
basis — relates the person’s tax more 
nearly to the amount of income actu- 
ally available for him to spend in the 
country of residence and may be ad- 
ministratively easier to manage since 
the Tax Department is not then con- 
cerned with unremitted foreign in- 

come. Where foreign income is re- 

mitted, the tax liability normally 
takes account of foreign tax paid 
thereon (see FOREIGN TAX RE- 
LIEF, (CREDIT)). In some coun- 
tries the remittance basis applies to 
persons resident there but not domi- 
ciled, or not ORDINARILY RESI— 
DENT (q.v.), in the taxing country. 

REMOVAL EXPENSES — In some coun- 
tries the expenses incurred by an em- 
ployee, after ceasing one employment, 
in moving his residence to another part 
of the country to obtain another job 
are not deductible because they are 
not regarded as incurred in connection 
with one particular employment (see 
WHOLLY, EXCLUSIVELY, and NE- 
CESSARILY). In Canada and the 
USA. such expenses are deductible in 

computing employment income, and 
in the USA. the relief is also granted 
to a businessman or professional who 
changes his place of business. 

RENEWAL OF ASSETS — Although DE- 
PRECIATION ALLOWANCES (q.v.) 
are generally granted in tax code for 
assets which depreciate in use while 
employed in producing profits, smaller 
items, such as hand tools, are some- 
times dealt with on a renewals basis, 
i.e. purchases are deducted, sales cre- 
dited and the value of the stock of 
such items at beginning and end of the 
accounting period is also brought into 
the calculation. 
Where renewal (replacement) of an 
asset involves realisation of a capital 
gain on the old asset, ROLL-OVER 
RELIEF (q.v.) may be due. 

RENTS, MINERAL — The rent paid for 
the right to exploit mineral resources, 
which may be in the form of a' royal- 
ty, or charge on the volume or weight 
of mineral-bearing material extracted 
(see MINERAL ROYALTIES), or as a 
rent for an area of mineral-bearing 
land (or sea-bed) exploited. Such rents 
are normally deductible in computing 
profits from mineral production. (See 
also WASTING ASSETS.) 

REPLACEMENT-COST DEPRECIATION — In circumstances of monetary infla- 
tion, depreciation allowances based on 
the historic cost of an asset may be re— 
garded as inadequate where the cost 
of replacing the asset has increased 
sharply in money terms. If, for ex- 
ample, replacement cost has doubled 
in a particular tax year, and the value 
of money halved, it would be neces- 
sary to double the depreciation allow- 
ance in order' to give effect to the ap- 
propriate allowance in real terms. 
There are obvious administrative diffi- 
culties in trying to introduce a replace- 
ment-cost depreciation system, since 
replacement cost may vary for techno- 
logical reasons as well as because of 
monetary inflation. If such a system is 
adopted, however, rough justice may 
be done by using a general price index 
as a factor to convert “historic” allow- 
ances to take account of the degree 
of inflation. 

REPLACEMENT OF ASSETS — See RE~ 
NEWAL OF ASSETS. 

REPORT DEFICITAIRE —(France) Carry 
forward of losses. 

REPRESENTATIONAL OCCUPATION — 
See OCCUPATION, REPRESENTA- 
TIONAL. 
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RESALE PRICE MAINTENANCE (R.P.M.) — The system whereby manufacturers 
fix retail prices for their products, tra- 
ders being discouraged or even prohi— 
bited from selling goods at less than 
the fixed price. This practice deprives 
the consumer of the full advantage of 
competition, as a result of which cer- 
tain businesses (such as supermarkets, 
chain stores or discount houses) may 
be prepared to sell goods at less than 
the recommended price. Where prices 
are effectively controlled by manufac- 
turers, or some other authority, there 
may be some slight advantage to the 
tax department concerned with admin- 
istering income tax, since if the profit 
margin is fixed, the gross profit on sell- 
ing the commodity will also be precise- 
ly ascertainable. 

RESEARCH — Expenditure on research 
and development is normally allowed 
for tax purposes, either as a current 
deduction where it relates to existing 
products and processes, or as deprecia- 
tion or amortisation allowances where 
it results in the creation of a new pro- 
duct or process. In Italy, for example, 
if research is abandoned without pro- 
ducing results the balance of expen- 
diture may be written off in the year 
research was terminated. If successful, 
the expenditure may be written off 
over five years. (See PATENTS.) 

RESERVES RELIEF - On general income 
tax principles, deductions for amounts 
placed to reserve are restricted mainly 
to specific bad debts reserves where 
trading debts owed to the trader, 
which are regarded as likely to prove 
wholly or partially irrecoverable, are 
individually valued on the accounting 
date. Some countries, however, pro- 
vide special reliefs such as deferral of 
tax by way of incentive, in respect of

I 

amounts placed to reserve against 
some future commitment such as the 
incurring of capital expenditure on 
new premises, plant and machinery. 
(See BAD DEBTS, BUSINESS CYCLE 
EQUALISATION RESERVES.) 

RESIDENCE, CHANGE OF -See REMO— 
VAL EXPENSES. 

RESIDENCE, FISCAL — The concept of 
residence is important for income 
taxes in that a resident is usually ac- 
corded RELIEFS (q.v.) from income 
in computing his tax, but may also be 
taxed on his world income instead of 
merely the income arising in the coun- 
try of residence. A non-resident would 
only pay on the income arising in the 
country, but would probably be de- 
nied reliefs except any provided by a 
DOUBLE TAXATION (q.v.) treaty. 
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RESIDENT ALIEN — A concept in USA. 
tax law — U.S. passport-holders are 
subject to U.S. tax on world income, 
wherever resident, and the treatment 
of those resident in the USA. varies 
according to whether they are or are 
not U.S. citizens. Elsewhere the cri- 
teria of domicile and ORDINARILY 
RESIDENCE (q.v.), etc. are used in- 
stead. 

RESIDENTIAL ENERGY CREDIT —- To 
encourage economy in the use of fuel 
in the USA, tax relief is granted to 
taxpayers who install energy-saving 
components in their homes or who in- 
stal equipment to produce solar, geo- 
thermal, or wind energy. The relief, is 
for expenditure incurred after 19 April 
1977 and will expire on 31 December 
1985. 

RESIDENTIAL PURCHASE INCENTIVE 
—- A tax incentive granted in the USA. 
for newly-constructed residences, 
bought between March and Decem- 
ber 1975. The relief was 5 percent of 
the purchase price, subject to a maxi- 
mum taxbredit of $2,000. The credit 
was subject to RECAPTURE (q.v.) if 
the Iresidence was sold .within 36 
months and there were other restric- 
tions. In the UK. an incentive to 
home purchase consists in the deduc- 
tion from other income for tax pur- 
poses of interest paid on mortgages en- 
téred into to finance home purchase 
without any tax being payable on the 
notional annual value of the home to 
its owner. 

RESIDENTS TAX -- In countries which 
have SCHEDULAR TAX SYSTEMS 
(q.v.) whereby income is charged at a 
flat rate of tax, supplementing the 
basic levy with additional graduated 
tax on total income, such extra liabili- 
ty may be known as a “supplementa— 
ry” or “residents” tax. The latter term 
is particularly appropriate where the 
country seeks to apply graduated tax 
only to those residing within its bor- 
ders, charging merely a flat rate of tax 
on income accruing to non-residents. 

RESOURCE RENT (TAX) —- A concept 
formulated by economists to the 
effect that taxation on the exploita- 
tion of natural resources should ‘be re- . 

lated to the comparative richness of 
particular resources, rather than at a 
flat rate on the resources as a whole. 
The concept is difficult to put into 
practice, though it has been broadly 
adopted, e.g. in MALAYSIA’S TIM- 
BER PROFITS TAX and TIN PRO- 
FITS TAX (q.v.). 

RESTAURANT TAX — A tax sometimes 
levied specifically on restaurants, usu- 
ally as a percentage of gross sales, but 
sometimes - particularly where enter- 
tainment is provided — on a per capi- 
ta basis on the customers served in the 
restaurant. Under some types of sales 
tax regime, e.g. V.A.T., services pro- 
vided by restaurants are taxed in com- 
mon with the services, provided by 
other businesses as a feature of the 
taxation of services in general. (See 
also CABARET TAX.) 

RETAIL EXPORTS SCHEME —A scheme 
operated in connection with Value 
Added Taxes whereby retailers may ar- 
range for the sale of goods to tourists 
free of tax and customs duty, the 
goods being delivered to the tourist on 
leaving the country. Another such 
scheme allows the tourist to purchase 
goods in department stores or other 
shops at a tax-inclusive price but re- 
claim the V.A.T. (only) at a customs 
or tax office on leaving the country. 

RETAIL SALES DRIVE — An organised 
wp’hysical check by Customs, V.A.T., or 
Sales Tax administration staff, of 
goods on sale in retail shops to con- 
firm that the goods have’ duly borne 
any customs duty, sales tax, etc. 
which is supposed to apply to them. 

RETAIL SALES TAX-— An ad valorem 
tax on sales of goods to consumers, 

~ whether by retailers or other traders. 
Retail sales taxes have been levied in a 
number of countries, notably the indi- 
vidual states of the USA. and the pro- 
vinces of Canada, and more recently 
(the “turnover tax”) in Eire, where it 
has, however, been superseded by 
V.A.T. 

- / 

RETENUE A LA SOURCE — (France) 

RE 
Withholding of tax at source. 

TIREMENT — The term has two mean- 
ings relevant to taxation: (a) regarding 
individuals, the cessation of employ- 
ment at the age of 60, 65 or whatever 
is the customary retirement age in the 
relevant country, usually followed by 
receiving a pension; (b) in the U.S.A. 
the term is used to refer to the taking 
out of usage items of plant, machine- 
ry, etc. 

RETIREMENT ACCOUNTS, INDIVIDU- 
AL — Individual Retirement Accounts 
(IRAs) were authorised in the USA. 
by the Employee Retirement Security 
Act of 1974 as qualifying for favour- 
able tax treatment. Taxpayers not 
covered by private pension schemes 
could set up their own retirement pro- 
visions and could deduct payments 
therefor up to 15 percent of income, 

subject to a maximum deduction of 
$1,500, and the accumulating funds 
would be tax-free. Subsequent legisla- 
tion has liberalised the original terms 
in various ways, e.g. ROLL-OVER 
RELIEF (q.v.) is given when an em- 
ployee leaves one employment but 
puts the IRA funds accumulated into 
the new provision in his subsequent 
occupation. 

RETIREMENT ANNUITY — Most tax ad; 
ministrations allow deductions from 
current income in respect of annual 
contributions under contracts to pro— 
vide pensions or annuities on retire- 
ment. The net effect of paying out 
such moneys so as to receive income 
during retirement is a deferment of 
part of the taxpayer’s income. The tax 
treatment of allowing deductions and 
then taxing annuities or pensions in 
due course is the logical one of taxing 
the taxpayer at all times on his actual 
net income. 

RETIREMENT GRATUITIES' - Some 
“approved” pension schemes provide 
not only for a pension, but also for a 
lump sum payment at the end of ac- 
tive employment, which may or may 
not involve commutation of part of 
the gross pension payable. The object 
is usually to help the ex-employee to 
set up a new home or meet other ex- 
penseg'which may be incurred in the 
transition from employment to retire- 
ment. In general such “contractual” 
payments do not incur tax. (See also GOLDEN BOWLER, GOLDEN HAND- 
SHAKE, REDUNDANCY PAY- 
MENTS.) ' 

RETIREMENT RELIEF —- In the U.K. sys- 
tem of CAPITAL GAINS TAX (q.v.), 
exemption is given of the first £20,000 
of gains resulting from disposal of 
assets by a taxpayer on retirement 
from business at age 65 or more. There 
is also relief to a smaller degree for 
those retiring at age 60 upwards. 

[to be continued] 
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PRENTICE~HALL,INC. 
Englewood Cliffs, 
NewJersey 07632. 
USA. 

Address your request to Dept. S-RR-103, 
Prentice-Hall Inc., Englewood Cliffs, 
NJ. 07632 and specify U.S. TAXATION 
OF INTERNATIONAL OPERATIONS, 
1-year introductory charter subscription. 

Annual payment is not due until 20 days 
after receipt of the new, ready-for- 
re,ference volume. 
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The most strikingly different new tax guide ever published for taxpayers 
with income from foreign sources. 

U.S.. TAXATION OF INTERNATIONAL OPERATIONS 
Continuously Supplemented ........ Always Up - to - Date 

This' outstanding new Service is created specifically to help save money for: 

U.S. INDIVIDUALS 
with investments and/or earned income 
from a foreign source 

U.S. CORPORATIONS 
with income from foreign sources 

FOREIGN CORPORATIONS NONRESIDENT ALIENS 
with income earned or taxable in the receiving income from,or.taxable in the 
U.S. U.S.

. 

If you fit any of these categories - or if you counsel, advise, hr in any way service 
any of these categories — U.S. TAXATION OF INTERNATIONAL OPERATIONS 
will be an invaluable new tool for you. 

It will deliver management benefits -— operations benefits — tax benefits. 

In clear, direct language, backed up by practical, tested practices of acknowledged 
experts in international business operations, the new work spells out how the tax- 
payer can best take full advantage of every popular, every sophisticated, and every 
little-known tax-saving device. 

Authoritative, specific guidance from one source devoted exclusively to this kind of 
vital help has been non-existent —- until now. 
With the first 1972 publication of the. innovative U.S. TAXATION 0F INTER— 
NATIONAL OPERATIONS this important need is now fulfilled. And bi~weekly 
“Report Bulletins” will keep the guide as new and up to the minute as the day you 
receive it. 

Personal response to this new publication has been even more enthusiastic than our 
most optimistic projections. Subscriptions are now being‘acc'é'pted by mail for 
$ 186 a year. 
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AMERICAN SAMOA 
ECONOMIC DEVELOPMENT PLAN FOR AMERICAN SAMOA 
FY 1979 to 1984. Page Pago, American Samoa Government, 
1979.446 pp. (B. 51.434) 

AUSTRALIA 
AUSTRALIAN INCOME TAX ASSESSMENT ACT 
Including Regulations, Rating Acts & International Agreements. 
Second 1979 edition. 12th edition, incorporating amendments to 
1 August 1979. North Ryde, CCH Australia, Ltd., 1979. 1300 pp. 
Consolidated text of the Income Tax Assessment Act 1936 and 
other related income tax legislation incorporating all amendments 
up to August 1, 1979. Texts of double taxation treaties are ap- 
pended. (B. 51.442) 

AUSTRALIAN INCOME TAXATION OF COMPANIES AND COMPANY DISTRIBUTIONS 
By Razeen Sappideen. 

1 

Sydney, Butterworths, 1979. 291 pp., 
$ 29.75. 

I

' 

Comprehensive introduction to the subject of company and 
shareholder income taxation with reference to case law. Text of 
relevant sections of the Income Tax Assessment Act is appended. 
(B. 51.443) 

AUSTRIA 
ABC DES USTERREICHISCHEN STEUERRECHTS 
Eine gemeinversté’ndliche Darstellung der Steuern. Mit zahlrei- 
chen Berechnungsbeispielen, Tabellen und einem Lexikon steuer- 
licher Fachausdriicke. 9. fiberarbeitete Auflage. By Hans Wester- 
mayer. Vienna, Industrieverlag Peter Linde, 1979. 246 pp., 330 
OS. 
Ninth revised edition of a general tax guide explaining the tax 
laws as of January 1, 1979. The book is illustrated with numerous 
practical examples and includes a tax glossary. (B. 102.265) 
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INVESTITIONSENTSCHEIDUNGEN RICHTIG TREFFEN 
3., bearbeitete und wesentlich erweiterte Auflage. By Gerhard 
fieicht. Vienna, Industrieverlag Peter Linde, 1979. 335 pp., 262 
OS. 
Study discussing the theoretical principles and the realization in 
practice of the decisions of business enterprises whether or not to 
make certain investments, mostly from an economic point of 
view, and given the legal provisions in Austria. (B. 102.197) 

STEU‘ER-INDEX UBER RECHTSMITTELENTSCHEIDUN'GEN, 
ERLASSE UND SCHRIFTTUM DES JAHRES 1978 
By Kurt Neuner and Oskar Zeichmeistey: Vienna, Wirtschaftsver- 
lag Dr. Anton Orac, 1979. 238 pp., 650 OS. 
List of cases, regulations, books, double taxation treaties and 
essays on Austrian tax matters published in 1978. (B. 102.069) 

BELGIUM 
BUSINESS OPERATIONS IN BELGIUM 
By Jacques Malherbe. Washington, Tax Management Inc., 1979. 
119 pp. 
Publication of a series dealing with business and tax laws in Be]- 
gium covering company law, corporate and individual income 
taxation, Belgian income tax treaties and indirect taxation, parti- 
cularly the value added tax. (B. 102.175) 

FISCAAL ZAKBOEKJE 1979 
By E.J. de Wolf and J. Rousseaux. Antwerp, Kluwer, 1979. 80 
Pp- 
Fiscal Pocketbook 1979 contains practical information in a nut- 
shell on relevant tax provisions levied in Belgium for purposes of 
practitioners. (B. 102.105) 

HANDBOEK VOOR FISCAAL RECHT 
By A. Tiberghien. Brussels, CED-Samdom, 1979. 687 pp. 
Manual providing description of fiscal law and the taxes levied in 
Belgium. The material is up to date as of March 1, 1979. 
(B. 102.301) 

L’INDICATEUR FISCAL 
Editor: Francis Bailleux in cooperation with others. Brussels, 
CED-Samsom, 1979. 
First part of a loose-leaf reference guide explaining the major 
taxes levied in Belgium, such as the individual income tax, corpo- 
rate income tax, the income tax on legal entities and the tax on 
value added. (B. 102.233) 
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BRAZIL 
BRITISH AND GERMAN DIRECT INVESTMENTS IN BRAZIL 
By Peter-Uwe Schliemann. Hamburg, Institut fiir Iberoamerika- 
Kunde, 1979. Private Auslandsinvestitionen in Lateinamerika, 
No. 7. 82 pp. 
Study providing a comparison of the performance and experi- 
ence between British and German Federal Republic investors in 
Brazil. (B. 15.933) 

MANUAL DE NORMAS PARA TRIBUTAQAO DAS PESSOAS 
JURIDICAS 
Imposto sobre a Renda e Proventos de Qualquer Natuteza. Brasi- 
lia, Ministério da Fazenda, Secretaria da Receita Federal, 1979. 
Loose-leaf service on the taxation of corporations, indicating the 
legal sources. (B. 15.894) 

CANADA 
CANADIAN INCOME TAXATION 
By Erwin C. Harris. Toronto, Butterworths, 1979. 840 pp., 
£19.30. 
Introductory textbook on Canadian income taxation for students 
of accounting and business in universities and various professional 
training programs. Leading regulations, case law, articles and de- 
partmental announcements up to December 31, 1978 are incor- 
porated in the treatise. (B. 102.103) 

RESIDENTIAL PROPERTY TAX RELIEF IN ONTARIO 
By R.M. Bird and NE. Slack. Toronto, University of Toronto 
Press, 1978.188 pp. 
In-depth study of the incidence of the property tax and the prop- 
erty tax credit in Ontario. (B. 102.171) 

TAX EXPENDITURES: AN EXAMINATION OF TAX 
INCENTIVES AND TAX PREFERENCES IN THE CANADIAN 
FEDERAL INCOME TAX SYSTEM 
By Roger' S. Smith. Toronto, Canadian Tax Foundation, 1979. 
175 pp. 
Study identifying and measuring tax expenditures (subsidies) in 
the Canadian tax system. (3. 102.266) 

UNITED KINGDOM/CANADA PROPOSED TAX TREATY 
Summary — Analysis — Text. By Nicholas J. Seed and David G. 
Pangbourne. London, Touche Ross & Co., 1979. 60 pp. 
Summary and text of the comprehensive double taxation treaty 
between Canada and the United Kingdom signed September 8, 
1978 and off-print of an article on the treaty published in the Ca- 
nadian Tax Journal, January-February 1979 issue. (B. 102.107) 

COMMON MARKET (EEC) 
ARMONIZACION TRIBUTARIA 
E1 I.V.A. en la Comunidad Economjca Europea. By Rafi] Luis 
d’Alessandro. Montevideo. Direccién General Impositiva, Direc— 
cién de Sistemas de Apoyo, 1979. 127 pp. 
Paper explaining the VAT legislation in the European Common 
Market, with particular attention to the taxation of agriculture, 
financial operations and immovable property transactions. 
(B. 102.160) 

BUSINESS ENTERPRISES IN THE EEC 
By J.C. Pollock. The Hague, Fenedex, 1979. 46 pp. 
Description of how to establish a business enterprise in one of the 
EEC member countries, and taxation thereof. (B. 102.174) 
PROBLEMES FISCAUX DES MAISONS HISTORIQUES DANS 
LES ETATS DE LA COMMUNAUTE ECONOMIQUE EUROPEENNE 
By I. Claeys Bouuaert, Brussels, Commission of the European 
Communities, 1979. 154 pp. 
Study on the taxation of historic houses owned by private per- 
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sons in the member states of the European Communities. 
(B. 102.207) . 

VALUE ADDED TAX 
The evolution in the European Economic Community and the 
application in the United Kingdom. By Miltiades Miltiadou. Am— 
sterdam, Europa Instituut, University of Amsterdam, 1979. 63 
pp. (B. 102.268) 

VERDRAGEN TOT OPRICHTING VAN DE EUROPESE 
GEMEENSCHAPPEN 
Verdragen tot wijziging van deze Verdragen. Teksten betreffende 
de Gemeenschappen. Verkorte uitgave. Luxembourg, Europese 
Gemeenschappen, 1979. 560 pp. 
Abridged edition of a compendium containing the texts of the 
most important agreements for the establishment of the Europe- 
an Communities. (B. 102.190) 

DENMARK 
DIRECT TAXATION IN DENMARK 
A brief survey. Third edition. Copenhagen, The Inland Revenue 
Department, 1979. 65 pp. 
Explanation of the principal provisions governing various kinds of 
direct taxation of individuals and companies in Denmark. 
(B.102.166/166A) 

OECD ECONOMIC SURVEYS: DENMARK 
Paris, Organisation for Economic Co-operation and Development, 
1979.68 pp., 12 Fr.Frs. (B. 102.131) ‘ 

SETTING UP IN DENMARK 
Copenhagen, Copenhagen Handelsbank, 1978. 43 pp. 
Brochure presenting a business survey of economic, legal and 
financial aspects of foreign investment, including taxation in 
Denmark. A German version is also available. (B. 102.060/061) 

EASTERN EUROPE 
LES CONTRATS DE LICENCE EN DROIT SOCIALISTE 
By Alexandre Vida. Paris, Librairies Techniques, 1978. 216 pp. 
Monograph explaining the specific aspects of licence contracts 
with Eastern European countries. The book also contains a com- 
parative analysis of the specific legal provisions of the individual 
countries, including the taxation provisions. The texts of standard 
contracts used in these countries are appended. (B. 102.079) 

EUROPE 
FISCALITE EN EUROPE 
Confédération Fiscale Européenne (C.F.E.). Deventer, Kluwer, 
1979. 258 pp. 
Proceedings and contributions of the First European Tax Consul- 
tants’ Congress held in Strasbourg in 1978. The reports are pub- 
lished in the French language. (They have also been published in 
the German language.) Subjects dealt with are: The taxation of 
investment in the EEC; Company taxation in the EEC taking into 
consideration double taxation agreements, the net wealth tax and 
the cooperation of tax consultants. (B. 102.251) 

GEMEINSCHAFTSUNTERNEHMEN (JOINT VENTURE — 
FILIALE COMMUNE) IM KONZERN- UND KARTELLRECHT 
By Ernst-Joachim Mestméicker, Jean-Bernard Blaise and David T. 
Donaldson. Frankfurt, Alfred Metzner Verlag, 1979. Arbeiteh zur 
Rechtsvergleichung, No. 93. 80 pp., 19.80 DM. 
Booklet containing the German, French and English national re- 
ports of a group of experts dealing with the company law aspects 
of joint ventures within the scope of the legal provisions in these 
countries concerning concerns and cartels. (B. 102.238) 
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TAXATION OF INTERCOMPANY TRANSACTIONS IN SELECTED COUNTRIES IN EUROPE AND USA 
Deventer, Kluwer, 1979. 119 pp., 30 Dfl. 
Survey of intercompany transactions by multinational companies 
in selected European countries (i.e. Austria, Belgium, Denmark, 
France, German Federal Republic, Ireland, Italy, the Netherlands, 
Norway, Spain, Switzerland, the United Kingdom) and the U.S.A. 
(B. 102.1‘67) 

FRANCE 
BUSINESS STUDY: FRANCE 
London, Touche Ross International, 1979. 212 pp. 
Study on doing business in France describing investment oppor- 
tunities, forms of business entities, accounting and auditing con- 
ditions and taxation in France. (B. 102.127) 

COMMENT GERER VOTRE PORTEFEUILLE 
La Bourse. By Gérard Vidalenche. 9e Edition, 5 jour au 1erjan-. 
vier 1979. Paris, Editions J. Delmas et Cie., 1979. Serie: “Ce qu’il 
vous faut savoir”. 230 pp. 
Reference guide explaining how to administer one’s portfolio at 
the stock exchange. Consideration to European, Japanese and 
U.S.A. stock exchanges is given. (B. 102.128) 

FISCALITE IMMOBILIERE 
Deuxiéme édition. By Jean Schmidt. Paris, Librairies Techniques, 
1 979. 385 pp. 
Monograph dealing with all the various taxation aspects of real 
property under the French tax system. (B. 102.305) 

FISCALITE PRATIQUE DES AFFAIRES 
Avec 25 études de cas dont annales D.E.C.S. 1975-1977. 2 V0- 
lumes. By Philippe Colin, Gilles Gervaise and-Thierry Lamorlette. 
Paris, Economica, 1979. 751 + 132 pp. 
Fourth edition of textbook entitled “Practical Tax Problems” in 
two volumes explaining the taxes levied uhder the French tax sys- 
tem. Examples and printed statutes are contained in Volume 1. 
Volume II consists of 25 examination questions and the solutions 
thereto. (B. 102.306/307) - 

LE REGIME FISCAL DE LA PROPRIETE INDUSTRIELLE 
By Z. Weinstein. Paris, J. Delmas et Cie.,’ 1977. 240 pp.

_ 

Second revised edition of book on the taxation of industrial prop- 
erty under French tax law (with respect to income, value added 
tax, registration duty). (B. 102.080) 

L’IMPOSITION DES PROFITS DE BOURSE ET AUTRES \ GAINS SUR TITRES 
By Pierre Courtois. Paris, Librairies Techniques (Litec), 1979. 
244 pp. 
Study describing the capital gains tax on gains derived from ope- 
ration on the stock exchange. In addition, the taxation of capital 
gains derived from other transfers of title to assets such as parti- 
cipation in a real property company is appended. Relevant texts 
of‘statutes are included. (B. 102L225) 

POUVOIR ET FINANCE D’ENTREPRISE 
Droit et pratiques. By Michél Fleuriet. Paris, Dalloz, 1977. 207 
PP- 
Study assessing the legal aspects and practices arising from financ- 
ing acquisitions of enterprises and the shareholder’s voting rights. 
Tax aspects are dealt. with. (B. 102,257) 

VALEUR ET REGROUPEMENTS DES ENTREPRISES 
Méthodes et pratiques. By Didier Pene. Paris, Dalloz, 1979. 271 
Pp. 

.

' 

Study assessing the characteristics of performance arismg from 
enterprises involved in acquisitions. Tax aspects are dealt with.- 
(B. 102.258) 
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LA VERIFICATION FISCALE 
Byv Philippe Colin. Paris, Economica, 1979. 302 pp. 
Monograph describing verification by the tax administration in 
France. (B. 102.308) 

GERMAN FEDERAL REPUBLIC 
ALLGEMEINES STEUERRECHT IN EINZELGESETZEN 
Zugleich ein Beitrag zur Gesetzgebungstechnik. By Hermann-Josef 
Thebrath. Cologne. Peter Deubner Verlag, 1979. 207 pp., 59 DM. 
Study examining the questions concerning the content and the 
impact of tax provisions of a general nature which are not regu- 
lated by the 1977 Fiscal Code but by separate laws. The author 
also discusses the question, to what extent can the role of these 
separate laws be taken over by the Fiscal Code by including such 
special provisions in that law? (B. 102.293) 
AO-HANDBUCH 
Handbuch des steuerlichen Verwaltungs- und Verfahrensrechts 
1979. Munich, Verlag C.H. Beck, 1979. 699 pp., 58 DM. 
Compilation of the text of the 1977 German Fiscal Code for the 
assessment year 1979 with related material. (B. 102.085) 
DIE BESTEUERUNG DES LEBENSEINKOMMENS 
By Johannes Hackmann. Tiibingen, J.C.B. Mohr (Paul Siebeck), 
1979.371 pp., 148 DM. 
Discussion of the theoretical aspects of the various procedures ap- 
plied concerning the taxation of “accumulated life income”. 
(B. 102. 237) 

EINKOMMENSTEUER — RICHTLINIEN 
Einkommensteuergesetz und Einkommensteuer DV. 3., neubear- 
beitete Auflage. Munich, Verlag C.H. Beck, 1979. 400 pp., 16.80 DM. ’ ‘ 

This book contains the texts of the German income tax law, the 
income tax directives, up to date as per May 1, 1979. (B. 102.083) 
DAS ERSTATTUNGSRECHT DER ABGABENORDNUNG 1977 
By Walter Drenseck. Cologne, Peter Deubner Verlag, 1979. Steu- 
erwissenschaft, Band 7. 121 pp., 38 DM. 
Monograph dealing with the various questions concerning claim 
on refund of taxes under the new German 1977 Fiscal Code. ' 

(B. 102.291) 

GEWERBESTEUER 
2. Auflage. By H-R. Pohlmann. Bonn, Stollfuss Verlag, 1979. 
Sammlung “Der Steuersparer”, Band 16. 126 pp., 10.80 DM. 
Practical guide explaining the most important provisions of the 
German trade tax, e.g. the tax-free amounts (as increased as per 
January 1, 1980), tax exemptions, taxable base, rates, etc. 
(B. 102.194) 

GRUNDSTEUERGESETZ UND H. WOHNUNGSBAUGESETZ 
(§§ 92 ff.) mit Nebengesetzen, Richtlinien und Verwaltungsan- 
weisungen. Kommentar. 4., neubearbeiteteund erweiterte Auf— 
lage. By Max Troll. Munich, Verlag Franz Vahlen, 1979. 594 pp., 
118 DM. . . 

This commentary on the real estate tax is written by the real 
estate expert of the German Ministry of Finance. Especially ex- 
tensively discussed are the following subjects: the new real estate 
tax regulations 1978, the adaptation to the new Fiscal Code, and 
the real estate tax provisions of the 2nd Housing Law. 
(B. 102.087) 

HANDBUCH DER FINANZWISSENSCHAFT ‘ 

Dritte, ga'nzlich neubearbeitete Auflage. Lieferung 22-26. By 
Norbert Andel and Heinz Haller. Tfibingen, J.C.B. Mohr (Paul 
Siebeck), 1979.400 pp. .

. Third revised edition of a handbook on public finance. This 
supplement particularly deals with a detailed discussion of in- come and turnover taxes, as well as with parafiscal budgetary re- 
ceipts. (B. 102.231) 
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KIRCHENSTEUERBECHT UND'KIRCHENSTEUERPRAXIS 
IN DEN BUNDESLANDERN 
By Jérg Giloy. Stuttgart, Forkel Verlag, 1978. 288 pp. 
Compendium explaining the theoretical and practical aspects of 
levying the so-called “church tax” in the German “Liinder”. 
(B. 102.193) 

KURPERSCHAFTSTEUER — ERKLA'RUNGEN FUR 1978 
By Hans-Joachim Schad, Horst Eversberg and Jiirgen Wagner. 
Diisseldorf, IdW Verlag, 1979. 271 pp., 33 DM. 
Practical guide for filing 1978 corporate income tax returns. 
(B. 102.236) 

MITARBEITENDE KOMMANDITISTEN UND STILLE 
GESELLSCHAFTER IM STEUERRECHT - 

By Klaus Esser. Cologne, Verlag Dr. Otto Schmidt, 1978. Rechts- 
fragen der Handelsgesellschaften, Heft 37. 248 pp.,-32 DM. 
Monograph discussing the income tax treatment of partners in 
a limited partnership and a silent partnership under German law. 
(B. 102.195) 

REALSTEUERN 
Ein Leitfaden ffir die kommunale Steuerverwaltung. By Max 
Troll. Stuttgart, Forkel Verlag, 1979. 254 pp. 
Practical guide explaining the most important aspects of taxes 
which may be levied by municipalities in Germany, e.g. the mul- 
tiple to the trade tax and real property tax. (B. 102.192) 

STEUER-FORMULAR-HANDBUCH 
Formulare — Muster —- Erlfiuterungen fiir die Steuerpraxis. By 
Helmar Fichtelmann, Rolf Mittelbach, Rolf Petzoldt and Dieter 
Schulze zur Wiesche. Cologne, Peter Deubner Verlag, 1979. 550 
pp., 128 DM. 
Handbook reproducing and explaining forms used in tax matters, 
particularly concerning procedures to be followed by taxpayers 
requesting special treatment in payment of tax due, or appealing 
to the Courts in the case of complaints on decisions by the tax 
authorities, or forms used for the establishment of legal forms of 
enterprises. The book also discusses the practical impact of these 
forms. (B. 102.294) 

DIE STEUERHINTERZIEHUNG (PAR. 370 A0 1977) 
Eine strafrechtliche, kriminologische und kriminalistische Unter- 
suchung unter besonderer Berficksichtigung von Vermégens— und 
Einnahmesteuerhinterziehungen. 2. unveré‘nderte Auflage. By 
Carola ‘Seckel. Liibeck, Verlag Max Schmidt-Rbmhild, 1979. 
Kriminalwissenschaftliche Abhandlungen, Band 10. 324 pp., 78 
DM. 
Study examining the criminal law and criminological aspects of 
tax avoidance and tax evasion, with emphasis on the avoidance 
and evasion of individual and corporate income tax and net worth 
tax. The author also discusses the existing provisions in the Fiscal 
Code 1977 concerning fiscal punishments and fines and takes a 
position against these provisions. (B. 102.290) 

STEUERRECHT 
Ein systematischer Grundriss. 7., fiberarbeitete und erweiterte 
Auflage. By Klaus Tipke. Cologne, Verlag Dr. Otto Schmidt, 
1979. 620 pp., 64 DM. 
This book provides a comprehensive description of the tax law of 
the Federal Republic of Germany. The concepts are systematical- 
ly presented in theory and the practical application is also demon- 
strated. (B. 102.292) ' 

UNTERNEHMUNGSBEWERTUNG UND STEUERN 
3., neubearbeitete Auflage. By Carl Helbling. Dusseldorf, IdW— 
Verlag, 1979. 487 pp., 78 DM. v 

Study on the various éoncepts of vaIUation of business assets for 
purposes of taxation with special attention to the problems of 
this matter in German-Swiss business relations. (B. 102.196) 

ZIVILPROZESSORDNUNG 
12. Auflage. By Richard Zb'ller. 
Schmidt, 1979. 2356 pp. 

Cologne, Verlag Dr. Otto 
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Twelfth revised edition of commentary on German civil proce- 
dure. Due to the author’s practical experience, the book follows a 
practical approach. The following new legislation is worked in: 
“Vereinfachungsnovelle”, e.g. law simplifying civil procedure; 
marriage and family law reform, changes in foreclosure proceed- 
ings. (B. 102.081) 

GREECE 
OECD VECONOMIC SURVEYS: GREECE 
Paris, Organisation for Economic Co-operation and Development, 
1979. 72 pp., 12 Fr.Frs. (B. 102.172) 

ICELAND 
TAXES IN ICELAND 1979 
Short description of the taxation of individuals and companies in 
Iceland 1979 (Assessment year 1979: Tax year (income year) 
1978). Prepared by S. Thorbjijrnsson, Director of Internal Reve- 
nue, September 1979. Reykjavik, Government Printer, 1979. 17 
pp. (B. 102.221) 

INDONESIA 
PAKET 20 APRIL 1979 
Tarif baru. Pajak Penjualan, Bea Masuk & PPn-Impor. Jakarta, 
Yayasan Bina Pajak, 1979. 55 pp.

' 

The April 20, 1979 package concerning the reform of the sales 
tax on domestic sales, import duties and sales tax on importation 
of goods. (B. 51.447) 

‘ 
INTERNATIONAL 
ADVANCED INTERNATIONAL TAX PLANNING 
The 11th Multi-choice Symposium held in Amsterdam from 24 to 
26 October 1979 convened by Seminar Services International. 
Volume I and Volume II. Lausanne, Seminar Services, 1979."650 

Text of contributions on various subjects. Volume I includes: 
“The use of double taxation agreements” by Terry M. Browne 
Acca; f‘Doppelbesteuerungsabkommen und Betriebstéittenbegriff 
des OECD—Musterabkommens” by B. Heider; “Taxation of plant 
constructions and other constructions abroad” by J. van Hoorn 
Jr. Volume 11 includes: “Tax treaties and tax planning: a compa- 
rative study of recent cases and rulings” by M. Edwardes-Ker; 
“International leasing operations, holding and finance compa- 
nies” by K.J. McLachlan.'(B. 102.264) 

ANNUAL REPORT ON EXCHANGE ARRANGEMENTS AND EXCHANGE RESTRICTIONS 1979 
Washington, International Monetary Fund, 1979. 470 pp. 
The ‘material is updated as of December 31, 1978. (B. 102.235) 

BASIC PROBLEMS IN INTERNATIONAL FISCAL LAW 
Translated from the German by W.E. Weisflog. By Arnold A. 
Knechtle. London, HFL (Publisher) Ltd., 1979. 264 pp., £13.50. 
(hardcover). 
Updated version of a doctoral thesis translated into English from 
the German original, “Grundfragen des internationalen Steuer- 
rechts”. Study dealing with obstacles to economic integration, in- 
cluding fiscal obstacles, the concept of international fiscal law, 
the elimination of international double taxation and the legal 
sources of international law. (B. 102.094) 

HANDBOOK ON EXPORT FREE ZONES 
By Thomas Kelleher. Vienna, United Nations, 1976. United Na- 
tions Industrial Development Organization, UNIDO/IOD.31, July 
22, 1976.117 pp. 
Study of the development of export free zones in the world. 
(B. 102.122) 
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INTERNATIONAL CONTRACTS CONFERENCE 
The 3rd Multi-choice conference held by Seminar Services Inter- 
national, Amsterdam, November 22 and 23, 1979. In two vol- 
umes. Lausanne, Seminar Services, 1979. 171 + 273 pp. 
Printed working papers distributed for participants in the Inter- 
national Contracts Conference held in Amsterdam, November, 
1979. Subjects dealt with are: international adhesion contracts, 
joint ventures and other forms of doing business in the USSR, 
protection of crediting, interest in commercial contracts with 
U.S. firms, international mergers, possible tax liabilities of the 
seller in the country of the buyer, etc. (B. 102.309) 

INTERNATIONAL CORPORATE PLANNING 
By Michael Z. Brooke and Mark van Beusekom. London, Pitman 
Publishing, Ltd., 1979. 323 pp. 
Study on the specific issues involved in international corporate 
planning covering the nature of international corporate planning, 
the environment in which it is conducted, the major techniques 
available to planners and the role of planning departments. 
(3102.229) 
INTERNATIONAL ECONOMIC DEVELOPMENT AND 
RESOURCE TRANSFER 
Workshop 1978. Edited by Herbert Giersch. Tfibingen, J.C.B. 
Mohr (Paul Siebeck), 1979. 620 pp. 
Printed texts of the papers prepared by various contributors for 
a workshop held in June 1978. The following subjects are includ- 
ed: the relationship between the domestic and international sec- 
tors -in economic development; problems of measuring the pro- 
duction and absorbtion of technologies in developing countries. 
(B. 102.249) ' 

INTERNATIONAL ENTERPRISES AND TAXATION 
Some preliminary results of an empirical study concerning inter- 
national enterprises. By Sven—Olof Lodin. Stockholm, The Nordic 
Council for Tax Research, 1979. 26 pp. (B. 102.222) 

INTERNATIONAL TAXATION AND LI'VING COSTS 1979 
London, Inbucon/AIC Salary Reséarch Unit, 1979.52 pp. 
Information oh the_pegsonal taxation rates and social security 
contributions in various countries and the exchange rates, neces- 
sary for administration of employees working in those countries. 
(B. 102.230) 

INSTITUTE ON MULTINATIONAL TAXATION 
Course 'materials. June 27-29, 1979, Washington. Co-sponsored 
by the Chamber of Commerce of the United States in coopera- 
tion with Marchmont Conferences (London) and The American 
Tax Institute in Europe (Paris). Washington, Georgetown Univer- 
sity Law Center, Continuing Legal Education and the Chamber 
of Commerce of the United States, 1979. 
Loose-leaf publication containing topics contributed by various 
speakers on multinational tax issues. (B. 102.140) 
INTERNATIONALER TECHNOLOGIETRANSFER UND STEUERRECHT 
By Karl-Ludwig Busse. Frankfurt, Verlag Peter Lang, 1978. Stu- 
dien zum Finanz- und Steuerrecht, Band 2. 331 pp. 
This book surveys the influence of taxation on the development 
of the international tran'sfer of technology between independent 
and combined enterprises. Taking the tax systems of the German 
Federal Republic, the United States, France, Austria, Canada, 
Spain, Brazil and Mexico as examples, the influence of national 
tax laws and of double taxation treaties on the tax burden of the 
transfer of technology is illustrated and their impact on business 
decisions of enterprises is‘ analyzed. (B. 102L084) ‘ ‘ 

INTERNATIONAL TAX AVOIDANCE 
A study by the Rotterdam Institute for Fiscal Studies. Volume 
A: general and conceptual material. Project leader: Dr. J.C.L. 
Huiskamp. Principal authors: Dr. Barry Bracewell-Milnes, Mr. 
M.A_. Wisselink. Deventer, Kluwer, 1979. 368 pp., 90 Dfl. , Volume A contains the general and conceptual material and dis- 
cusses the concept of international tax avoidance, what causes it 
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and how it is achieved, especially through the use of tax havens. 
Dealt with are attempts to prevent international tax avoidance by 
various legal measures and their administration, and the interna- 
tional dimension of collaboration between governments. 
(B. 102.162) ‘ 

MANAGERIAL FINANCE 
6th Edition. By J. Fred Weston and Eugene F. Brigham. East- 
bourne, Holt-Saunders, Ltd., 1978. 1030 pp. 
Revised sixth edition of textbook on managerial finance. Ques- 
tions and problems are appended for each topic discussed. 
(B. 102.226) 

THE MEASUREMENT AND REFORM OF BUDGETARY 
POLICY 1 

By T.S. Ward and R.R. Neild. London, Heinemann Educational 
Books, 1978. 118 pp. 
Study on measurement and reform of budgetary policy. 
(B. 102.261) ‘ 

PROCEEDINGS OF A CONFERENCE ON LOCAL GOVERNMENT FINANCE 
London, Institute for Fiscal Studies, 1973. Publication No. 10, 
December 1973.141 pp., £ 2. 
Printed texts of the following talks are included: “The reform of 
local government finance” by CD. Foster; “The rising cost of 
local government services” by Peter M. Jackson and discussions. 
(B. 102.262) 

THE STRATEGY OF MULTINATIONAL ENTERPRISE 
Organization and finance. Second edition. By Michael Z. Brooke 
and H. Lee Remmers. London, Pitman Publishing, Ltd., 1978. 
277 pp. 
Interdisciplinary study on the strategy of the operations of mu]- 
tinational enterprises with emphasis on the structure and control 
of such companies. Topics such as company-government relation- 
ships and strategic considerations on moving abroad are also dis~ 
cussed. (B. 102.228) - 

TRANSFER PRICING AND MULTINATIONAL. 
CORPORATIONS: AN OVERVIEW OF CONCEPTS, MECHANISMS AND REGULATIONS ‘ 

By Sylvain RF. Plasschaert. Hants, Saxon House, Teakfield Ltd., 
1979. 120 pp. - 

Study on the concept of‘transfer pricing andguidelines for con- 
structive solutions. (B. 102.130) 

TAX INCENTIVES FOR PRIVATE INVESTMENT IN 
DEVELOPING COUNTRIES 
Editor: Robert Anthoine. Deventer, Kluwer, 1979. 272 pp. 
Comparative analysis of the tax laws of developed countries 
which have a bearing upon direct private investment in develop- 
ing countries, including tax reports on 19 developed countries 
prepared by national authors, and eight tax reports on develop- 
ing countries. (B. 102.161) 

TWENTY-NINTH ANNUAL REPORT ON EXCHANGE 
RESTRICTIONS 1978 
Washington, International Monetary Fund, 197 8. 476 pp. 
Annual report on global exchange restrictions as well as other 
measures ahd intergovernmental arrangements that may have 
balance of payments implications. The period covered is 1977 
and the early part of 1978. (B. 102.176) 

UNITED NATIONS DRAFT MODEL DOUBLE TAXATION CONVENTION BETWEEN DEVELOPED AND DEVELOPING COUNTRIES 
(Unofficial Draft to be cons’idered at its Eighth Meeting in De- 
cember 1979 by the Group of Experts on Tax Treaties between 
Developed and Developing Countries). IFA Seminar Paper (Wed- 
nesday, September 5, 1979). Deventer, Kluwer,r1979.'30 pp. 
Text of the Draft Model Double Taxation Convention between 
Developed and Developing Countries. (B. 102.173) 
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YEARBOOK OF NATIONAL ACCOUNTS STATISTICS 1978 
2 Volumes. New York, United Nations, 1979. 1494 + 645 pp. ' 

Twenty-second issue of the Yearbook of National Accounts 
Statistics prepared by the Statistical Office of the United Na- 
tions. Volume I, “Individual'country data”, shows detailed na- 
tional accounts estimates for 151 countries and areas. Volume II, 
“International tables”, contains other information, estimates of 
total and per capita gross domestic product, national income, and 
national disposable income expressed in U.S. dollars for 155 
countries and areas. (B. 102.281) 

IRELAND 
FIFTY—FIFTH ANNUAL REPORT OF THE REVENUE 
COMMISSIONERS 
Year ended 3lst December 1977. Dublin, Stationery Office, 
1978. 163 pp. (B. 102.214) 

OECD ECONOMIC SURVEYS: IRELAND 
Paris, Organisation for Economic Co-operation and Development, 
1979. 56 pp., 12 Fr.Frs. (B. 102.133) 

ITALY 
‘ 

CODICE TRIBUTARIO 
Seconda edizione. Milan, Dott. A. Giuffré Editore, 1978. 2698 
Pp- 
Compilation of Italian tax laws and decrees. (B. 102.286) 

CODICE TRIBUTARIO 
Seconda edizione. Appendice. Milan, Dott. A. Giuffré Editore, 
1979. 648 pp. 
Appendix to the compilation of tax laws, which updates the basic 
volume to January 31, 1979, and with respect to the VAT, to 
April 1, 1979. (B. 102.287) 

COMPANY INCOME TAX IN ITALY 
With taxation on dividends, interest, royalties and other forms of 
income. Ro'me, Banco di Roma, 1979. 92 pp. (B. 102.101) 

LA DETERMINAZIONE DEL REDDITO IMPONIBILE NEI 
RAPPORTI FRA SOCIETA ITALIANE E COLLEGATE 
ALL’ESTERO 
Societé per lo studio dei problemi fiscali, Convegno di Rapallo, 
29-30 giugno 1979. By Augusto Fantozzi. Genova, Diritto e 
Practica Tributaria, 1979. 20 pp. 
Paper on the determination of profits of Italian companies and 
related foreign companies. (B. 102.184/189) 

MANUALE DELLE IMPOSTE DIRETTE 
3 Volumes. By Giuseppe Giuliani. Milan, Casa Editrice Giuffré, 
1979. 3781 pp. _ 

Handbook of direct taxes, compilation of tax laws and degrees, 
administrative rulings and letters and case laws. This three-volume 
book is up to date as of June 30, 1979. (B. 102.288) 

IL NUOVISSIMO CODICE TRIBUTARIO FISCALE 
Annotato per articolo. Edited by Giovanni de Riso, Mario Spina 
and Francesco Dibari. Piacenza, Casa Editrice La Tribuna, 1979. 
1436 pp, 
1979 Edition of compilation of tax laws, decrees and annota< 
tions. (B. 102.102) 

DAS SCHWEIZERISCH-ITALIENISCHE DOPPEL- BESTEUERUNGSABKOMMEN ' 

La Convenzione tra Svizzera e Italia sulle doppie imposizioni. The 
Swiss-Italian double taxation convention. By Silvio Bianchi and 
Siegfried Mayr. Bern, Editions Cosmos, 1979. 82 pp. 
Handbook published in German, Italian and English, explaining 
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the comprehensive double taxation treaty between Italy and 
Switzerland signed April 28, 1978 as viewed from the Swiss and 
Italian points of view. (B. 102.129) 

JAPAN 
OECD ECONOMIC SURVEYS: JAPAN 
Paris, Organisation for Economic Co-operation and Development, 
1979.63 pp., 12 Fr.Frs. (B. 102.134) 
AN OUTLINE OF JAPANESE TAX ADMINISTRATION 1979 
Tokyo, National Tax Administration, 1979. 89 pp. Guide provid- 
ing an outline of the tax administration in Japan. Activities of the 
National Tax Administration are described. (B. 51.441) 

AN OUTLINE OF JAPANESE TAXES 1979 
Tokyo, Tax Bureau, Ministry of Finance, 1979. 295 pp. 
Annual guide explaining the taxes in Japan updated to include 
the 1979 tax changes. (B. 51.440) 

LUXEMBOURG 
LES SOCIETES HOLDING AU GRAND-DUCHE DE LUXEMBOURG 
Aspects juridique, fiscal et comptable. Luxembourg, Institut Uni- 
versitaire International Luxembourg, 1979. 150 pp. 
Study on the concept of holding companies under Luxembourg 
tax law and its future developments in the light of the European 
Communities policy. Relevant text of statutes is appended. 
(B. 102.095) ' 

MALAYSIA 
THE 1980 BUDGET SPEECH 
By the Minister of Finance in the House of Representatives on 
October 18, 1979. Kuala Lumpur, Government Printer, 1979. 53 
pp. (L. 52.186) 

MEXICO 
CONSIDERACIONES ACERCA DE LA DOBLE 
TRIBUTACION INTERNACIONAL 
By Victor Manuel Armando Urquieta Jimenez. Mexico, Universi- 
dad Nacional Autonoma de Mexico, Facultad de Derecho, 1977. 
165 pp. 
Doctoral thesis on international double taxation. (B. 15.927) 

EFICACIA DE LOS CONVENIOS DE COORDINACION 
FISCAL ' 

By Pablo Ruiz Herrera. Mexico, Universidad Nacional Autonoma 
de Mexico, Facultad de Derecho, 1976. 176 .pp. 
Doctoral thesis on taxation by various tax authorities, and the 
manner to avoid double taxation. (B. 15.925) 

EL IMPUESTO SOBRE LA RENTA Y LA DISTRIBUCION 
DE LA RIQUEZA 
By José de Villa. Mexico, José de Villa, 1979. 50 pp. 
Study of the income tax and distribution of wealth in Mexico. 
(B. 15.930) -

' 

LEY DEL IMPUESTO SOBRE LA RENTA 
Reglamento y disposiciones complementarias. Mexico, Editorial 
Porrfia, 1979. 543 pp. 
Income Tax Law of Mexico and complementary rules. 
(B. 15.926)- 
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MANUAL DE RESOLUCIONES INTERPRETATIVAS DE LEY 
FEDERAL DEL IMPUESTO SOBRE INGRESOS 
MERCANTILES 1977 ' 

Mexico, Secretaria de Hacienda y Credito Pfiblico, 1977. 308 pp. 
Handbook containing the rulings relating to the federal sales tax. 
(B. 15.924) 

NEPAL 
INVESTORS’ GUIDE TO NEPAL 1975 
Kathmandu, Industrial Services Centre, 1975. 123 pp. 
General relevant information including tax incentives for inves- 
tors in Nepal..The company law of Nepal, industrial licensing and 
registration regulations are dealt with. (B. 15.450) 

THE NETHERLANDS 
ASPECTEN VAN VERZEKERING BIJ EXPORT 
By D. Koole. Deventer, Kluwer; The Hague, Fenedex, 1979. 99 
pp., 32.50 Dfl. 
Monograph discussing insurance aspects arising from exportation 
of goods. (B. 102.068) 

ATTENTIEPUNTEN VOOR HET INTERNATIONAAL 
COMMERCIEEL OPEREREN 
By P. Schmidt. Deventer, Kluwer, 1979. 148 pp. 
Important points to reckon with when an enterprise is to operate 
internationally, prepared as a ready reference guide. (B. 102.199) 

BASIC PROBLEMS IN INTERNATIONAL FISCAL LAW 
Translated from the German by W.E. Weisflog. By Arnold A. 
Knechtle. Deventer, Kluwer, 1979. 264 pp., 52 Dfl. 
Updated version of a doctoral thesis translated into English from 
the German original, “Grundfragen des internationalen Steuer- 
rechts”. Study dealing with obstacles to economic integration, in- 
cluding fiscal obstacles, the concept of international fiscal law, 
the elimination of international double taxation and the legal 
sources of international law. (B. 102.077) 

'
' 

COMMERCE AND INDUSTRY IN THE NETHERLANDS 
Ninth edition. Amsterdam, AMRO Bank, 1979. 63 pp. 
Guide providing information to businessmen contemplating the 
formation of a company in the Netherlands and other possibilities 
for cooperation or trade with local ,companies in the Netherlands. 
(B. 102.248) 

COMPENDIUM VAN ‘DE OMZETBELASTING 
Tweede herziene druk. By J.M‘F. Finkensieper. Deventer, Klu- 
wer, 1979. 143 pp., 28.50 Dfl. 

' Second revised edition of compendium on the turnover tax on 
value added explained as amended as of January 1, 1979. Rele- 
vant texts of statutes are appended. (B. 102.099) 

FISCAAL MEMO 
Juli 1979. Deventer, Kluwer, 1979. 78 pp., 14.50 Dfl. 
Revised edition providing practical information in a nutshell con- 
cerning tax provisions and such related subjects as social security 
contributions as of July 1, 1979. (B, 102.141) 

FISCAAL WINSTBEGRIP EN FINANCIERINGS- 
FACILITEITEN VOOR ZELFSTANDIGEN (II) 
The Hague, Raad voor het Midden- en Kleinbedrijf, 1979. 74 pp. 
Revised report by a special committee concerning the taxation of 
income and the financial incentives for entrepreneurs in medium 
and small-scale businesses in connection with the Hofstra Report 
on a neutral tax system. Relevant documents are appended. 
(B. 102.076) 

134 

DE FISCALE AANSPRAKELIJKHEID VAN DE WERKGEVER 
By J.C.K.W. Bartel. Deventer, FED. 1979. Serie Belastingconsu- 
lentendag, No. 24. 64 pp., 13.50 Dfl. 
Text of speech and ensuing discussion on the responsibility of 
employers to withhold and transfer taxes and social security le- 
vies to the Treasury, held on April 20, 1979 and convened by 
the Dutch Federation of Tax Consultants. (B. 102.100) 
INVESTMENT GUIDE: THE NETHERLANDS 
The Hague, Ministry of Economic Affairs, 1959. 151 pp. A set of brochures providing facts about doing business in the 
Netherlands covering the following subject: How Duch tax law af- 
fects the U.S. investor; Business entities and company law in the 
Netherlands; Labor relations in the Netherlands; Trading in the 
Netherlands; Banking, finance and government incentives in the 
Netherlands; Taxation, accounting and auditing in the Nether- 
lands; The Netherlands (introduction). (B. 102.263) 
SCHEMATISCH OVERZICHT VAN DE SOCIALE WERKVERZEKERINGSWETTEN 
37e druk, juli 1979. By T. Boersma and GR Fortanier. Deventer, 
Kluwer, 1979. 12 pp. 
Revised and updated 37th edition of survey concerning national 
insurance laws effective as of July 1, 1979. (B. 102.142) 

TERUGWERKENDE KRACHT OP HET GEBIED VAN BELASTINGWETGEVING (2) 
Bespreking van het preadvies van Mr. H. Prast. Deventer, Kluwer, 
1979. Geschriften van de Vereniging voor Belastingwetenschap, 
No. 151.39 pp., 17.50 Dfl. ' 

Second part of a report by H. Prast on the retroactive applica- 
tion of tax law in the Netherlands, containing a printed text of 
the discussion. (B. 102.200) 

WAT DES KEIZERS IS 
Bundel opstellen, uit'gegeven ter gelegenheid van het 25-jarig be- ‘ 

staan van de Nederlandse Orde van Belastingadviseurs. Deventer, 
Kluwer, 1979. 162 pp., 45 Dfl. 
Compilation of essays published on the occasion of the 25th anni- 
versary of the Netherlands Tax Advisors’ Association. The contri- 
butions prepared by various persons concentrate on the position 
of the tax advisor in the past, present and future. (B. 102.302) 

NEW CALEDONIA 
LA FISCALITE DES SOCIETES EN 
NOUVELLE-CALEDONIE 
By Elisabeth Peguilhan. Noumea, Centre de Productivité et 
d’Etudes Ec’onomiques, 1979. Document No. 71, August 1979. 
88 pp. 
Explanation of the taxation of companies in New Caledonia. In 
addition it treats business tax, tax on financial activities and other 
related taxes levied on the establishment of a company. Text of 
statutes is appended. (B. 51.425) 

NEW ZEALAND 
INVESTMENT AND TAXATION: NEW ZEALAND 
London, Touche Ross International, 1979. 27 pp. 
Booklet on New Zealand in the series of Investment Incentives 
and Taxation, prepared by Touche Ross International, dealing 
with general investment law and taxation. (B. 51.397) 

NORDIC COUNTRIES 
INTERNATIONELLA FORETAGS BESKATTNING 
Nordisk rapport vid Nordiska skattevetenskapliga forskningsré- 
dets seminarium p3 Hanaholmen i oktober 1978. By Sven-Olof 
Lodin. Viillingby, Libeerlag, 1979. Nordiska skattevetenskap- 
liga forskningsrfidets skriftserie, Nr. 6. 86 pp. 
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Research report prepared by the Nordic Research Council of Tax 
Science with respect to taxation of international enterprises with 
emphasis on the performance by Nordic countries. Researchers 
from Denmark, Norway, Sweden and Finland participated in the 
study headed by Prof. Sven-Olof Lodin. (B. 102.222) 

NORWAY 
THE NORWEGIAN MARKET 
Oslo, Den Norske Creditbank; Aftenposten, 1979. 31 pp. 
(B. 102.245) . 

O.E.CI.D. 

>THE CASE FOR POSITIVE ADJUSTMENT POLICIES 
A compendium of OECD documents 1978/79. Paris, Organisation 
for Economic Co-operation and Development, 1979. 140 pp., 16 
Fr.Frs. 
Compendium containing OECD documents in their final form 
relating to work on some agreed general orientations for policies 
in member countries to facilitate structural adjustments in their 
economies needed to sustain faster economic growth. 
(B. 102.096) 

1 OECD ECONOMIC OUTLOOK 
No. 25, July 1979. Paris, Organisation for Economic Co-opera- 
tion and Development, 1979. 163 pp., 32 Fr.Frs. (B. 102.066) 

STATISTIQUES DE RECETTES PUBLIQUES DES PAYS MEMBRES DE L’OCDE 
Revenue statistics of OECD member countries 1965-1978. Paris, 
Organisation for Economic Co-operation and Development, 1979. 
235 pp. 
Eighth annual publication in a series providing data in respect of 
general government tax revenues, including compulsory social se- 
curity contributions for member countries of the OECD during 
the years 1965-1978. (B. 102.206) 

TRANSFER PRICING AND MULTINATIONAL ENTERPRISES 
Report of the OECD Committee on Fiscal Affairs 1979. Paris, 
Organisation for Economic Co-operation and Development, 1979. 
100 pp., 36 Fr.Frs. (B. 102.067) 

PACIFIC 
FISCAL POLICY AND TAX STRUCTURE IN THE 
PACIFIC REGION 
Proceedings of a Seminar held in Sydney in 1978 during the 32nd 
Congress of the International Fiscal Association. Deventer, Klu- 
wer, 1979. 57 pp.

’ 

Offprint from the 1978 IFA Yearbookcontaining the texts of six 
panel papers and a summary of the discussion in the seminar. 
(B. 102.098) 

PARAGUAY 
LEGISLACION FISCAL DEL PARAGUAY 
Cuarta edicién. Tome I. By Carlos A. Mersén. Asuncién, Carlos A. 
Mersén, 1976. 385 pp. ’ 

Compilation of fiscal laws as well as the Paraguayan constitution 
and customs laws and regulations. (B. 15.917) 

PORTUGAL 
OECD ECONOMIC SURVEYS: PORTUGAL 
Paris, Organisation for Economic Co-operation and Development, 
1979. 68 pp., 12 Fr.Frs. (B. 102.132) 
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SCAN DINAVIA 
TRENDS IN SCANDINAVIAN TAXATION 
By Gustaf Lindencrona. Deventer, Kluwer, 1979. 46 pp., 20 Dfl. 
Special features of the Scandinavian taxation development dis- 
cussed by contributors from Denmark, Finland, Norway and Swe- 
den. (B. 102.165) ‘ 

SINGAPORE 
LEGAL FRAMEWORK OF BUSINESS ORGANISATIONS 
By Philip N. Pillai. Singapore, Malaya Law Review, 1978. Singa- 
pore Law Series, No. 6. 178 pp. I 

Introductory survey of the legal organization of business entities 
in Singapore. (B. 51.428) 

SPAIN 
MEMORIA DE LA ASOCIACION ESPANOLA DE DERECHO 
FINANCIERO 1976 
Tomos I, II y III. Madrid, Editorial de Derecho Financiero, 1976. 
741 + 704 + 1055 pp. 
Three-volume publication on the activities of the Asociacién Es— 
pafiola de Derecho Financiero in 1976, containing papers and dis- 
cussions from the IFA Congress of 1975 and the V11 Jornadas 
Hispano-Luso-Americanas de Estudios Tributaries (Subjects: 
taxation of groups of enterprises, and procedure in tax cases) and 
a survey of the development of the Spanish tax system from 1964 
to 1977 by J. Banacloche. (B. 102.177) 

MEMORIA DE LA ASOCIACION ESPANOLA DE DERECHO 
FINANCIERO 1977 
Madrid, Editorial de Derecho Financiero, 1979. 620 pp. 
Report of the 1977 activities (national as well as international) by 
the Spanish Association of Tax Law. (B. 102.078) 

VESTIGING ALS BEDRIJF IN SPANJE 
(Uitgave augustus 1979), opgesteld door Klynveld Kraayenhof & 
Co. The Hague, Fenedex, 1979. 59 pp. 
Description of important legal, financial and taxation aspects 
arising from a business establishment in Spain. (B. 102.215) 

SWEDEN 
INVESTMENT AND TAXATION: SWEDEN 
London, Touche Ross International, 1979. 32 pp. 
Investment and taxation guide for Sweden in a series of publica- 
tions prepared by Touche Ross International for internal use. 
(B. 102.275) 

SWITZERLAND 
DOPPELBESTEUERIjNGSABKOMMEN DER SCHWEIZ 
MIT NORWEGEN, SCHWEDEN UND DANEMARK 
Unter Einbezug des Aussensteuerrechts Norwegens, Schwedens 
und Dz'inemarks. By Urs. Kammermann-Ohlsson. Ziirich, Schul- 
thess Polygraphischer Verlag, 1978. Schweizer Schriften zum 
Handels— und Wirtschaftsrecht, Band 32. 188 pp. 
Thesis on the comprehensive double taxation treaties concluded 
by Switzerland with Norway, Sweden and Denmark and the in- 
clusion of the international tax laws adopted by Norway, Sweden 
and Denmark. (B. 102.198) 

UFFENTLICHE FINANZEN DER SCHWEIZ 
Finances publiques en Suisse 1977. Bearbeitet von der Eidge- 
néssiSChen Finanzverwaltung; Elaboré par l’Administration fédé- 
rale des finances. Bern, Bundesamt fijr Statistik; Office Fédéral de 
la Statistique, 1979. Statistische Quellenwerke der Schweiz, Heft 
630. 153 pp. 
Statistical data on revenue and expenditures of the Confedera- 
tion, the cantons and the municipalities for 1977. (B. 102.135) 
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UNITED KINGDOM 
THE BANKING ACT 1979 
By F.R. Ryder. London; Sweet & Maxwell, 1979. 98 pp. 
(B. 102.276) 

BUTTERWORTHS ORANGE TAX HANDBOOK 1979-80 
Capital transfer tax, development land tax, stamp duties, VAT 
(including VAT Statutory Instruments) as operative on August 6, 
1979. Fourth edition. London, Butterworfihs, 1979. 1195 pp., 
£ 9.50. 
Consolidated plain text of the legislation on capital transfer tax, 
development land tax, stamp duty and value added tax. 
(B. 102.282) 

BUTTERWORTHS YELLOW TAX HANDBOOK 1979-80 
Income tax, corporation tax, capital' gains tax. Eighteenth edi- 
tion. London, Butterworths, 1979. 1203 pp., £ 11.50. 
Consolidated plain text of the legislation on income tax, corpora- 
tion tax and capital gains tax as operative for 1979-80. 
(B. 102.283) 

CAPITAL TRANSFER TAX 
By John Coombes, Abingdon, Professional Books, Ltd., 1977. 
259 pp. 
Monograph on capital transfer tax. Text of statutes is appended. 
(B. 102.269) 

CAPITAL TRANSFER TAX 
Second edition. By David J. Hayton and John Tiley. London,

I 

Butterworths, 1978. 501 pp., £ 14.90. 
Second revised edition of guide intended to be a comprehensive 
exposition of capital transfer tax law for practitioners as well as 
students. The law is stated as of November 1, 1977. 
(B. 102.071) 

COMPANY LAW 
Fourth edition. By Robert R. Pennington. London, Butterworths, 
1979. 874 pp., £ 16. 
Fourth revised edition, giving an exposition of the law as of Au-

' 

gust 1, 1978. (B. 102.072) 

DISCLOSURE TO UNIONS -- HOW THE LAW IS WORKING 
A study of the implementation of ss. 17-21 of the Employment 
Protection Act 1975. By Arthur Marsh and Roger Hussey. Lon- 
don, Touche Ross & C0,, 1979. 94 pp. (B. 1021137) 

DISTRIBUTION OF PERSONAL WEALTH IN BRITAIN 
By A.B. Atkinson and A.J. Harrison. Cambridge, Cambridge Uni- 
versity Press, 1978. 330 pp. 
Study examining the distribution of personal wealth in Britain 
and_ analysing the underlying social and economic forces. Statis- 
tical andAeconomic background information to current debates 
on justice and the taxation of wealth is provided. (B. 102.090) 

DOUBLE TAXATION RELIEF 
London, Her Majesty’s Stationery Office, 1979. 33 pp. 
Booklet explaining the main features of the law and practice re— 
lating to double taxation relief for taxes on income and capital 
gains, including the double taxation agreements which the U.K. 
has made with other countries. (B. 102,074) 
THE FINANCE (NO. 2) ACT 1979 
Part I: the Finance Act, customs and excise duties, income tax 
and corporation tax, petroleum revenue tax, capital taxation; 
Part II: exchange control, appendices. London, Touche Ross & 
Co., 1979. 28 pp. (B. 102.211) 

THE HAMBRO TAX GUIDE 1979-80 
By A.S. Silke and W.I. Sinclair. London, MacDonald and Jane’s 
Publishers, Ltd., 1979. 257 pp., £ 5.95. 
This eighth edition updates the general tax guide incorporating 
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the material as of August 1, 1979 including the Finance Act 1979 
and Finance (No. 2) Act 1979. (B. 102.202) 

KEY TO INCOME TAX 
Finance (No. 2) Act 1979 edition. By J.M. Cooper. London, 
Taxation Publishing Company, 1979. 256 pp., £ 5.50. 
Annual reference guide providing information on the income tax 
as amended by Finance (No. 2) Act 1979 of September 1, 1979. 
(B. 102.304) 

LAW FOR THE RETAILER AND DISTRIBUTOR 
Third edition. By J.R. Lewis. Bristol, Jordan & Sons, Ltd., 1979. 
220 pp., 5: 6.50. 
Considerations on the laws affecting the retailer and distributor. 
Relevant texts of statutes are appended. (B. 102.259) 

PROFIT SHARING AND OTHER SHARE ACQUISITION 
SCHEMES 
By Francis G. Sandison. Croydon, Tolley Publishing Company, 
Ltd., 1979.231 pp., £ 8.95. 
Monograph on profit sharing schemes. The law is stated as of 
April 2, 1979. (B. 102.070) 

PROFIT SHARING SCHEMES 
London, Her Majesty’s Stationery Office, 1979. 48 pp. 
Booklet describing the provisions in the Finance Act 1978 relat- 
ing to profit sharing schemes. (B. 102.075) 

ROWLAND’S TAX GUIDE 1978-79 
Second edition. Editor: Nigel Eastaway with David Trill. London, 
Butterworths, 1979. 576 pp. 
This guide is published in conjunction with Butterworth’s Yellow 
and Orange Tax Handbooks which reproduce the actual legisla- 
tion currently in force. This book has been prepared by practiti- 
oners for practitioners. (B. 102.073) 

SIMON’S TAXES 
Finance Bill 1979. The provisions relating to income tax, capital 
gains and corporation tax. The text from the Bill as first present- 
ed to Parliament and published on 21 June 1979, followed by ex- 
planatory notes. London, Butterworths, 1979. 30 pp. 
(B. 102.208) 

TAXATION OF COMPANIES 
Second edition. By Richard Bramwell and John Dick. London, 
Sweet & Maxwell, 1979. 236 pp., £ 17. 
Monograph on the taxation of companies describing the provi- 
sions of the tax law as of March 31, 1979. (B. 102.253) 

TAX AVOIDANCE SCHEMES FOR U.K. MANAGEMENT 
London, Institute for International Research, 1978. 28 pp. 
(B. 102.063) 

TAX EXPENDITURES IN THE UNITED KINGDOM 
By J.R.M. Willis and P.J.W. Hardwick. London, Heinemann Edu- 
cational Books, 1978. 107 pp. 
The book deals with various exemptions and reliefs from income 
tax in the U.K. which reduce the tax base and in effect discrimi- 
nate in favour of particular personal circumstances and particular 
kinds of income and expenditure. (’B. 102.260) 

THE TAX PRACTITIONER’S DIARY 1979-80 
London, Butterworths, 1979.71 pp., 55 4.25. (B. 102.277) 

WHEATCROFT AND WHITEMAN 0N CAPITAL GAINS TAX 
Third cumulative supplement. Up to date to March 1, 1979. By 
Terence Mowschenson. London, Sweet & Maxwell; Edinburgh, W. 
Green & Son, 1979. 116 pp. 
Supplement to update the basic volume on capital gains tax. 
(B. 102.136) 
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U.S.A. ‘ 

COMPREHENSIVE INCOME TAXATION 
Joseph A. Pechman, editor. Washington, The Brookings Institu- 
tion, 1977. 311 pp. 
Publication of the papers of a conference held by scholars and 
government officials on the fundamentals of comprehensive 
income taxation. The authors cover such issues as the economic 
definitions of income, personal deductions, employee benefits 
and transfer payments, capital gains and losses, the tax treatment 
of the family and taxable business income. (B; 102.089) 

1979 DEPRECIATION GUIDE 
Including ADR system; system for pre-1971 assets. Chicago, 
Commerce Clearing House, Inc., 1979. 263 pp., 3; 7. (B. 102.124) 

FACTS AND FIGURES ON GOVERNMENT FINANCE 
20th Biennial edition, 1979. Washington, Tax Foundation, Inc., 
1979.288 pp., $ 10. 
Compendium of data about government financial operations. 
(B. 102.170) 

FEDERAL ESTATE AND GIFT TAXATION 
Second edition. By John K. McNulty. St. Paul, Minn. West Pub- 
lishing, Co., 1979. 488 pp. 
Introduction to the law of federal estate and gift taxation. 
(B. 102.125) 

FEDERAL INCOME TAXATION 
Volume one: taxation of individuals. Third edition. By Adrian A. 
Kragen and John K. McNulty. St. Paul, Minn., West Publishing 
C0,, 1979. 1283 pp. 
Completely revised third edition of the Kragen & McNulty in- 
come tax casebook which contains only material dealing with the 
income taxation of individuals. A second volume will contain the 
material on the taxation of corporations and partnerships. 
(B. 102.204) ’ 

FEDERAL INCOME TAXATION/CASES AND MATERIALS 
Volume I. By Stanley S. Surrey, William C. Warren, Paul R. 
McDaniel and Hugh J. Ault. Mineola, N.Y., The Foundation 
Press, Inc., 1972.1419 pp. 
Volume I contains provisions affecting both individuals and cor- 
porate taxpayers with emphasis on taxation of individuals. Vol- 
ume II will cover the taxation of business organizations. This vol- 
ume is a companion volume to Warren & Surrey, “Federal Estate 
and Gift Taxes, Cases and Materials”. (B. 102.254) 

FEDERAL INCOME TAXATION/CASES AND MATERIALS 
Volume I. 1979 Supplement. By Stanley S. Surrey, William C. 
Warren, Paul R. McDaniel and High J. Ault. Mineola, N.Y., The 
Foundation Press, Inc., 1979. 487 pp. 
This 1979 Supplement to Volume I of Federal Income Taxation 
covers the principal developments in federal income taxation 
since January 1, 1972. (B. 102.256) 

FEDERAL INCOME TAXATION 
A law student’s guide to the leading cases and concepts. Second 
edition. By Marvin A. Chirelstein. Mineola, N.Y., The Foundation 
Press, Ltd., 1979.346 pp. 
Textbook explaining the federal income taxation of individuals. 
(B. 102.255) V 

FEDERAL TAX GUIDE 1980 
Chicago, Commerce Clearing House, Inc., 1979. 
Volume I of 1980 Federal Tax Guide in loose-leaf is entirely de- 
voted to an explanation and new developments in the federal 
income tax. The other three volumes constitute the regular edi- 
tion of the Guide series and contain official texts of income, 
estate, gift, and withholding tax regulations. The material is up- 
dated weekly. (B. 102.220) -- - 
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FOREIGN TRADE TAX HANDBOOK FOR MANUFACTURERS 
How to use a DISC and other forms of corporations to export 
and to operate abroad more profitably. By Paul D. Seghers. New 
York, International Tax Institute, Inc., 1979. 171 pp. 
(B. 102.223) 

GUIDEBOOK TO PENSION PLANNING 
Chicago, Commerce Clearing House, Inc., 1979. 450 pp., $ 7. 
Reprint from the Commerce Clearing House Pension Plan Guide 
dealing with the rules and authorities on pensions, profit sharing 
and employee benefits. (B. 102.285) 

HAWAII INCOME PATTERNS 1976: INDIVIDUALS 
Honolulu, Tax Research and Planning Office, Department of 
Taxation, 1979. 79 pp. 
This nineteeth annual report summarizes individual income tax 
statistics from a sample of 1976 Hawaii individual income tax re- 
turns. (B. 102.1 83) 

INCOME TAX REGULATIONS AS OF JULY 9, 1979 
“Final” and “Proposed” under Internal Revenue Code. Three 
volumes. Chicago, Commerce Clearing House, Inc., 1979. ‘ 

Annual three-volume compilation of “final” and “proposed” in- 
come tax regulations issued by the Treasury Department, explain- 
ing in detail the meaning and application of each section of the 
Internal Revenue Code. This publication is compiled from CCH 
1979 Federal Tax Guide Reporter and 1979 Standard Federal 
Tax Reporter as of July 1979. (B. 102.123) 

THE INDIRECT CREDIT 
A study of various foreign tax credits granted to domestic share- 
holders under US. income tax law. Volume II. By Elisabeth A. 
Owens and Gerald T. Ball. Cambridge, International Tax Program, 
Harvard Law School, 1979. 386 pp. 
Second volume of study describing and analysing the US. law 
governing the credit granted to domestic corporations for foreign 
income taxes paid by foreign corporations. The law and case law 
is stated as of November 1, 1978. (B. 102.303) 

INHERITANCE AND THE INEQUALITY OF MATERIAL WEALTH 
By John A. Brittain. Washington, The Brookings Institution, 
1978. 102 pp. 
Study which draws attention to the inequality in the distribution 
of wealth rather than to the inequality in the distribution of in- 
come. The role of material inheritance in the perpetuation of in- 
equality of wealth is evaluated. (B. 102.093) 

INTERNAL REVENUE CUMULATIVE BULLETIN 1978-2 
JULY-DECEMBER 
Washington, Department of the Treasury, Internal Revenue Ser- 
vice, 1979. 588 pp. 
Consolidation of all official rulings, decisions, executive orders, 
tax treaties and other items of a permanent nature, published in 
the weekly Bulletin in the second half of 1978. (B. 102.232) 

INVESTERINGEN IN ONROEREND GOED IN DE 
VERENIGDE STATEN; FISCALE ASPECTEN 
By M.L.B. van de Lande and L.S. Ullman. Deventer, Kluwer; The 
Hague, Fenedex, 1979. Fiscale en juridische documentatie voor 
internationaal zakendoen, No. 6. 114 pp., 34.50 Dfl. 
Monograph describing the tax aspects arising from investment in 
real estate in the U.S.A. by individuals and by companies resident 
in the Netherlands. Relevant statutes are appended. (B. 102.224) 

INVESTMENT GUIDE TO THE UNITED STATES 
New York, Citibank, 1979. 72 pp. (B. 102.247) 

OECD ECONOMIC SURVEYS: U.S.A. 
Organisation for Economic Co-operation and Development, 1979. 
91 pp. (B. 102.295) 
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PROCEEDINGS OF THE NATIONAL TRAINING WORKSHOP ON THE USE OF PHONE POWER IN STATE TAX ADMINISTRATION 
Sponsored by National Association of Tait Administrators. Wash- 
ington, Federation of Tax Administrators, 1979. National Work- 
shop, No. 1, April 1979. 133 pp. (B. 102.246) 

STATE TAX HANDBOOK 
As of October 1, 1979. Chicago, Commerce Clearing House, Inc., 
1979. 672 pp., $ 8.50. A 

Brief description of the tax system of each state and the District 
of Columbia as of October 1, 1979. (B. 102.284) 

STUDIES IN TAXATION, PUBLIC FINANCE AND 
RELATED SUBJECTS; A COMPENDIUM 
Volume 1. Washington, Fund for Public Policy Research, 1977. 
550 pp. 
A compendium of studies prepared for the U.S. Congress by the 
Congressional Research Service, Library of Congress. The articles 
include: “Tax fraud: distinguishing civil and criminal tax frauds” 
by Howard Zaritsky; “Outline of major changes in the social se- 
curity cash benefits program under Title II of the Social Security 
Act” by Joel Greenberg. (B. 102.091) 

U.S. TAXATION OF AMERICAN BUSINESS ABROAD 
By G.C. Hufbauer, Wilson E. Schmidt, Norman B. Ture, Oswald 
H. Brownlee and Dan Throop Smith. Washington, American En- 
terprise Institute for Public Policy Research, 1975. 101 pp. 
Studies on U.S. taxation of foreign source income followed by 
exchange of views. (B. 102.088) 

1980 TAX ANGLES FOR SPECIAL TAXPAYERS 
Chicago, Commerce Clearing House, Inc., 1979. 388 pp. 
The book gives information for the following 'groups of taxpay- 
ers: corporate executives, professional persons and sales persons} 
It contains individual tables of contents and topical indexes for 
each special taxpayer classification. (B. 102.240) 

TAX PLANNING 1980 
Chicago, Commerce Clearing House, Inc., 1979. 176 pp. 
(B. 102.241) 

WEALTH REDISTRIBUTION AND THE INCOME TAX 
Principal paper by Norman B. Ture. Edited by Arleen A. Leibo- 
witz. Toronto, Lexington Books, 1978. 130 pp. 
Compilation of papers which reevaluate the ethical basis of redis- 
tributive taxation and the effect of such taxation on savings and 
investment. (B. 102.169) 

LooseLeaf Services 
Received between November 1 and December 31, 1979 

AUSTRALIA 
AUSTRALIAN INCOME TAX — LAW AND PRACTICE: 
— Bulletin 

releases 2629, 32-36, 38 and 39 
—- Cases 

réleases 25-30, 33-38 and 40 — Replacement pages ‘ 

releases 10-17 
Butterworths, Pty., Ltd., Chatswood. 

AUSTRIA 
DIE EINKOMMENSTEUER: 
— Texte 

release 14 - Rechtsprechung 
release 10 

—— Kommentar 
release 31 

Wirtschaftsverlag Dr. Anton Orac, Vienna. 

STEUERLICHE TABELLENSAMMLUNG 
release 41 
Wirtschaftsverlag Dr. Anton Orac, Vienna. 
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BELGIUM 
DOORLOPENDE DOCUMENTATIE 
INZAKE BTW/LE DOSSIER PERMANENT DE LA TVA 
releases 109, 110, 110 bis 
Editions Service, Brussels. 

FISCALE DOCUMENTATIE 
VANDEWINCKELIE 
Tome IV, release 53 
Tome V, release 38 
Tome VIII, release 174 
Tome IX, releases 106 and 107 
Tome XIII, release 26 
Tome IXI, release 122 
Tome XV, release 17 
CED-Samsom, Brussels. 

GUIDE FISCAL PERMANENT 
releases 408 and 409 
Editions Service;Brussels. 

GUIDE PRATIQUE DE FISCALITE 
Tome II, rplease 22 
CED-Samsom, Brussels. 
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CANADA 
CANADA INCOME TAX GUIDE 
REPORTS 
releases 127-129 and 129A 
CCH Canadian, Ltd., Don Mills. 

CANADA TAX LETTER 
releases 307, 308 and 309 
Richard de Boo, Ltd., Toronto. 

CANADA TAX SERVICE — RELEASE 
releases 251-256 
Richard de Boo, Ltd., Toronto. 

CANADIAN CURRENT TAX 
releases 41, 43-49 
Butterworths, Pty., Ltd., Scarborough. 

CANADIAN INCOME TAX: 
— Revised 

releases 61 and 62 
Butterworths, Pty., Ltd., Scarborough.



CANADIAN TAX REPORTS 
releases 408-410 
CCH Canadian, Ltd., Don Mills. 
DOMINION TAX CASES 
releases 30-34 
CCH Canadian, Ltd., Don Mills. 
PROVINCIAL TAXATION SERVICE 
release 371 
Richard de Boo, Ltd., Toronto. 

COMMON MARKET (EEC) 
DROIT DES AFFAIRES DANS LES 
PAYS DU MARCHE COMMUN 
release 116 
Editions Jupiter, Paris. 

HANDBOEK VOOR DE EUROPESE 
GEMEENSCHAPPEN: 
—~ Kommentaar op het E.E.G., Euratom en 

EGKS verdrag; verdragsteksten en aan- 
verwante stukken 
releases 205 and 206 

‘ Kluwer, Deventer. 

FRANCE
. 

BULLETIN DE DOCUMENTATION 
PRATIQUE DES TAXES SUR LE 
CHIFFRE D’AFFAIRES ET DES 
CONTRIBUTIONS INDIRECTES 
release 5 
Editions Francis Lefebvre, Levallois-Perret. 

DICTIONNAIRE PERMANENTE — 
DROIT DES AFFAIRES 
releases 4044 
Editions Législatives et Administratives, 
Paris. 

DICTIONNAIRE PERMANENT — 
FISCAL 
releases 59-62 
Editions Législatives et Administratives, 
Paris. 

JURIS CLASSEUR — CHIFFRE 
D’AFFAIRES — COMMENTAIRES 
release 6102 
Editions Techniques, Paris. 

JURIS CLASSEUR - CODE FISCAL 
release 198 
Editions Techniques, Paris. 

GERMAN FEDERAL REPUBLIC 
DEUTSCHE GESETZE 
Schénfelder 
release October 1979 
Verlag C.‘H. Beck, Munich. 

DEUTSCHE STEUERPRAXIS — NACHSCHLAGWERK PRAKTISCHER 
STEUERFALLE 
release 70 
Verlag Dr. Otto Schmidt, Cologne. 

KOMMENTAR BEWERTUNGSGESETZ — VERMOGENSTEUERGESETZ 
release 50 ' 

Verlag Dr. Otto Schmidt, Cologne. 

KOMMENTAR ZUM GEWERBESTEUER- 
GESETZ 
E. Lenski, W. Sternberg 
release 39 
Verlag Dr. Otto Schmidt, Cologne. 

KOMMENTAR ZUR EINKOMMEN- 
STEUER 
(Einschl. 
steuer) 
release 126 
Verlag Dr. Otto Schmidt, Cologne. 

Lohnsteuer und K'érperschaft- 

RECHTS- UND WIRTSCHAFTSPRAXIS 
STEUERRECHT 
releases 238 and 239 
Forkel Verlag, Stuttgart. 

STEUERERLASSE IN KARTEIFORM 
releases 218 and 219 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERRECHTSSPRECHUNG IN 
KARTEIFORM 
releases 334 and 335 . 

Verlag Dr. Otto Schmidt, Cologne. 

STEUERRICHTLINIEN 
release July 1979 
Verlag C.H. Beck, Munich. 

STEUERTABELLEN 
release 18 
Verlag C.H. Beck, Munich. 

UMSATZSTEUERGESETZ 
(MEHRWERTSTEUER) 
Hartmann -— Metzenmacher 
release 52 
Erich Schmidt Verlag, Bielefeld. 

UMSATZSTEUERGESETZ 
(MEHRWERTSTEUER) 
C. Rau, E. Diirrwachter 
release 31 
Verlag Dr. Otto Schmidt, Cologne. 

WORLD TAX SERIES — GERMANY 
REPORTS 
releases 124 and 125 
Commerce Clearing House, Inc., Chicago. 

INTERNATIONAL, 
INTERNATIONAL TAX STRATEGY 
Editor Michael Edwardes Ker 
release 11 
In-Depth Publishing Ltd., Dublin. 

JURA EUROPAE 
— Droit d’établissement / Niederlassungs- 

recht 
release 8 

Verlag C.H. Beck, Munich; Editions Tech— 
niques Juris Classeur, Paris. . 
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LUXEMBOURG 
ETUDES FISCALES 
releases 59, 60 and 61 
Imprimerie Saint-Paul, Luxembourg. 

THE NETHERLANDS 
BELASTINGWETGEVING 
Editie J.M.M. Creemers 
release 30 
S. Gouda Quint — D‘. Brouwer, Arnhem. 
BELASTINGWETGEVING: 
- Algemene wet inzake rijksbelastingen 

release 18 - Inkomstenbelastifig 1964 
Arelease 65 

—- Loonbelasting 1964 
release 63 — Vennootschapsbelasting 
release 25 

Noorduijn, Arnhem. 

CURSUS BELASTINGRECHT 
release 46 
S. Gouda Quint — D. Brouwer, Arnhem. 
FED LOSBLADIG FISCAAL WEEKBLAD 
releases 1742-1748 
FED, Deventer. 

FISCAAL FUNDAMENT 
release 29 
Kluwer, Deventer. 

FISCALE WETTEN 
releases 92 and 93 
FED, Deventer. . 

HANDBOEK VOOR DE IN- 
EN UITVOER: 
— Belastingheffing bij invoer 

releases 247 and 248 — Tarief voor invoerrechten 
release 254 — Algemene wetgeving 
releases 83, 84 and 85 

Kluwer, Deventer. 

INKOMSTEN IN DE AGRARISCHE 
SECTOR 
release 55 
Kluwer, Deventer. 

KLUWERS FISCAAL ZAKBOEK 
releases 143, 144 and 145 
Kluwer, Deventer. 

KLUWERS TARIEVENBOEK 
releases 214 and 215 
Kluwer, Deventer. 

NEDERLANDSE BELASTINGWETTEN 
releases 157 and 158 
Samsom, Alphen a.d. Rijn. 
NEDERLANDSE REGELINGEN VAN 
INTERNATIONAAL BELASTINGRECHT 
releases 61 and 62 
Kluwer, Deveneter. 
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NEDERLANDSE WETBOEKEN 
release 160 
Kluwer, Deventer. 

OMZETBELASTING (BTW) IN 
BEROEP EN BEDRIJF 
release 52 
S. Gouda Quint — D. Brouwer, Arnhem. 
RECHTSPERSONEN 
releases 30 and 31 
Kluwer, Deventer. 

DE SOCIALE VERZEKERINGSWETTEN 
releases 138 and 139 
Kluwer, Deventer. 

STAATS— EN ADMINISTRATIEF- 
RECHTELIJKE WETTEN 
release 16 8 
Kluwer, Deventer. 

UITSPRAKEN VAN DE TARIEF- , 

COMMISSIE EN ANDERE RECHTS- 
COLLEGES INZAKE IN- EN UIT- VOER 
releases 5 and 6 
Kluwer, Deventer. 

VAKSTUDIE — FISCALE 
ENCYCLOPEDIE: 
— Algemeen deel 

'release 91 — Inkomstenbelasting 1964 
releases 277—280 - Loonbelasting 1964 
releases 182, 183 and 184 — Omzetbelasting 1968 
releases 70 and 71 - Successiewet 1956 
releases 71 and 72 — Vennootschapsbelasting 1969 
release 70

I 

Kluwer, Deventer. 

NORWAY 
SKATTE-NYTT 
A, release 10 
B, releases 28 and 29 
Norsk Skattebetalerforening, Oslo. 

PERU 
IMPUESTO A LA RENTA 
release 62 
Editorial Economia y Finanzas, Lima. 

IMPUESTO A LOS BIENES Y SERVICIOS 
release 30 
Editorial Economia y Finanzas, Lima. 

SOUTH AFRICA 
JUTA’S SOUTH AFRICAN INCOME TAX SERVICE 
Legislation Section -— A.S. Silke 
release 20 
Juta & C0,, Ltd., Capetown. 

SPAIN 
MANUAL DE LA ADMINISTRACION 
release December 1979 
TALE, Madrid. 

SWITZERLAND 
DROIT FISCAL INTERNATIONAL 
DE LA SUISSE 
release 9 
Eidgenéssische Steuerverwaltung, Bern. 

UNITED KINGDOM 
BRITISH TAX GUIDE 
releases 207 and 208 
Commerce Clearing House, Inc., Chicago. 

SIMON’S TAX CASES 
releases 35-38 and 40 
Butterworth & Co.,-London. 
SIMON’S TAXES 
release 39 
Butterworth & Co., London. 

SIMON’S TAX INTELLIGENCE 
releases 43-48 
Butterworth & Co., London. 
VALUE ADDED TAX — DE VOIL 
release 72 
Butterworth & Co., Londqn. 

U.S.A. 

FEDERAL TAXES — REPORT 
BULLETIN 
releases 43-49, 1 and 2 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE 
releases 48; 1-7 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE REPORTS
I 

releases 4-11 
Commerce Clearing House, Inc., Chicago. 
FEDERAL TAX TREATIES -— REPORT 
BULLETIN 
releases 10 and 11 
Prentice-Hall, Inc., Englewood Cliffs 

STATE TAX GUIDE 
releases 702—705 
Commerce Clearing House, Inc., Chicago. 
TAX HAVENS OF THE WORLD 
Walter Diamond 
release 21 
Matthew Bender, New York 
TAX IDEAS — REPORT BULLETIN 
releases 21-24 
Prentice-Hall, Inc., Englewood Cliffs. 

TAX TREATIES 
releases 333-335 
Commerce Clearing House, Inc., Chicago. 

U.S. TAXATION OF INTERNATIONAL 
OPERATIONS 
releases 18-21 
Prentice-Hall, Inc., Englewood Cliffs. 
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CONFERENCE DIARY ........................ 
CARNET DES CONVENTIONS 

[ VERANSTALTUNGSKALENDER 

Goh Chok Tong: . 

|S|NGAPORE’S TAX SYSTEM: PAST AND PRESENT . . . 

The Minister for Trade and Industry gives a historical summary 
of Singapore’s tax system concluding with some remarks on the 
lessons which can be abstracted from past experience. 

SYSTEME FISCAL DE SINGAPOUR: PASSE ET PRESENT 
Le Ministre du Commerce et de I’Industrie a fait I'historique du 
systéme fiscal de Singapour en terminant par quelques remarques 
sur les lecons qui peuvent étre tirées de I'expérience passé. 

DAS STEUERSYSTEM SINGAPURS — GESTERN UND 
HEUTE 
Der Minister for Handel und Industrie présentiert einen his— 

torischen Abriss des Steuersystems von Singapur, wobei er mit 
einigen Anmerkungen Schlussfolgerungen zieht, die auf den in 

der Vergangenheit gemachten Erfahrungen basieren. 

Michael Wong Pakshong: “ 

THE FUTURE POSITION 0F SINGAPORE IN 
INTERNATIONAL TAXATION ............ ' ...... 

The Managing Director of the Monetary Authority of Singapore 
describes the features of the Singapore tax system, the tax in- 
centives it offers to foreign investors and its development into 
an international financial center but points out that Singapore 
is not a tax haven. 

CAL INTERNATIONAL 
Le Directeur d'Autorité Monétairo de Singapour a décrit les 

caractéristiques du systéme fiscal de Singapour, les avantages 
fiscaux offerts aux investisseurs étrangers, son évolution vers 
un centre financier international, mais a fait remarquer que 
Singapour n'était pas un paradis fiscal. 

DIE ZUKUENFTIGE POSITION SINGAPURS BEZUEGLICH 
DER BESTEUERUNG INTERNATIONALER GESCHAEFTS» 
BEZIEHUNGEN 
Der Generaldirektor des Kreditaufsichtsamtes von Singapur 
beschreibt die Merkmale des Steuersystems, die ausléridischen 
Investoren O‘fferierten Steueranreize und die Entwicklung 
Singapurs zu einem internationalen Finan‘z-Zontrum, wobei 
er aber Wert auf die Feststellung Iegt, dass Singapur koine 
Steueroase ist. 

© 1980 International Bureau of Fiscal Documentation — BULLETIN 

LA POSITION D'AVENIR DE SINGAPOUR EN DROIT FIS— ~ 
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144 

146 

INDIA: INTERIM BUDGET 1980 ................. 
Extracts from the Budget Speech pronounced by the Finance 
Minister, Mr. Ff. Vehkataraman, on February 29, 1980. This 
Budget seeks mainly to continue the existing rates of income 
tax. The Nobel Prize awarded to Mother Teresa will be defini- 
tive/y exempt from tax! 
INDE: BUDGET D’INTERIM 1980 
Extraits de la présentation du Budget prononcée par Ie Ministre 
des Finances, M, R. Venkataraman, le 29 février 1980. Ce budget 
cherche essentiellement é maintenir les taux existants de I'impét 
sur Ie revenu. Le Prix Nobel décerné é Mére Theresa sera défini- 
tivement exempté de I’impét! 
INDIEN: DER INTERIM-HAUSHALT 1980 
Ausne aus der Haushaltsrede des Finanzministers, Herrn R. 
Venkataraman, gehalten am 29. Februar 1980. Dieser Haushalt 
hat in erster Linie den Zweck, die Sétze fUr die Einkommen- 
steuer beizubehalten. Der an Mutter Theresa verliehene Nobel- 
Preis ist nunmehr endgflltig von der Steuer befreit! 

' SINGAPORE: BUDGET ‘1980 ................... 
A GO-GETTER BUDGET 

Extracts from the Budget Speech 7980 pronounced by the 
Minister for Trade and Industry, Mr. Goh Chok Tong, on March 
5, 1980. The Budget is characterized by prudence in keeping 
Government recurrent expenditure as low as possible and by 
the furthering of the country’s development objectives. 

SINGAPOUR: BUDGET 1980 
UN BUDGET DYNAMIOUE 
Extraits de la présentation du Budget 1980 prononce’ par Ie 

Ministre du Commerce et de l'lndustrie M. Goh Chok Tong le 
5 mars 1980. Le budget est caracterisé par sa prudence 2‘) main- 
tenir les dépenses réguliéres du Gouvernement aussi modérées 
que possible et é favoriser les objectifs de développement. 

SINGAPUR: HAUSHALT 1980 
ANREIZE FUR EIGENINIT|AT|VE 
AAuszfige aus der Haushaltsrede des Ministers fL'ir Handel und 
Industrie, Herrn Goh Chok Tong, gehalten am 5. Mérz 1980. Die 
Charakteristiken dieses Haushalts sind eine zurflckhaltende 
Ausgabenpolitik der Offentlichen Hand sowie die Fortschreibung 
der Entwicklungsziele des Landes. 

IFANEWS .............. 
NOUVELLES DE L'IFA 
[FA MITTEILUNGEN 

149 

150 
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Nizar Jetha: 
TAXATION AND ECONOMIC BEHAVIOR — A review of 
recent literature ........................ . . . 

'. 

The author discusses the influence of taxation on certain econo- 
mic phenomena subh as the supply of labor, savings and port- 
folio composition. 

IMPOSITION ET COMPORTEMENT ECONOMIQUE — Apercu 
de littérature récente 
L'auteur étudie I'influence de l’impét sur certains phénoménes 
économiques tels que l'offre d’emploi et d'épargne et la com- 
position des portefeuilles.

> 

DER EINFLUSS DER BESTEUERUNG AUF DAS WIRT- 
SCHAFTLICHE VERHALTEN -— Eine Besprechung neuerer 
Literatur - 

Der Autor untersucht den Einfluss der Besteuerung auf gewisse 
wirtschaftliche Phénomene wie z.B. das Arbeitskréfteangebot, 
die Ersparnisbildung und die Vermégensverteilung. 

UNITED STATES—NETHERLANDS ANTILLES 
"Revenue Ru/ing 80—4”: Foreign tax credit. 
ETATS UNIS—ANTILLES NEER LANDAISES 
"Revenue Ruling 80-4”: Importation des impéts étrangers. 

VEREINIGTE STATEN—NIEDERLANDISCHE ANTILLEN 
“Revenue Ruling 80-4": Anrechnung ausléndischer Steuern. 

UNITED KINGDOM: BUDGET 1980 — New Medium- 
Term Strategy .............................. 

Extracts from the Budget Speech pronounced on March 26, 
1980 by the Chancel/or of the Exchequer, Sir Geoffrey Howe. 
In drafting his budget the Chancellor was influenced by three 
developments: high pay settlements, high oi/ prices and the high 
exchange rate. ' 

ROYAUME-UNI: BUDGE f 1980 — Nouvelle stratégie é moyen 
terme 
Extraits de la présentation du Budget prononcé Ie 26 mars 1980 
par la Chancelier de I'Echiquierl Sir Geoffrey Howe. Dans son 
projet de budget 1e Chancelier s'esf inspiré de 3 points: les aug- 
mentations des salaires, du prix du pétrole et du taux d'échange. 
GROSSBRITANNIEN; DER HAUSHALT 1980 — Neue mine!- 
fristige Strategie 
Auszflge aus der am 26. Mérz 1980 von Schatzkanzler Sir 
Geoffrey Howe gehaltenen Haushaltsrede. Drei Faktoren be- 
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einflussten die Gestaltung des Haushalts: hohe Lohnabschlfisse, 
hohe Rohélpreise und der hohe Wechselkurs des Pfund Sterling. 

FIRST INDUSTRIAL ZONE IN CHINA 
ESTABLISHED ............................. 

Brief description of the Shekou Industrial Zone in Shenzhen 
near Hong Kong as well as its impact on import and export tax 
and corporation profit tax. 
PREMIERE ZONE INDUSTRIELLE ETABLIE EN CHINE 
Bréve description de la zone industrielle de Shekou dans le 
Shenzhen prés de Hong Kong ainsi que son influence sur les 
taxes d'importation et d'exportation et sur I’impét sur les 
bénéfices de sociétés. 

ERRICHTUNG DER ERSTEN INDUSTRIEZONE IN CHINA 
Vorstellung der Shekou lndustrie-Zone in Shenzhen in der Néhe 
von Hong Kong einschliesslich einer kurzen Darstellung der 
damit verbundenen Fragen bezfigiich der Import- und Export- 
steuer sowie der Kérperschaftsteuer. 

THE GATT MULTILATERAL TRADE NEGOTIATIONS — PRINCIPAL RESULTS 
Discussion of the present status of the so-called "Tokyo Round". 
LES NEGOTIATIONS COMMERCIALES MULTILATERALES 
DU GATT — PRINCIPAUX RESULTATS 
Discussion de I'état actuel du "Tokyo Round". 
VERHANDLUNGEN DES ALLGEMEINEN ZOLL- UND 
HANDELSABKOMMENS (GATT) —— ENTSCHEIDUNGEN IN 
GRUNDSATZFRAGEN 
Untersuchung des gegenwértigen Standes der sog. Tokio Runde. 

BIBLIOGRAPHY . . . A. ...................... ' . . 

—— books 778 — loose-leafs 186‘ 

BIBLIOGRAPHIE 
-— livres 178 
— périodiques sur feuilles mobiles 186 
BIBLIOGRAPHIE 
— Bijcher 178 
— Loseblattausgaben 186 

CUMULATIVE INDEX ........................ 
INDEX RECAPITULATIF 
FORTGESCHRIEBENES INHALTSVERZEICHNIS 

171 

174 

178 

188 

In next issue: 

Law of Finance — Perfected juridical framework of financial relations in Romania 
* — by Dr. Ioan Condor 

Avoidance of internal double taxation in Yugoslavia 
-— by Prof. Dr. Boéidar Jelc'ic’ 

The 1980 income tax changes in the Republic of South Africa — by Dr. Erwin Spiro 
Summary of Singapore’s 1980 Budget — by Lee Fook Hong 

The tax system of Kiribati 

Ireland: Budget 1980 
\ Zambia: Budget 1980 
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CONF-R~ ~~ -NCE DIARY
~ 

MAY 1980 
Nederlandse Federatie van Belastingcon- 
sulenten: Belastingconsulentendag 1980 
(Tax consultants’ day 1980) (including: 
What does double taxation in fact mean?), 
The Hague (The Netherlands), May 2 
(Dutch). 

Institute for International Research: The 
1980 Company Secretaries’ Conference 
(including: Taxation and tax planning), 
London (United Kingdom), May 1 and 2 

‘ 

(English). 

iAnglo—US. branches of I.F.A.: Seminar 
1 

(including: U.K.lU.S. treaty, unitary taxa- 
tion, new legislative developments, inter- 
pretation of statutes and ruling proce- 
dures), New York (U.S.A.), May 8 and 9 
(English). 

US. branch of I.F.A..' Technical Session 
(Subject not yet known), New York 
(U.S.A.), May 10 (English). 
Seminar Services International: Interna- 
tional Conference on Managing Foreign 
Exchange Risk (including: Tax aspects of 
foreign currency gains and losses), Copen- 
hagen (Denmark), May 8 and 9 (English). 

Institute for International Research: The 
1980 International Corporate Finance Con- 
ference (including: Tax considerations in 
inter-company transactions), Zurich (Swit- 
zerland), May 12-14 (English). 

International .Association of Assessing 
Officers: Fifth International Symposium 
on Property Tax, Amsterdam (The Nether- 
lands), May 7-10; Paris (France), May 
11-15 (English). 

International Tax Planning Association: 
The Cannes Tax Conference (including: 
Exchange of information under tax trea- 
ties), Cannes (France), May 28—30 (Eng- 
lish). 

JUNE 1980 
Business International Institute: The Semi- 
nar on International Finance (including: 
Taxation of exchange gains and losses), 
Port Chester, New York (U.S.A.), June 
9-12 (English). 

Georgetown University :Law Center and 
The Chamber of Commerce of the United 
States: Institute on multinational taxation 
(treaty problems anti-avoidance measures, 
use of computers in international taxation,

0 

currency gains and losses, international 
insurance transactions, Brazilian taxation), 
Washington DC (U.S.A.), June 11-13, 
1980 (English). 

Inter-American Center of Tax Adminis- 
tration (CIAT): Fundamental Tax Audit 
Comsiderations (including: Components of 
an audit proggam, organization of a tax 
audit department, EDP and tax audit, 
resource management support, legal aspects 
of tax audit), Washington (U.S.A.), June 
22-27 (English, Spanish). 

JULY 1980 
Management Centre Europe: The China 
Briefing (including: Tax aspects of doing 
business in China), Brussels (Belgium), 
July 3-4 (English). 

Management Centre Europe: Managing and 
Developing Foreign Subsidiaries Seminar 
(including: Tax in international opera- 
tions), Brussels (Belgium), July 2-4 (Eng- 
lish). 

Management Centre Europe: International 
Tax Management Seminar (including: Anti- 
tax haven legislation, tax treatment on 
technology import and technology export, 

handling of disputes between tax adminis- 
trations), Brussels (Belgium), July 10-11 
(English). 

AUGUST 1980 
Management Centre Europe: International 
Cash Management Seminar (including: 
International tax aspects in cash manage- 
ment), Brussels (Belgium), August 20-22 
(English). 

SEPTEMBER 1980 
34th Annual Congress of I.F.A.: I. The 
dialogue between the tax administration 
and taxpayer up to the filing of the tax 
return; II. The determination of the source 
of income. For the seminar the subject is 
the flight to tax havens, their use and 
abuse, Paris (France), September 14-19 
(English, French, German, Spanish). 

NOVEMBER 1980 
Confédération Fiscale Européenne (C.F.E.): 
Second Congress of European Tax Con- 
sultants (subject: “La pratique de la Fis- 
calité en Europe”), Rome (Italy), Novem- 
ber 6 and 7 (English, French, German). 

FOR FURTHER 
INFORMATION 
PLEASE WRITE TO: 

Business International Institute, 12-14 
chemin Rieu, 1211 Geneva 17 (Switzer- 
land). 

CIAT: P.O. Box 2129, Panamé 9A 
(Panama). I 

Confédération Fiscale Européenne, 
Secrétariat Général (C.F.E.), D-5300 
Bonn 1, Dechenstrasse 14, German 
Federal Republic or Siége Social F- 
75009 Paris, 9 rue Richepanse (France). 

Institute for International Research, 70 
Warren Street, London, W1P 5PA 
(United Kingdom). 

Investment and Property Studies Ltd., 
Norwich House, Norwich Street, Lon- 
don EC4A 1AB, United Kingdom 
(Registration for the Cannes Tax Con- 
ference should apply to this address). 

Internatiofial Association of Assessing 
Officers, 60th Street, 60637 Chicago 
1313 East, U.S.A. 

International Fiscal Association (I.F.A. ): 
General Secretariat, Woudenstein, Burge- 
meester Oudlaan 50,‘ PO. Box 1738, 
300 DR Rotterdam (Netherlands). 
Nederlandse Federatie van Belasting- 
consulenten, Wassenaarseweg 20, 2596 
CH Den Haag (Netherlands). 
Management Centre Europe, Avenue des 
Arts 4, B-1040 Brussels (Belgium). 

Seminar Services International Ltd., 
Temple Bar House, 23 Fleet St., GB - 
London EC 4 (United Kingdom). 
U.S.A. Branch of I.F.A., 1301 Avenue 
of the Americas (suite 3400), New 
York, NY. 10019 (U.S.A.). 
Georgetown University Law Center, 
Office of Continuing Legal Education, 
600 New.Jersey Ave., N.W., Washington 
DC. 20001 (U.S.A.). 
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Singapore’s 
Tax System 

Past and Present* 
by GOH CHOK TONG- 

We are indeed honoured that you have chosen to hold 
your 6th International Tax Conference in Singapore for 
a second time. Your Third Conference was held here in 
1974 and to those of you who have been here before, 
I hope you will' find the changes and development in 
Singapore interesting enough to justify your coming 
back. May I welcome you back as well as all other 
participants and guests who are here for the first time. 
I am, however, constrained by your eminent presence 
to sally forth on a subject in which you are clearly 
superior. There is another constraint. With the Singa- 
pore Government Budget Statement due to be de- 
livered only a month from now, any provocative state- 
ment on taxes will unwisely take the wind out of the 
Budget sail. Thus, I find it prudent on my part to limit 
myself this morning to a brief historical description 
of Singapore’s tax system, concluding with some re- 
marks on the lessons that can be abstracted from our 
experience. 
Traditionally, Singapore’s economy has been depen— 
dent on entrepot trade. Industries were limited to those 
which could take advantage of Singapore’s geographical 
location, such as processing industries of commodities 
produced in the region. The dependence on entrepot 
trade required the pursuit of a free port policy. This 

‘ greatly narrowed the scope for raising public revenue. 
Unlike many countries, Singapore could not depend on 
extensive import and export duties. Income tax was 
considered undesirable and impractical because of the 
certainty of evasion, but the Colonial Government 
probably also had little incentive to tax their own 
wealthier and more influential expatriate population. 
Thus, before World War II, the main source of revenue 
was a tax on the consumption of liquors, pork and 
fish, gaming tables and pawnbrokers’ shops, and a 
bizarre tax on opium consumption. Opium farms were 
created and the Widespread addiction of the local 
population to opium provided the British Administra- 
tion with an easy source of revenue. Today, the tax 
on all these items has been removed except for liquors 
on which there is a customs revenue duty. Opium con- 
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Goh Chok Tong 
Minister for Trade and Industry 

Born in Singapore in 1941. Educated at Raffles Institution 
and graduated in 1964 from the University of Singapore 
with a BA (Hons.) Class I in Economics. In 1966, was 
awarded a Fellowship to Williams College, USA, where he 
obtained his Master of Arts in Development Economics. 

Joined the Singapore Administrative Service in 1964. 
Worked as economic planner and research economist. In 
August 1969, was seconded to the newly-incorporated 
Neptune Orient Lines Ltd. (NOL), Singapore’s national 
shipping line, as its Planning and Projects Manager. Re- 
signed from the Civil Service to become a permanent staff 
of NOL about a year later. Appointed as Financial Con- 
troller and later Financial Director on Board of NOL. 
Became the Company’s Managing Director in November 
1973. Left in 1977 to take up appointment as Senior 
Minister of State. 

Has served as Chairman of the National Statistical Com- 
mission and NTUC INCOME, and Board Member of Port 
of Singapore Authority, Post Office Savings Bank, Semba- 
wang Shipyard Ltd., Container Warehousing & Transporta- 
tion (Pte) Ltd., and various subsidiary and associate com- 
panies of NOL. 

Is Deputy Chairman of Singapore Labour Foundation and 
Board Member of People’s Association. Governor of Asian 
Development Bank. 

Elected Member of Parliament for the Marine Parade con- 
stituency in the 1976 General Elections. Appointed Senior 
Minister of State for Finance in September 1977, and 
Minister for Trade and Industry in March 1979. 

sumption, of course, is illegal, and drug addiction is a 
tax on our resources and not the other way round. 
War tax, which was a form of tax on income, was in— 
troduced for the first time in 1917 as a temporary 
expedience to provide funds for the war effort. An 
attempt was made to make it a permanent tax after 
the war, but it failed because of strong opposition. 
During the last year of the operation of the tax in 1922, 
$3.9 million was collected constituting about 10 per- 
cent of the total Government revenue. In 1941, tax on 
income was reintroduced to meet the war commitments 
but before much revenue could be collected, Singapore 
fell to the invading Japanese forces. 

* Speech at the opening of the 6th International Tax Con- 
ference in Singapore on 4 February 1980. 
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After the Second World War, huge sums were required 
to reconstruct Singapore. The need to e‘xplore new 
sources of revenue became even more acute when the 
smoking of opium was prohibited following public and 
social pressures. It was not without vocal resistance that 
tax on income was legislated in 1947. Since then, in- 
come tax has assumed prominence, and, today, it is 

the mainstay of Government revenue contributing 
$1.28 billion, or 35 percent of Government revenue. 
Other taxes, although introduced earlier, were not that 
eventful or as bizarre as the opium tax. Estate duty was 
introduced in 1885, and stamp duty, levied on various 
kinds of commercial and local documents, in 1896. 
Property tax, which is a tax on the annual value of real 
property, was levied only in 1960. Prior to that, the 
City Council and‘ the Rural Board levied local assess- 
ments on rates.

' 

During the 1960s, Singapore embarked on planned 
industrialization to solve the main economic problems 
of the day — slow economic growth and high unemploy— 
ment. Industrialization was spearheaded by import- 
substitution industries, and protective duties were 
introduced. But it did not take long for Singapore to 
realise that its future lay in export-oriented industries 
and not inward—looking domestic industries. Protective 
duties ceased to be introduced for new industries, and, 

* today, the question is when and not whether to remove 
the vestiges of protective duties introduced in the early 
days to induce industries to be set up. 
In the 19705, Singapore strove to be a financial centre. 
Tax measures were used to facilitate this. In 1969, 
legislation was passed to exempt from tax interest 
derived *by non-residents on deposits with banks. In 
1973, the tax for certain offshore income derived by 
Asian Currency Units of financial institutions was 
reduced to 10 percent. The concession was subsequently 
extended to cover other offshore income such as income 
derived from financing or refinancing of offshore trade 
transactions and foreign exchange transactions in cur- 
rencies other than Singapore dollars with persons out- 
side Singapore. 
Singapore’s Income Tax Act is basically simple. This 
simplicity has been maintained over the years despite 
amendments made from time to time. The amendments 
were necessitated by economic and social considera— 
tions. ' 

Tax concessions, however, are contained in separate 
legislation. The Pioneer Industries (Relief from Income 
Tax) Ordinance was introduced in 1959 to provide tax 
holidays of up to five years to pioneer enterprises and 
tax concessions to firms for income attributable to 
expansion in capital investments. In 1967, the Econo— 
mic Expansion Incentives (Relief from Income Tax) Act 
was passed to replace the earlier legislation and to con- 
solidate the laws. The Act will continue to be the frame- 
work upon which new tax incentives will be considered. 
In the field of property tax, incentive was also em- 
ployed to stimulate and assist private participation in 
the redevelopment of the urban area. There was a mul- 
tiplicity of property tax rates, but the base rate from 
which reductions are given was 36 percent. For ap- 
proved projects in the urban area, the rate was reduced 
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from 36 percent to 12 percent for a period of 20 years. 
This incentive was also extended to developments in 
Sentosa Island, our tourist resort island. The present 
multiplicity of rates, however, will be standardized at 
a single rate of 23 percent by 1983. The objective of a 
lower standard rate is to achieve a steady growth of the 
property sector and an improvement in the built-up 
environment, particularly in the urban area. 
The development of Singapore’s tax system has been 
closely tied to the economic and social policies of Singa- 
pore. In the last two decades especially, the tax system 
has been used to promote economic growth, in particu- 
lar, the growth of the manufacturing and financial 
sectors. This, in turn, has led to a larger base for income 
tax and taxes on property and payroll. Consequently, 
these taxes registered substantial increases and they have 
now supplanted import and excise duties as the more 
important revenue items. This leads us to the first 
theorem on taxes and that is “Less is More”. The mathe- 
matical expression of this is that 40 percent of zero is 
zero, 40 percent being the Singapore income tax rate on 

During the first week of February 1980 Singapore 
hosted the Sixth International Tax Conference. 
This Conference is the most recent in a series of 
conferences which started in 1970 at the initiative 
of Professor G.S.A. Wheatcroft and which have 
been held every two years (1970 — Nassau, Ba- 
hamas; 1972 — Kingston, Jamaica; 1974 -- Singa- 
pore; 1976 — Nairobi, Kenya; 1978 —Honolulu, 
Hawaii, USA). A large percentage of the speakers 
and the participants attended several if not all of 
the conferences, a feature which creates an almdst 
ideal framework for discussing new developments 
in international taxation, particularly in regard to 
the countries and territories of the British Com- 
monwealth. At each conference, ample attention is 
given to taxation in the region where it is held. 

The opening address of the Sixth International Tax 
Conference was given by the Minister for Trade 
and Industry, Mr. Goh Chok Tong, whose state- 
ments are likely to surprise those who are used to 
the almost general call for higher income taxes in 
other parts of the world.

’ 

Minister Goh’s address was followed by a talk by 
Mr. Wong Pakshong, managing director of the 
Monetary Authority of Singapore. 

It is with much pleasure that we publish the text of 
both addresses with the permission of thé two 
speakers. In addition, an extract from the Budget 
Speech 1980 is included in this issue. 

Further details of the tax system of Singapore (as 
well as of the other countries in South East Asia) 
are contained in the 6-volume loose-leaf work 
Taxes and Investment in Asia and the Pacific, pre- 
pared and published by the Bureau. 
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corporation profits. Thus, conditions must be created 
for investments to take place, and for these investments 
to succeed. 
As Singapore now enters its second stage of industrial 
development with emphasis on higher technology in- 
dustries, tax incentives will play an important role in 
attracting investment and transfer of technological 
know-how. But more important than the tax system is 
the political and economic climate for investment. 
There must be political stability .to ensure the security 
of investments. There must be discipline amongst 
workers and management and affable industrial rela- 
tions. The private sector must be given maximum 
leeway 'to exercise its ingenuity, innovativeness and 
risk-taking capability. If these basic political and econo- 
mic parameters are present, less tax in an expanding 
economy will lead to more revenue. 
Work and investments are ingredients vital to Singa- 
pore’s continued growth and prosperity. The income tax 
structure must never discourage this. 
Thus,‘ taxes must descend to the minimum level of 
Government expenditure consistent with good ad- 
ministration and not expenditure rising to the maximum 
taxes possible. This I offer as the second principle of 
taxation. There must therefore be periodical reviews of 
the entire gamut of taxes. Taxes which have outlived 
their original objectives should be scrapped even though 
they are convenient sources of revenue. Personal income 
tax rates must be periodically revised to take into ac- 

count the pemicious effect of inflation. An overtaxed 
society which consistently yields more revenue than the ' 

expenditure required could lead to inefficient uses of 
public funds. 
Taxes are never popular, particularly, personal income 
tax. In levying them, it is worth our remembering the 
third dictum: The more heavily a person is supposed to 
be taxed, the greater his incentive to escape being taxed. 
And if he thinks he can cheat safely, he probably will. 
There must, therefore, be adequate anti-avoidance and 
anti-evasion provisions in the Tax Act, and an effective 
machinery to backup these provisions. It is accepted 
that tax avoidance is Within the law. However, artificial 
ways of transacting business such as the creation of 
“shell” companies to avoid paying tax altogether must 
be discouraged. Sometimes such tax avoidance mani- 
pulations slip into the area of tax evasion. Thus, the 
process of preventing serious loss of revenue will con- 
tinue and be intensified, if necessary. But, of course, we 
should not tax a person too heavily. 
As a government must spread the benefits of its expen- 
diture amongst the population, the tax net must cover 
as many people as possible, but consistent with their 
ability to pay. The more taxpayers there are, the lower 
the tax per capita. Our fourth principle of taxation is: 
spread benefits and taxes amongst the population. 
Equity requires taxes to be levied for the benefit of the 
taxed. 
And lastly, let me quote you the eternity law: Nothing 
is certain except death and taxes. 

The Future Position of Singapore in 
International Taxation* 
'by' Michael Wong Pakshong ** 

It was with some diffidence and apprehension that I 

agreed to speak at this conference. I would be the first 
to admit that I am not a tax expert. What little tax I 
learned as an articled clerk in London over 20 years 
ago has long since been forgotten. Another reason is

> 

the sneaking suspicion that the title of the address was 
foisted on me in the expectation that there might be a 
preview of tax changes to come. Alas, I fear I shall 
disappoint you. 
My only exposure to tax — apart from the common af- 
fliction we all suffer as taxpayers — are the frequent 
pleas and representations Why additional areas of 
banking and financial activities should be either ex- 
empted from tax completely or the rates reduced even 
further. Of course there are those who do not make a 
frontal assault by calling for the abolition of a tax — but 
.rather deviously try to advocate a zero rate of tax. I 

* Address given at the opening session of the Sixth Inter- 
national Tax Conference held from 4th to 8th February 1980 in 
Singapore. 
** Managing Director of the Monetary Authority of Singapore. 
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'j Michael Wong Pakshong 
Mr. Michael Wong Pakshong currently holds the post of 
Managing Director of the Monetary Authority of Singapore. 
He was born June 2, 1931 in Durban, South Africa where 
he graduated from High School in 1949. He further acquired 
0 BA (Hons) at the University oa'stol (United Kingdom) 
and became a Fellow of the Institute of Chartered Ac- 
countants in England and Wales in 1959. 
.Other appointments held by Mr. Wong are: Chairman 
of the Neptune Orient Lines Limited, Chairman of the 
Securities Industry Council, Deputy Chairman of the Board 
of Commissioners of Currency of Singapore and Governor 
of the International Monetary Fund. 
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suppose there is a fine distinction between the abolition 
of a tax as opposed to a zero rate of tax, but I suppose 
it is best to leave this philosophical point for further 
discussion by all the experts we have assembled here to— . 

day. 

SINGAPORE IS'NOT A TAX HAVEN 
It has never beeri said of Singapore that it is a tax haven. 
The standard fate of tax on corporate profits is 40 percent, 
while the highest marginal rate of personal tax is 55 percent. 
For an individual resident in Singapore the income tax rates 
are as follows: 

Chargeab/e $ Rate of tax 
income (%) 

first 2,500 
’

5 
next 2,500 8 
next 2,500 10 
next 2,500 - 12 
next 5,000 15 
next 5,000 20 
next 5,000 25 
next 10,000 30 
next 15,000 35 
next 50,000 40 
next 100,000 45' 

néxt 200,000 50 
incomé exceeding 400,000 55 

Furthermore, we have as diligent and conscientious an 
Anti-Evasion Unit of the Inland Revenue as can be found 
anywhere in the world. 

While there are sections of the population who es- 

cape the tax net, those of us who are privileged to pay 
tax can vouch for the efficacy of the collection system. 

This leads me to make on pr‘ediction about the future 
position of Singapore in international taxation. Perhaps 
it is the only prediction that I feel confident of making. 
It is only a matter of time before the system is improved 
to bring within the tax net the many self-employed 
persons who have hitherto avoided paying tax. 

Although Singapore is not a tax haven certain trans- 
actions do not attract tax. Perhaps the most obvious is 
that we do not have a capital gains tax. As long as 
anyone does not make a trade or profession in dealing, 
profits from buying and selling securities, for example, 
it can be freely carried out. ' 

Most observers agree that there are no signs that a 
capital gains tax is likely to be introduced. This of 
course means that a number of investment companies 
have tried to find ways to buy and sell shares and yet 
escape tax -— especially when there is an increasing 
frequency of profitable transactions. It is perfectly 
understandable why portfolio managers would like 
clearcut definitions/guidelines laid down so that they 
can then tailor all transactions to fall neatly as capital 
gains. I very much doubt if we can achieve such de- 
finitions or guidelines which the Inland Revenue author- 
ities will readily accept. 
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A few years ago, when world interest‘rates were much 
lower, there existed a perfectly legal way for individuals 
to earn a very reasonable rate of return by opening a 
savings account with the Post Office Savings Bank. What 
was remarkable was that the interest earned from a Post 
Office Savings Account was not subject to tax and there 
was no ceiling to the amount of interest which any in- 
dividual could derive from this source. The limit- 
ation was set only by the wealth of individuals. 

During the period 1968 to 1978 the Post Office paid an 
interest rate of 5 percent p.a. — which meant that 
anyone with a marginal rate of 55 percent enjoyed an 
equivalent grossed up rate of 11 percent. But alas, all 
good things come to an end. Nowadays only the interest 
earned on a maximum deposit of $100,000 is exempt 
from tax — (which when grossed up at a marginal rate of 
55 percent and an interest rate of 6 percent gives a' 

grossed up rate of 13.3 percent). Deposits in excess of 
$100,000 are exempt from tax — but the Post Office 
Savings Bank only pays 4% percent — which gives a 
grossed up rate of 9.4 percent — which is hardly at- 
tractive these days. 

For the non-resident of Singapore there are other 
attractions in making deposits with banks in Singapore. 
A non-resident does not have to pay tax on interest 
from deposits made with banks in Singapore. He also 
has the additional exemption from estate duty which is 
conferred on Asian dollar accounts. 

STAMP DUTIES 
Apart from income tax, we‘have in Singapore — as 
do many countries who are members of the Com- 
monwealth — a comprehensive range of stamp duties. 
This is an arcane area of revenue law where many fear to 
tread. There were stamp duties in Singapore long before 
anyone thought of bringing in income tax. Like a good 
member of the Commonwealth, Singapore has preserved 
intact the stamp duties which have remained practically 
unchanged since 1929. Such amendments as were 
made were mainly concerned with increasing revenue 
from stamp duties. 

In the 1970’s, as the nature of banking became more 
sophisticated, it became apparent that stamp duties - 

’ especially those levied on an ad valorem basis — would 
inhibit the development and growth of banking and 
financial activities. The banking lobby was most pur- 
suasive in getting the many stamp duty amendments 
which were made from 1972 onwards. They rightly 
pointed out that the yields from the offending stamp 
duties were minimal, whereas the exemption from duty 
at least creates a market and results in transactions 
whose profits would be subject to Singapore tax. This 
coincided at the time with the government’s objective to 
promote the Asia Dollar Market. The market in Asian 
dollar bonds, negotiable certificates of deposits, pro- 
missory notes, bills of exchange and loan syndicates 
could not have been established if the stamp duty 
exemptions had not been given. 
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THE CHARACTER OF TAX INCENTIVES 
IN SINGAPORE 
The study of Singapore’s tax incentives in the past 20 
years will be a fruitful area of study for the economic 
historian. Any study will show how the introduction of 
these incentives has been used to shape and influence 
not only the rate of growth — but also the direction in 
which economic activity was positively directed. 
In the 1960’s, there was unemployment and an over— 
reliance. on entrepot trade and related activities. The 
policy then was to diversify the economy and to pro- 
mote labour—intensive industries. It was also aimed at 
import substitution. To achieve this an effort was 
made to attract foreign investments. Thus from 1959 
onwards a range of 

> 

tax incentives was introduced 
which basically gave investors tax holidays — or pioneer 
status as they are called in Singapore. 
As foreign investors set up plants, so the incentives 
were widened to encourage non-pioneer industries to 
invest in, ,up-to-date capital equipment. They were 
allowed the benefit of accelerated depreciation (Income 
Tax (Amendment) Act 1965). 
Incentives have evolved over the years and there is no 
longer the emphasis on import substitution or the 
promotion of labour intensive industries. 
However, it is the Economic Expansion Incentives 
(Amendment) Acts of 1975 and 1979 which are in- 
teresting. Even without any minimum capital invest- 
ment pioneer status was extended to any enterprise 
which places a premium on skill and craftsmanship 
as well as producing a product where the value added 
was high. It also allowed local and foreign companies 
to expand their operations into services. Thus we now 
promote the use of Singapore as a regional warehousing 
and service centre. Reduced rates of taxation are given 
to technical and consultancy services performed over- 
seas as well as trading in non-traditional commodities 
in offshore markets. 1 

The change in direction now recognises the necessity to 
introduce higher technological levels in manufacturing 
and the production of more sophisticated manufactured 
goods -— as well as the realisation that greater pro- 
ductivity must be achieved by all sectors of the economy. 
It is with anticipation that we await the next budget to 
see if further incentives or disincentives are in-store for 
us. 

I must not omit to mention that with the establishment 
of the Singapore Registry of Shipping tax exemption 
is given to ships which fly the Singapore flag. 

BANKING AND FINANCE 
In modifying stamp duty and income tax, the fiscal 
climate improved to such an extent that banks and 
financial institutions found Singapore was a strategic 
place to have a branch. The recognition of Singapore 
as a financial centre is evidence of the' success of these 
incentives - though it would be wrong to attribute 
this success to tax alone. 
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It is my impression that we now have a system which 
does not require much more tinkering around with! 
certainly as far as fiscal incentives are concerned. Of 
course, there are eternal optimists who continue to 
advocate a zero tax rate for all offshore activity. 
It seems to me that the economic growth that we have 
had over the last ten years in the region has not gone 
unnoticed. For many of the institutions, it is the desire 
to participate in what they perceive to be the potential 
opportunities for profit which draws the banks here 
rather than for reasons of tax. By our willingness to al- 
low reputable financial institutions to establish offices 
here, we continue to receive applications and enquiries. 
This is not to say that we can afford to be complacent, 
Far from it. There are still areas in our income tax and 
revenue laws which can do with some streamlining and 
rationalisation. Such changes as may occur will be re- 
latively minor, certainly as far as banking is concerned. 
I expect that it is not so much tax changes that banks 
would like to see — but rather changes in the ground 
rules we have established for their operations. This, 
of course, is a controversial area which should be dis- 
cussed ~ but in another forum. 
As far as I am aware there is no measure we can take 
which could lead to a quantum leap similar to that 
which occurred when withholding tax on bank interest 
was abolished over 10 years ago. No measure, that is, 
apart from the total abolition of income tax or a drastic 
reduction in tax rates. 
So far I have tried to describe the features of our tax 
system —— how it has made Singapore what it is today 
in terms of economic strategy and development. 
1. There is an effective system of taxation so that there 

is no question of Singapore qualifying as a tax haven. 
2. Despite not being a tax haven there are a limited 

number of ways of conducting transactions which 
are not subject to tax — outside of outright tax 
evasion. 

3. Stamp duties 
I described modifications and amendments which 
were necessary to give us an even chance of pro- 
moting banking and finance. 

4. Tax incentives 
How incentives have evolved over the years and the 
growing refinement in changing the character of 
industrialisation. 

5. Banking and finance 
I expressed the view that we have probably made 
most of the changes necessary for this sector. 

All this‘ has been enumerated to provide a perspective 
of where we are — and in view of what we have done — 

- where we are likely to go. 
Some guideposts of the highways and byeways we are 
likely to traverse may be gleaned from government 
statements. 
1. Editor’s note: 8% for privileged treatment accorded with 
respect to warehousing and servicing incentives and consultancy 
services Lee Fook Hong. Singapore’s new“ tax incentives in 33 
BULLETIN FOR INTERNATIONAL FISCAL DOCUMENT- 
ATION 386, 388 (1979). 
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POSITIVE FISCAL POLICY 
In the 1978 Budget, taxpayers in Singapore were given 
a pleasant surprise when taxes were reduced by raising 
the ceilings before the top marginal rate of 55 percent 
became effective. 2 I would like to quote what was 
said by the Minister of Finance when he introducéd 
the change: 
“Aggravating the problem of equity or fairness in 
sharing the tax burden is the ability of many self- 
employed and professionals to incorporate themselves 
into companies in order to sell 'their personal services, 
and thereby quite legally avoid paying tax at more than 
40 percent, the company rate. Professionals and ex- 
ecutives working for the public sector on salaries are 
unable to take advantage of this loophole in the law. 
Nor do they enjoy the perks of tax-free ‘expenses’. 
I have therefore decided, from Year of Assessment 
1978, to make income tax less inequitable by broad- 
ening the steps over which the tax rate goes up”. 
In the same budget, the Minister also stated that it 

was the policy to shift gradually the impact of taxation 
from income to consumption taxes. In order to make 
'up for the loss in revenue from personal taxes, taxes 
on public utility and telephone bills were increased, 
as were the fees levied on the registration of_ cars, 
driving licences, entertainment duty and colour TV 
licences. 

The implications and the import of these statements 
are pretty obvious. What is not obvious is to what 
degree these policies will be implemented, and how — 
as well as when. 

2. Editor’s note: See for a discussion of the Budget 1978: Lee 
Fook Hong, 1978 Budget and tax changes in 32 BULLETIN 
FOR INTERNATIONAL FISCAL DOCUMENTATION 122 
(1978). 

WHAT IS THE FUTURE OF SINGAPORE IN 
INTERNATIONAL TAXATION? 
One approach is to consider the business which many 
present at this conference specialise in. In tax planning 
you must keep abreast of all developments which can 
be exploited to minimise the tax liability of your 
clients. 

It would be futile for me to predict what may or may 
not come about in terms of specific changes and where 

_ 

Singapore will stand in the international tax league 
especially as far as loopholes and concessions are con- 
cerned. 
Taxation as one of the most important components of 
fiscal policy will undoubtedly be used in the manage- 
ment of aggregate demand. The fight against world 
inflation will be with us for some time yet. 
"Of poésibly far greater interest to a wider audience will 
be the use of taxation in shaping what Singapore will be 
in the decades to come. Taxation will become one of 
the elements that will most likely be used in a package 
of measures. 
Taxes have already been used to reduce energy con- 
sumption. It is very likely that novel and imaginative 
taxes can be devised to meet the problems which may 
befall us. The use of tax to influence demographic 
trends is but a simple example. 
The success or otherwise of taxes ultimately rests on the 
reasonableness of the burden which people have to bear. 
Government has shown an acute awareness that effort 
and achievement should be adequately rewarded. As 
long as this is practised, I see no reason Why taxes 
cannot be used positively and creatively for improving 
on what we have so far achieved in Singapore. 
In other words, if you must tax — tax Wisely and 
intelligently. 

mitted in May or June of this year. 

INDIA: Interim Budget 1980 
Extract from the Budget Speech 1980 pronounced by the Finance Minister, Mr. R. 
Venkataraman, on February 29, 1980. The recently elected Indira Ghandi Govern- 
ment has had too little time to present a full-fledged budget which wiH now be sub- 

any source in that district or outside India. 
I propose to continue the tax exemption 
for a further period of three years. 
39. Under an existing provision, awards 
for literary, scientific and artistic work or 
attainment, instituted by the Central 
government or by any state government or 
approved by the Central government, are 
exempt from income-tax. I propose to ex- 
tend this tax concession to approved 
awards for outstanding work in alleviation 
of the distress of the poor, the weak and 

36. I propose to introduce today a Fin- 
ance Bill which seeks to continue the 
existing rates of income-tax for the finan- 
cial year 1980-81. However, I have also 
three proposals of a non-controversial 
nature for the amendment of the Income- 
tax Act. I shall now briefly explain these 
proposals. 

37. Some state governments have set up 
statutory Corporations for the promotion 
of socio-economic interests of members of 
the scheduled castes and the scheduled 

tribes. I propose to exempt from inppme- 
tax the income of all statutory corpora- 
tions or bodies, associations or institutions 
wholly financed by the Central or a state 
government, established for promoting 
the interests of the members of the sche- 
duled tribes. 
38. As the Hon’ble members are aware 
residents of Ladakh were exempted from 
payment of income-tax up to and including 
the assessment year 1979-80 in respect of 
income accruing or arising to them from 
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the ailing. Hon’ble members will be glad to 
know that this provision will set at reSt 
doubts about the taxability of the Nobel 
Prize awarded to Mother Teresa in recogni- 
tion of her service to suffering humanity. 
40. There is no change in the rates of 
custdms and Central excise duties. How- 
ever, provision has been made in the 
Finance Bill for the continuance of the 
auxiliary duties of customers and special 
duties of excise at the existing rates for the 
year 1980-81. 
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Simpm: 
GET it 

A GO-GETTER BUDGET 
Extracts from the Budget Speech pronounced by} the Minister for Trade and 
Industry, Mr. Goh Chok Tong, on March 5, 1980. 

The FY 1980 Budget has been formulated on the basis of the following guidelines: 
(a) Financial prudence: We shall continue with the prudent policy of keeping 

Government recurrent expenditure down to the minimum and within the revenue 
expected to be collected within the fiscal year, but consistent with a high standard of 
administration. 

(b) Development objectives: The Budget should reflect the thrust and objectives of our 
policy to restructure the economy and of our development strategies for the Eighties. 
It should balance economic growth with social objectives. Investment in infrastruc- 

' tural development should be matched by investment in people and improvements in 
housing and other social amenities. 

The FY 1980 Budget provides $4,019 million in the “Main estimates”. This‘ recurrent 
expenditure is fully covered by the expected revenue of $4,118 million. It is 19 percent 
‘higher than that for the last fiscal year and in my view is the minimum required to 
maintain the public services at a high standard. The need to exercise effective control over 
the utilisation of manpower, given our policy to encourage economy in the use of labour, 
is reflected in a net total increase of only 957 posts, including those created by 
Establishment Warrant in the course of this current financial year. This is an increase of 
only 1.4 percent over the FY 1979 establishment. Of these new posts, 533 are for the 
Ministry of Education in connection with their revised primary education system, the 
computerisation of education data and establishment of new schools. With the conversion 
of Radio and Television Singapore into a statutory corporation, 1,422 posts are taken out 
of the Budget. The FY 1980 establishment will, therefore, be reduced by 465 posts to 
69,226 posts compared to the FY 1979 establishment of 69,691. 
The Budget, however, recognises that as steps are taken to minimise staff increases, 
Ministries and Departments have to mechanise, automate and computerise. They must 
also upgrade or retrain the skills of officers. The Budget therefore provides funds for new 
and better machines and for computerisation as well as for training of civil servants. 

"I‘he importance of infrastructural development is again emphasised in the Budget. 
Forty-seven percent of the FY 1980 Budget, or $3,617 million, is for development. 
Expenditure on economic services will amount to $1,755 million, or 49 percent of total 
development expenditure. .This includes a sum of $1,047 million for industrial and 
commercial development (largely as loans to the Jurong Town Corporation and to 
industrial and commercial enterprises) and $430 million for the development of Changi 
Airport and roads in the Republic. 
Our economic restructuring programme and the long term economic health of our 
country require that we harness our workers to produce higher value-added and skilled 
manufactures and services. We must maximise the talents of our people. Human resource 
development is therefore one of our top development priorities and is reflected in our 
Budget. More and better education and training of both teachers and students are 
necessary to upgrade the quality of our workforce. The Budget provides for higher 
expenditure to: our schools, training institutions and universities. 
Economic development must bring about a material improvement in social services. A 
sum of $1,133 million is provided for public housing, accounting for 31 percent of the 
Development Budget. The provisi‘on for economic services and public housing together 
accounts for 80 percent of the total Development Budget. 

REVENUE: CHEERS AND TEARS 
I now move on to tax changes and revenue 
estimates for the new fiscal year. It is not 
possible to bring cheers for all. There will 
be cheers and there will be tears, but our 
compass must be the overall good of 
Singapore. 
The total revenue estimated for FY 1980 is 
$4,113 million. This represents a fall in 
collections of $167 million or 3.9 percent 
compared with the revised estimates for 
FY 1979. The drop is due to the excep- 
tionally high revenue receipts in FY 1979 
which came from land sales and back 
payments of land premia and also property 
tax arrears from statutory boards. ' 

Income tax remains the largest single 
source of revenue and it is expected to 
show an increase of 7 percent or $93 
million over the revised estimates for FY 
1979. For FY 1980, income tax is ex- 
pected to yield $1,423 million. Property 
tax collections, however, are expected to 
fall by some $30 million mainly because of 
the phased reduction of property tax rates 
to a level of 23 percent in 1983. 
The total budgeted expenditure for FY 
1980 is $7,636 million, comprising a re- 
current expenditure of $4,019 million and 
a development expenditure of $3,617 mil- 
lion. The’ expected revenue of $4,113 
million for FY 1980, therefore, falls short 
of the total Budget by $3,523 million. Of 
course, we cannot expect to finance the 
entire development expenditure with 
Government revenue. The question is how 
much of this should be financed from 
public borrowings and how much from 
additional taxes. I, therefore, come now to 
the moment of anxiety. 

TAX CHANGES: WITHDRAWAL OF 
PROTECTION FOR CIGARETTES AND 
TOBACCO 
I have earlier announced that we will not 
protect local industries against competition 
from imports. This applies also to the 
manufacture of cigarettes. 
At present, the manufacture of cigarettes is 
protected through the imposition of an 
import duty higher than excise duty. 
Withdrawal of protection is in keeping with 
the development strategy to expose to 
competition those industries which should 
have grown out of the fledgling stage. I 
have, therefore, decided to remove this 
protection for cigarette manufacture by 
harmonizing excise duty with import duty. 
Excise duty on cigarette manufacture will 
therefore be raised from $4 per kilogram to 
$9 per kilogram. The import duty of cut 
rag will also be increased from $35 per 
kilogram to $36 per kilogram. ' 

This approach in removing protection is in 
line with our policy of discouraging 
smoking. 
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The revision of duty which is expected to 
yield an additional $21 million per year 
will come into effect today. 
There is a loss in revenue of $50 million, 
however, from the general removal of 
protective duties. The net revenue loss 
arising from trade liberalization is, there- 
fore, $29 million. 

TAX CONCESSIONS 
(i) Research and development 
I have earlier dwelt on the plan to promote 
research and development in the 19805. 
The purpose is to encourage manufacturers 
to develop new products and processes and 
to modify existing ones. I am pleased to 
declare that specific tax incentives will be 
given to promote R & D activities in 

‘ 

Singapore. 
For manufacturing enterprises conducting R& D and R8: D institutions servicing 
them, the following tax incentives will be 
given: 
(a) Double deduction of R & D ex- 

penditure, other than on buildings and 
equipment, on a case-by-case basis; 

(b) Accelerated depreciation over three 
years for all plant and machinery for 
R & D; 

(c) Investment allowance of up to 50 
percent of the capital investment in 
R & D, excluding building costs, on a 
case-by-case basis; 

(d) Extension of the initial allowance of 
25 percent and annual allowance of 3 
percent, presently available only to 
industrial buildings and structures, to 
R & D buildings; and 

(e) Capitalisation and writing-off of lump 
sum payments for manufacturing 
licensings for a period of 5 years. 

These concessions will take effect from 
Year of Assessment 1981.

‘ 

and (ii) Capital allowances for 
machinery 

plant 

Also, in line with our policy to develop 
high technology and to assist our enter- 
prises to mechanise, computerise, and 
upgrade their operations, Ihave decided to 
liberalise the tax treatment of capital 
allowances for plant and machinery as 
follows: 

(a) Accelerated depreciation allowance of 
33 1/3 percent over three years will be 
extended to investment in computers 
and R & D equipment; 

(b) The method of granting annual allow- 
ances will be converted from the 
reducing balance to the straight line 
method; and 

(c) The existing depreciation schedule will 
be replaced by another with more 
realistic rates for write-offs. (This 
schedule is attached as Appendix I to 
my Budget Statement). 

The rates in the new schedule take cogni- 
zance of the fact that certain assets 
promote mechanisation and automation. 
Hence, these are given increased rates of 
allowances. To give an example, under the 
existing scheme, it takes ten years to write 
off about 70 percent of the cost of 
machinery not used by “industrial enter- 
prises”. Under the new schedule, the 
machinery will be allowed to be written off 
completely in six years. The new method 
applies to both existing and new assets 
with effect from 1 January 1980. For a 
depreciable asset bought before the date, 
the straight line deduction will be com- 
puted by dividing the written down value 
of the asset by the remaining number of 
years of its estimated life in accordance 
with the new schedule. 
The new method of depreciation together 
with the new rates for write-off provides 
for faster depreciation deductions on 
capital investment. Business firms will have 
more after tax earnings which they can use 
to channel into spending on depreciable 
assets for the purpose of mechanisation 
and automation. 
The loss'in revenue in the first year from 
this tax concession is estimated to be at 
least $78 million. 

(iii) Stamp duties 
In previous years, many incentives have 
been given to promote the development of 
Singapore as a financial centre. This year, I 

intend to remove the inconveniences ex- 
perienced by financial enterprises by 
removing certain duties altogether and 
rationalising others at a single rate: 

(a) Mortgages and debentures 
The existing rates of duty on mortgages 
and debentures will apply but the 
maximum amount payable is now fixed at 
$500. 

(b) Marketable securities 
Asian Dollar and Singapore Dollar Bonds 
are presently granted stamp duty remission 
on a case-by-case basis. The exemption will 
now be given across the board. 
Stamp duty on contract notes for the 
trading of marketable securities will also be 
abolished. 

(c) ACU offshore loan agreements 
The present 1/2 percent ad valorem stamp 
duty, subject to a maximum of $500 on 
ACU offshore loan agreements, will be 
abolished. 

In addition, stamp duties on all other 
documents relating to ACU offshore loans 
will be abolished. 

'(d) Share certificates 
The 0.1 percent ad valorem duty on share 
certificates will be removed. 
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(e) Share transfer deeds 
The 0.2 percent and 0.3 percent duty on 
share transfer deeds will be standardised at 
0.2 percent. 

(f) Insurance policies 
The existing multifarious duties will be 
standardised at a single rate of $1 per 
document. 

(g) Partnership agreements 
The existing manifold rates will be stan- 
dardised at a single rate of $10. 

(h) Promissory notes 
The duty will be revised to $1 per note. 
Stamp duties on the following instruments 
in the First Schedule of the Stamp Act will 
also be removed completely: 
Article 3 - Agreement or memorandum of 
agreement . 

Article 7 — Appraisement 
Article 8 —— Apprenticeship deed 
Article 12 — Average bond 
Article 13 — Award 
Article 25 — Contract 
Article 28 -- Copy or extract 
Article 33 — Deed of any kind not de- 
scribed‘in this Schedule » 

Article 37 - Extract 
Article 43 — Letter of allotment and letter 
of renunciation 
Article 48 - Note of protest by the master 
of a ship 
Article 54 — Protest of bill or note 
Article 55 — Protest by the master of a 
ship 
Article 67 — Valuation 
Article 68 — Warrant for goods 
The concessions on stamp dutieswill take 
effect from 1 April 1980. The loss in 
revenue is estimated at $10 million in the 
first year. 

(iv) Concession for off—shore gold trans- 
actions 

I have received representations that the tax 
rate of 40 percent on income derived from 
off-shore gold transactions inhibits the 
development of the market. I have studied 
the matter and am prepared to remove this 
disincentive. With effect from Year of 
Assessment 1981, the 10 percent co_n- 
cessionary tax rate will apply to' » the 
following income derived from gold trans- 
actions with non-residents: 
1) Profits arising from the transactions of‘ 

Asian Currency Units (ACUs) with 
non-residents, other ACUs, and broker 
and dealer members of the Gold Ex-v 
change of Singapore (GES) in the 
Singapore and overseas gold markets.

I 

This is an extension of the concession 
so far' given to ACUs on income 
derived from off-shore transactions 
with non-residents. 

2) Fees, commissions and profits of 
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approved broker and dealer members 
of the GES, that is, those approved by 
the Monetary Authority of Singapore, 
arising from their transactions with 
non-residents, other members of the 
GES, and ACUs, in both the Singapore 
and overseas gold markets. Associate 
members of the GES will not be 
eligible for the concession. 

It is hoped that the loss in revenue, 
estimated at $1.5 million, will be com- 
pensated later by the growth of the gold 
market. 

PERSONAL INCOME TAX 
(1) Tax rates 
In my Budget Statement last year, I stated 
that taxes should never be so high as to 
become a disincentive to hard work or to 
stifle talents and skill. But “high” is a 
relative term as different individuals have 
different thresholds of pain. We know, 
however, that the wider the tax base the 
lower the tax burden per capita will ‘be. 
These are two guiding principles behind 
this year’s tax changes. 
As at 31 December 1979, there were 
389,387 individual taxpayers, representing 
an increase during the year of 30,459 
taxpayers. The Inland Revenue Depart- 
ment should be able to bring more tax- 
payers into the net when its Computerisa- 
tion programme is completed. Meantime, 
steps will be taken to ferret tax evaders. 
There have been several representations in 
the past, including some from my col- 
leagues in the House, to increase the tax 
reliefs for earned income, dependents and 
other deductible tax items. I decided 
against an increase in earned reliefs last 
year and I am deciding against an increase 
in any of these reliefs this year. The 
rationale for this decision is the need to 
spread income tax to cover as many in- 
dividuals as possible. 

Acros—the-board reduction 

At present less than 38 percent of our 
work force pay any income tax. The more 
citizens we have paying income tax, the 
more voters there are who understand that 
welfare programmes which sound such 
attractive giveaways from some magic cor- 
nucopia conjured up at election time, must 
mean an increase in their income tax. 
Several advanced countries, like Britain, 
have been hypnotised by this “soak the 
rich” slogan, only to discover that they 
have, by heavy taxes on personal incomes, 
stifled the drive to excel and to succeed of 
their enterprising and talented, of their 
professional and even of their skilled 
workers. We want our skilled workers to 
increase their earnings as against the 
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unskilled and to pay income tax, but not 
such that he finds it not worth the time, 
effort and investment to learn to be a 
skilled worker. Paying income_ tax will 
imprint in the minds of Singaporeans the 
importance of prudent fiscal and welfare 
policies since many will have a direct 
responsibility tb pay taxes for Government 
social expenditure from their own incomes. 
Between increasing the'level of deductible 
reliefs and lowering tax rates across the 
board to afford reliefs from inflation, I 

have opted for the latter. My decision is 

based on sound principle and on precedent, 
first established by the Deputy Prime 
Minister as Minister of Finance, and upheld 
by the present Minister for Finance since 
1970. This general reduction in personal 
tax rates gives relief to all without shrink- 
ing our taxpaying population. 
Details of the existing and new tax rates 
are being distributed to Honourable Mem-, 
bers and they are attached as Appendix II 
to my Budget Statement. 
Every taxpayer will be given a reduction in 
tax ranging from 6.8 percent to 19.9 
percent, depending on his tax bracket. The 
average reduction in tax is 16.1 percent. 
This I consider generous as our Consumer 
Price Index rose by only 4 percent last 
year. The substantial reduction is evidence 
of our intention not to stymie the applica- 
tion of time, talents and effort in earning 
income which generates economic growth. 
The highest marginal rate remains at 55 
percent, but the lowest marginal rate is 

now reduced to- 4 percent. Taxpayers in 
the first and second tax brackets, there- 
fore, enjoy the largest reductions in relative 
terms. Those in the first taxable bracket 
will, on average, pay only one percent of 
their incomes in tax. The others are given 
tax reductions commensurate with their 
bigger tax liabilities. 
The new rates will take effect from Year of 
Assessment 1980. The loss in revenue is 

estimated at $45.5 million out of a total 
estimated personal income tax collection 
of $476 million. 

Combatting tax avoidance 
through rate reduction 

The aim of the Government is to reduce 
the levels of personal income tax in the 
next 2-3 years until the maximum effective 
rate is no more than the company rate of 
income tax, Le. 40 percent. Then there will 
be no advantage for people to set up 
companies from which they draw low 
salaries for income tax purposes, whilst the 
bulk of their needs are paid by the com- 
pany whose profits carry only 40 percent 
company tax. Such a reduction will be 
fairer on those wage earners who cannot 
hide their incomes, and on those profes- 
sionals who cannot incorporate themselves 

into private limited companies because 
their professions disallow it. Also, income 
tax falls unfairly. Wage earners like those in 
the Civil Service, who cannot put aside part 
of their incomes as perks carry a heavier 
tax burden than those in the private sector 
who can. There are also some professionals, 
like doctors, who have a natural advantage 
in tax evasion over lawyers or accountants 
because of the nature of the payments, 
made by patients in cash to doctors, as 
against cheques by clients, often corpora- 
tions, to lawyers and accountants. 

The Inland Revenue Department will 
vigorously bring more evaders into the tax 
net. But we shall be deceiving ourselves if 
we believe that we can get all successful 
hawkers, restauranteurs, property brokers 
and freelancing commercial intermediaries 
to keep and render proper accounts. It will 
be many years before we can insist on 
proper book-keeping and accounting which 
the developed societies have evolved. Even 
in these societies, new forms of tax evasion 
such as barter, or exchange of services, 
have defeated the tax collector. 

Reward for hard work and 
high performance 

For the next stage of our economic 
development to succeed, we must make it 
worthwhile for our young to spend time 
and effort to acquire skills and knowledge 
that will enable them to earn and to keep 
more of their incomes for their efforts. At 
present those who earn between $20,000 
and $100,000 a year, the technicians, 
engineers, managers and professionals, are v 

carrying the greatest burden of income tax. 
The Government proposes to spread these 
tax rates more equitably. ' 

We shall be wise to take note of the results 
on those so'cieties where personal income 
tax has been used to equalise spendable 
incomes in the name of progressive taxa- 
tion. It has blunted the incentive to out- 
perform one’s peers; it has levelled the ‘ 

gifted and the industrious down to the 
mediocre and the indolent. It has narrowed 
the difference between what the highly 
skilled takes home as against the unskilled. 
The results have been ruinous for econo- 
mies like Britain. Overemphasis on dividing 
up the national cake equally has ended up 
in smaller pieces of a non-growing cake. On 
the other hand, the Japanese and Germans 
have concentrated on making the national 
cake bigger and have achieved it by reward- 
ing hard work and high performance, giving 
a thicker slice to those who have contrib- 
uted more. The result, even for the 
unskilled who are entitled to the thinnest 
slice, has been a piece of cake larger than a 
thicker slice of a smaller cake. The moral 
for us is to concentrate on creating a bigger 
cake through giving full rewards for effort, 
skills, hard-work and enterprise. 
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(ii) Relief for handicapped persons 
I have one more tax concession in my bag. 
Some years ago, the Minister for Finance 

. extended the allowance for handicapped 
children to include those over 16 years of 
age. This year, I intend to make a modifica- 
tion to this relief. If a tax-payer maintains 
a brother or sister who is. incapacitated by 
physical or mental infirmity and who does 
not earn any income and continues to 
depend on the taxpayer, he will be entitled 
to claim a deduction of $750. The allow- 
ance is presently given only to parents of 
handicapped persons. 

.

‘ 

This relief is given only to taxpayers who 
maintain such a member of the family in 
the same household. The deduction may 
also be apportioned if more than one 
taxpayer maintain the same handicapped 
brother or sister. It will take effect from 
Year of Assessment 1980. 

CONCLUSION 
The tax changes this year will result in a 
net revenue loss of $164 million in the 
coming fiscal year. But if they have the 
desired effect of stimulating effort and 
economic activities, this loss will be made 
good by an expanding economy in sub- 
sequent years. In case the signals of tax 
reductions, in particular, in personal 
income tax rates, are read wrongly, Iwant 
to emphasize that these reductions are 
given not because we are elated over our 
good economic performance, .or because 
the Treasury coffers are overflowing, but 
because we anticipate some very difficult 

, years ahead, including this year. The 
primary objective of the tax liberalization 
this year is to create maximum room for 
Singaporeans to exercise their enterprise to 
the utmost so that they are better prepared 
to cross the treacherous waters ahead. Tax 
is a cost item, and in some instances, an 
empediment to efficiency and effort. We 
are reducing this cost and impediment. 
This is, therefore, a go-better Budget.. 
Individuals, partnerships and corporations 
must go for the opportunities. They must 
not delay. They must catch up onskills, 
technology, modern management and 
exports. They must not be trapped in 
indolence and lowskilled, low-valued 
industries and services. 

We face the uncertainty of superpower 
conflicts in the political and military arena. 
We face the certainty of higher fuel prices. 
We face the grim prospect of the region 
being destabilized by external forces, and 
the oil life-line being cut. 

We are unsure of the outcome of the 
Presidential Elections in the U.S. this year, 
and hence the global impact of its policy 
changes. On the other hand, we. are sure of 
sluggish world economic growth cohabiting 
with inflation. 

We, therefore, have the perfect recipe for 
trouble. We have spelt out our strategy to 
deal with the difficult times ahead. If we 
stiffen our resolve, remain robust, we stand 
a good chance of pulling through the next 
few years as planned. But we must dare to 
achieve, and think ahead. 
Saving is essential to the growth of our 
economy. This year’s revenue is estimated 
to exceed recurrent expenditure by only 
$94 million. We shall draw down $2,482 
million from the Development Fund to 
finance development expenditure. This still 
leaves a deficit of $1,041 million in the 
Development Budget which has to be 

borrowed from private savings, primarily 
from the Central Provident Fund. Without 
this generation of savings in the past, we 
would have to raise taxes, or curtail our 
development expenditure, to the long term 
detriment of our economy. Our economic 
prosperity today is achieved through a 
partnership of government and individual 
effort, public and private savings. Present- 
day Singaporeans must, therefore, save a 
part of their earnings to secure their own 
future, and their children’s. 

They must at all times avoid waste. They 
must not squander their tax rebates. 

restaurants and cafes.) 
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APPENDIX I: NEW SCHEDULE 
Period Rate 
for which assuming 
annual 

' 

initial 

allowances allowance 
are given is claimed 

(Years) (Percent) 

1 Manufacturing and industrial processing plant and machinery 6 - 13 1/3 

2 Office equipment: 
Furniture and fixtures (Includes furniture and fixtures which 
are not a structural component of a building.) 10 8 
Data handling equipment 
(Includes typewriters, calculators, adding and accounting 
machines, copiers, and duplicating equipment.) 8 10 
Telecommunication equipment 10 8 

3 Transport equipment: 
Buses 

' 6 13 1/3 
Business service passenger vehicles . 

6 13 1/3 
Taxis 5 16 
Trucks, lorries, trailers and vans 6 13 1/3 
Motorcycles and bicycles 8 1O 

4 Electrical equipment 
(Includes assets such as electrical and industrial apparatus, 
domestic and commercial appliances, airconditioning and 
ventilating equipment.) 8 1O 

5 Electronic equipment 
(Includes assets such as electronic detection, guidance, control, 
radiation, computation, test and navigation equipment.) 8 1O 

6 Materials and passenger handling equipment 
(Includes assets such as lifts, escalators, weighing machines, 
conveyor belts, forklifts, lifting gears, trolleys and cranes.) 6 13 1/3 

7 Building & construction equipment 
(Includes assets such as rollers, mixers, piling and drilling 
plants, loaders, dumpers, excavators, bulldozers and support 
structure.) 6 13 1/3 

8 Fire safety device 10 8 

9 Electric, gas, water and steam, utility plant 
(Includes tanks and generators.) 16 5 

10 Wholesale and retail trade service assets 
(Also includes assets used in such activities as the operation of 

8 10 
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Period Rate 
for which assuming 
annual initial 
allowances allowance 
are given is claimed 

(Years) (Percent) 

11 Plant for recreation and amusement purposes 
(Includes assets used in the provision of entertainment services 
on payment of a fee or admission charge, as in the operation of 
bowling alleys, billiard and pool establishments, theatres, 
cinemas, concert halls, amusement parks, and miniature golf 
courses.) 10 8

' 

12 Equipment used in personal and professional services 
(Includes assets used in the provision of personal and ' 

professional services which are not elsewhere classified.) 10 8 

Special assets 
13 Aircraft 5 16 

A concise newssheet reporting 
14 Bank VBUItS 16 5 latest tax changes and 

' 

developments throughout the world, 
15 Cable cars and equipment 12 6 2/3 twice per month, by air. 

16 Containers 10 8 Free of charge with subscriptions to one 
or more of the major services of the Bureau. 

17 Farming equipment 8 10 
Also available separately. 

18 Floating and dry docks 16 5 

19 Gas cylinders 15 5 Further details from: 
INTERNATIONAL BUREAU OF 

20 Motion picture films 5 16 FISCAL DOCUMENTATION 
Sarphatistraat 124, P.O. Box 20237, 

21 Musical instruments and other related assets 10 8 :_gfioo:§_p‘2:57t:rggm’ $535fi§g$9cgitax m 
I . _ Cables: Forintax 

‘ 

22 Rallway wagons, lines and related equupment 16 5 

23 Cables and related assets 16 5 

24 Vessels, barges, tugs and similar water transportation 
equipment 16 5 

APPENDIX ll: PROPOSED REDUCTION IN INDIVIDUAL INCOME TAX 

Chargeable income Existing Proposed Average tax Average reducnon Effecnve .tax rate 
, In tax at end pomts group rates rates paid 

% ' % $ $ % % - % 
1 - 2,500 5 4 63.30 12.60 19.9 5.0 4.0 

2,501 - 5,000 8 7 216.40 36.20 16.8 6.5 5.5 
5,001 - 7,500 . 10 9 443.40 61.30 13.8 7.7 6.7 
7,501 - 10,000 12 11 723.60 86.50 12.0 8.8 7.8 

10,001 - 15,000 15 14 1,220.70 121.80 10.0 ' 10.8 9.8 
15,001 - 20,000 20 17 2,107.90 219.80 10.4 13.1 11.6 
20,001 - 25,000 25 21 3,253.90 395.10 12.1 15.5 13.5 
25,001 - 35,000 30 26 5,183.70 674.80 13.0 19.6 17.1 
35,001 - 50,000 35 32 9,189,00 1,096.30 11.9 24.3 21.6 
50,001 - 75,000 40 34 ‘ 16,218.40 1,964.00. 12.1 29.5 25.7 

' 

75,001 ~ 100,000 40 36 26,372.40 3,266.00 12.4 32.1 28.3 
100,001 - 200,000 45 40 45,625.00 5,469.50 12.0 38.6 34.1 
200,001 - 400,000 50 45 109,703.90 12,107.90 11.0 44.3 39.6 
400,001 - 600,000 55 50 219,938.70 22,759.30 10.3 47.9 43.0 > 600,000 55 55 423,798.20 28,850.00 6.8 

' — — 
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From other parts of the Budget Speech
~ ~ 

DEVELOPMENT OF FOREIGN TRADE 
The Trade Development Section in the Department of 
Trade will continue to carry out the task of trade 
development effectively. We will expand and revitalise the 
Commercial Secretary Service. We will set up two new trade 
offices, in the E.E.C., in addition to the existing four. We 
have signed a trade agreement with China at the end of last 
year, and ate discussihg the setting up; of trade offices in 
China. We will consider the setting up of a computerised 
trade information system to provide trade and commercial 
data. We will continue our support, including fiscal in- 

centives for local manufacturers to participate in overseas 
trade fairs and missions. The double tax deduction scheme 
will be extended to cover overseas marketing campaigns. 
Through the tax incentives for international trading com- 
panies, we will encourage the formation of multi-activity 
international trading companies to push the export of 
Singapore manufactured products in overseas markets. The 
Trade Development Committee with private sector represen- 
tation has been meeting to discuss trade problems and 
prospects. It should continue to do so and perform an 
effective role as an advisory committee to the Department 
of Trade. - 

ECONOMIC POLICY: CONCLUDI‘NG REMARKS 
In the Budget Statement last year, I remarked that the 
world in 1979 looked like becoming a more difficult place 
to make a living in. Iwas not wrong in my assessment. But, 
happily, Singaporeans responded with an extra spurt. We 
ended 1979 with a performance better than 1978’s. The 
world in the 19805, including 1980, does not look like a 
bed of roses either. But there is a streak in the Singaporeans 
that gives us‘ confidence, and that is, they dare to achieve. 
Our job as a government is to set out our objectives, 
direction and modus operandi clearly and unequivocally, 
and lead. The rest is.up to Singaporeans to achieve and 
excel. 

It is this quality in Singaporeans, to compete and excel, 
that gives confidence of success in further liberalization of 
the economy as we restructure. 
In the latter part of the Sixties, we' began to shift away 
from import-substitution industries. We recognised that a 
policy of import-substitution behind tariff walls will at best 
give us short-term gains 'but will stifle our growth in the 
longer term. Protected industries, sheltered from com- 
petitive pressures, will become ineffiCient and stunted in 
their growth potential. Moreover, as we depend on the 
world markets for large scale expansion of manufacturing 
activities, our products must be internationally competitive. 
This cannot be achieved with tariff protection. 
We therefore stopped introducing new protective duties 
around 1968. In 1973 and 1977 we removed a wide range 
of protective duties. Last year, we announced that the 
protection of locally assembled motor vehicles will cease 
from lst August 1980. Nevertheless, there are still a 
number of protective tariffs remaining. These duties have 
been in existence for more than a decade. The protected 
industries should have grown into adulthood by now. If 
not, they will never mature. 
Singpore practises what it preaches. We preach free trade 
and open competition. We shall, therefore, remove all 

protective duties other than those included in the ASEAN 
Preferential Trading Arrangement (PTA), most 1mmediately, 
some in phases. Details of these tariff removals or reduc- 
tions will be gazetted by the Ministry of Finance separately. 
We have offered our ASEAN partners preferential tariffs on 
a number of items under the ASEAN Preferential Trading 
Arrangement. These duties will have to remain as we have 
to fulfil our commitments. The level of these duties, 
however, will be reduced as we progress in the ASEAN PTA 
exercise. 

MI. Speaker, Sir, I have included the discussion of 
protective duties in my Concluding Remarks instead of in 
the main body on Development Strategies because our 
action to remove tariff protection has an impact wider than 
the direct effect on the industries concerned. Our action 
removes the last vestiges of protectionism in the pursuit of 
an open, competitive economy wedded to the wofl‘d’s‘ 

fortunes. It is an act of confidence.

~ 

British Branch 

On January 8, 1980 the British Branch of IFA held a “Tax Work- 
shop” whose main theme was “The limits of tax avoidance”. 
Speakers were Mr. Alun G. Davies and Dr. Barry Bracewell-. 
Milnes who were so kind as to submit their papers for publication 
by the International Bureau of Fiscal Documentation. These 
papers appeared in the January 1980 issue of EUROPEAN 
TAXATION. 
The next “Tax Workshop” was held on March 6, 1980 and dealt 
with “Exchanges of information and extra-territorial claims by 
the Revenue Authorities”. Speakers were Mr. Arthur Johnstone 
and Mr. John Reynolds. 
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The newly formed Manchester Branch of the British IFA met on 
March 20, 1980 where Mr.- Joel Barnett spoke on “Treasury 
Ministers and the Inland Revenue — decision making”. 

Anglo-U.S. Seminar, New York 
On May 8-9, 1980 a joint British-U15. international tax seminar 
will be held in New York. The draft program shows that subjects 
to be discussed are, inter alia, the British Advance Corporation 
Tax and withholding taxes under the new U.K.-U.S. tax treaty; 
unitary taxation in the United States; employee problems; 
investments in the United Kingdom and the United States and 
interpretation of statutes and ruling procedures. 

35th IFA Congress in West Berlin: New dates 
Due to unforeseen circumstances the organisers of the 1981 IFA 
Congress in West Berlin had to change the earlier announced 
dates. The Congress will now be held from September 21 through 
25, 1981. 
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TAXATION AND 
ECONOMIC BEHAVIOR: 
A Review of Recent Literature 
By Nizar Jetha * 

Empirical research, including econometric, is indis- 
pensable for assessing economic effects of taxation. 
Theory is frequently inconclusive, and at best, can only 
identify the relevant factors, whose relative strengths 
must then‘ be determined by other methods. Empirical 
research has formed an integral part of recent develop- 
ments in public finance. This paper reviews some recent 
research on the effects of taxation on labor supply, 
saving and risk taking. The emphasis will be on the kind 
of questions that are being asked and the tentative 
conclusions that have emerged rather than on theoretical 
underpinnings of hypotheses and problems of statistical 
methodology. 1 All evidence considered here relates to 
the United States. 

SUPPLY OF LABOR 
Theory provides a clear-cut framework for studying the 
effect of a change in wage rate on labor supply. Consider 
a reduction in the wage rate. This would make leisure 
more attractive in relation to work, thereby inducing 
an individual to increase his consumption of leisure 
(or equivalently, to reduce his supply of labor). On 
the other hand, the loss of income due to lower wages 
would induce the individual to reduce the consumption 
of leisure (or equivalently, to increase his supply of 
labor). ~These effects are known as substitution and 
income effects, respectively. The former captures, in 
the present context, the response of labor s'upply to a 
change in relative prices (wage rate) with utility (or 
income) held constant, while the latter captures the 
response to a change in income with relative prices 
held constant. The total effect of a change in wage 
rate on labor supply will be given by the sum of sub- 
stitution and income effects. The former will be positive 
since a change in wage rate (with income constant) 
will induce a change in labor supply in the same direction; 
the latter will normally be negative since a change in 
income (with wage rate constant) will tend to induce 
a change in labor supply in the opposite direction. The 
total effect would, therefore, depend on the relative 
strengths of a positive substitution effect and a negative 
income effect. 
Empirical studies express total and substitution effects 
in the form of elasticities. The total (uncompensated) 
elasticity is derived from the total effect while the 
substitution (compensated) elasticity is derived from 
the substitution effect. 2 Assessment of the supply 
responses of factors to changes in their rewards, which 
is the subject of this paper, requires knowledge of un- 
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compensated elasticities. However, in Other problems 
in public finance, such as those concerned with the 
welfare implications of distortions in resource a1- 
location, the relevant elasticity is the compensated 
elasticity since economic efficiency is a function solely 
of relative prices. 
In practice, it has proved difficult to disentangle income 
and substitution effects. One of the first studies that 
tried to do this is by Kosters. 3 The study included an 
analysis of the effects of wage rates on the labor sup— 
plied by married males aged 50-64 years. The labor 
supply was defined alternately as the number of hours 
worked per week and year. An equation that gave right 
signs for all coefficients implied an uncompensated wage 
rate elasticity of -0.09 and a compensated wage rate 
elasticity of +0.04. The total elasticity is relatively low, 
but its negative sign suggests a backward sloping supply 
curve of labor ( that is, hours of work vary inversely 
with the wage rate). This finding has been frequently 
confirmed for males. It should be stressed, however, 
that the study did not explicity allow for the effects 

_ 
of taxation. v 

Since married women often work primarily to supple- 
ment family income and since the marginal tax rates 
applied to their earnings depend on their husbands’ 
earnings, tax considerations can be expected to be an 
important determinant of the labor supplied by married women. To test whether the number of hours worked 

* Economist, International Bank for Reconstruction and 
Development, Washington, D.C. 
1. Two excellent surveys on the économic effects of taxation, 
but of a different kind from the present one, will be found in 
George F. Break, “The Incidence and Economic Effects of 
Taxation” in A. Blinder et al., The Economics ofPublic Finance 
(The Brookings Institution, 1974), and Michael J. Boskin, “On 
Some Recent Econometric Research in Public Finance, ” American 
Economic Review, May 1976. 
2. The effect of a change in wage rate on labor supply can be re- 
presented mathematically as follows: 

Qliz .E + L 3_L 

3W 3W utility =constant BY 
where L = labor supply, W = wage rate and Y. ’= income. The 
expression on the left is the total effect, and the first and second 
terms on the right represent substitution and income effects, 
respectively. Multiplying both sides of the above equation by 
W/L gives 

2*! 22a = E LL. + w 93 
L 3W L 3W utility = constant BY 
where the expression on the left represents the uncompensated 
‘elasticity of labor supply and the first term on the right the com- 
pensated elasticity of labor supply. For a general derivation of 
income and substitution effects and their interpyetation, see 
James M. Henderson and Richard E. Quandt, Microeconomic 
Theory: A Mathematical Approach (Second Edition, McGraw- 
Hill, 1971). 
3. Marvin Kosters, “Effects of an Income Tax on Labor Supply,” 
in A. Harberger and M. Bailey (eds.), The Taxation of Income 
from Capital (The Brookings Institution, 1969). 
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by Women depend on gross or net of tax wages, Rosen 4 
~ estimated the following model:

' 

' n 
HOURSj = A1 (1 — ptj) WAGEj + __z BiXij 

1:1 

where HOURSj = the jth married woman’s hours of 
work, WAGEj = her gross wage, tj = her marginal‘tax 
rate, Xij = all other relevant factors (e.g. number of 
young children, ‘other family income, etc.) and p = a 
parameter of tax perception. It is clear that p = 0 
would imply that individuals react to gross wages, 
whereas p = 1 would imply that they react to net wages’. An estimate of p of close to 1 was found, suggesting 
that the tax structure does indeed have an effect on the 
labor supply of married women. The results of the study 
imply an elasticity of supply for married women (working 
half time) of between 1.3 and 1.9. 5 

Evidence of a different kind concerning the impact of 
taxation on work effort has come from negative income 
tax experiments. One of the first such experiments 
was carried out in New Jersey. 5 The experiment involved 
payments of income subsidies (ranging from 50-125 
percent of poverty line) to low-income families, and the 
imposition of tax rates .of 30—70 percent on the other 
income of those families. Since the working poor 
simultaneously faced higher marginal tax rates (lower 
net wages) and an income subsidy, both substitution 
and income effects could be expected to reduce the am- 
ount of work supplied. A substantial decline in the labor 
supply of the participants was, therefore, expected. The 
evidence, however, did not bear this out; there was 
only a small (five to six percent) reduction in average 
hours worked by the. male heads of families who re- 
ceived negative income tax payments. 
Thus, contrary to popular notions which attribute to 
taxation substantial disincentives to work, empirical 
evidence is often inconclusive or reveals only modest 
disincentive effects (for males). While taxpayers will 
tend to exaggerate the impact of taxation, part of the 
discrepancy between the taxpayers’ perceptions and 
empirical evidence may be due to the difficulties of 
capturing the complexity of the process of work 
decisions within a family in a model, and of measuring 
the supply of labor. The latter needs some elaboration. 
Measuring labor supply by the number of hours worked, 
either weekly or annually, may not reveal much about 
the disincentive effects of taxation where institutional 
factors preclude the variation in work hours by a large 
proportion of the labor force. In such a situation, the 
disincentive effects are likely to be reflected in reduced 
intensity of work, lesser willingness to change jobs and 
other kinds of work behavior. Empirical studies may 
have, therefore, seriously underestimated the effects 
of taxation on work effort by concentrating on the 
hours worked. Quantification of the other ways in 
which disincentives may manifest themselves is, however, 
easier said than done. 

SUPPLY OF SAVING 
Theory cannot tell us even the sign of the substitution 
effect where the response of saving to a change in the 
rate of interest is concerned. All that the theory predicts 
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is that an increase in the rate of interest (that is, adecline 
in the price of future consumption in terms of the pre- 
sent consumption forgone) would induce an individual 
to demand a higher quantity of future consumption. But 
current saving is the expenditure on future consumption. 
This need not necessarily increase when the price at 
which future consumption may be purchased declines, 
since a higher quantity of future consumption may 
now be purchased with the previous level of saving. 7 

The View that interest rates have little, if any, effect 
on private (personal plus corporate) saving is widely 
held. The historical stability of the gross private saving 
rate (GPSR), 8 definedv'asgross private saving as a pro- 
portion of GNP, 9 and the failure of most studies to 
find a significant interest elasticity of saving are re- 
sponsible for this view. The absence of a trend in the 
GPSR has become known as “Denison’s Law” and has 
been given various behavioral interpretations. 
Among the first studies to find a substantial interest 
elasticity of private saving is the. one by Wright.v10_ 
Working with consumption, rather than directly with 
saving, the study estimated a consumption function of 
theform‘ C=a+bY+cW+dr 
where C = consumption, Y =‘ expected income'll 
W = net worth and r = net of tax return on corporate 
.bonds.12 The consumption, .income and net worth 
variables are defined in per capita terms to allow for 
the effect of population growth. The study found in- 
terest elasticities of saving 13 ranging from 0.18 to 
0.27. 14 

4. H; Rosen, “Tax Illusion and the Labor Supply of Married 
Women, ” The Review of Economics and Statistics, May 1976. 
5. The study is based on a sample in which a large proportion 
of women were not part of the labor force. Furthermore, the 
particular statistical specification used implies that the number of 
hours worked does not affect the hourly wage rate. These con- 
siderations need to be borne in mind in interpreting the results. 
6. Joseph A. Pechman and P. Michael Timpane (eds.), Work 
Incentives and Income Guarantees, The New Jersey Negative 
Income Tax Experiment (The Brookings Institution, 1975). 
7. Martin Feldstein, “The'Rate of Return, Taxation and Personal 
Savings,” The Economic Journal, September 1978. 
8. Paul David “and John L. Scadding, “Private Saving: Ultra- 
rationality, Aggregation and ‘Denison’s Law ”’, Journal ofPolitical 
Economy, March/April 1974. . _ 

9. In this' connection, saving is defined as gross private saving 
plus consumer expenditure on durables; and GNP correspondingly 
includes imputed annual income from consumer durables. 
10. Colin Wright, “Saving and the Rate of Interest,” in A. 
Harberger and M. Bailey (eds.), Taxation of Income from Capital 
(The Brookings Institution, 1969). 
11. Expected income is normally derived as a function of past 
incomes.

> 

12. Difficulties associated with the choice of an appropriate rate 
of return on capital will not be considered here. 
13. The national accounting identity, C = Y—S, where C = con- 
sumption, Y = income and S = saving, implies that BS 

Br Br 
The interest elasticity of saving, 1' BS, can, therefore, be derived 

S at 
from BC, the estimated coefficient of r in the consumption 

31‘ 

function. 
14. These appear to be compensated elasticities. 
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In an important recent contribution, Boskin has criticized 
behavioral interpretations of Denison’s law and has 
extended Wright’s research. 15 Expressing GPSR as: 

GPS _ GPS DPI GSPR = - X GNP DPI GNP
~ ~ 

where GPS = gross private saving and DPI = disposable 
private income, he notes that since DPI/GNP has fallen 
substantially due to growth of taxation, the constancy 
in GPSR must be due to a substantial increase in gross 
private saving out of disposable pn'vate income. Taking 
account of this observation, his direct test of the re- 
sponsiveness of saving to the rate of interest consists 
of estimation of functions of the form: 

1nCt=a+b lnDPIt+c lnDPIt—1+ 
d 1nWt—1+eat+t 

where Ct = per capita private consumption, DPIt = per 
capita private disposable income, Wt = per capita wealth 
at the end of period t, Ut = the rate of unemployment, 
Rt = the real after-tax return on capital, and In re- 
presents natural logarithms. This study finds an elasticity 
(uncompensated) of private saving with respect to the 
real net of tax rate of interest of 0.4, which is much 
higher than previous estimates. An elasticity of this 
magnitude is significant for policy purposes since it 
implies, for instance, that an increase in the real after- 
tax return from 4 percent to 5 percent could be ex- 
pected to raise the gross private saving rate from 20 
percent to 22 percent. 
Although Boskin’s work deals with taxation and in- 
flation more carefully than previous studies, criticism 
of his work has centered on his derivation of the ex- 
pected real after-tax rate of return. 16 This is not 
altogether surprising in view of the difficulties of 
specifying expectations concerning (interest rates and 
inflation in a completely satisfactory way. While Boskin’s 
results remain controversial, his work has prompted 
further research on the relationship between private 
saving and rate of interest. 
A sizable proportion of private saving takes the form of 
corporate retained earnings, contributions to pension 
schemes and private housing. The high degree of ag- 
gregation involved in studies of .total private saving 
results in a neglect of institutional factors affecting the 
composition of saving. The aggregative consumption 
and saving functions also mask the interrelationship 
between different forms of private saving. The relation- 
ship between corporate and private savings is particularly 
important because the tax structure provides sub- 
stantial encouragement to the retention of corporate 
earnings. Does the higher corporate saving induced by 
tax incentives raise the rate of private saving or is it 
offset by lower personal saving? A similar question 
may be asked concerning social security. Do social 
security contributions raise overall saving or are they 
treated as a substitute for personal saving? Questions 
of this kind have received growing attention, but no 
unambiguous conclusions have so far emerged. 
Feldstein has examined the relationship between cor- 
porate and personal saving by postulating that real ac— 
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crued capital gains due to retained earnings are likely 
to be of ‘1 more permanent nature and consequently 
could be eXpected to exercise a stronger effect on con- 
sumption than those arising from a revaluation of ex- 
isting assets. 17 However, lacking separate data on these 
two components of real accrued gains, he estimated 
models of the following form: 
Ct=a+bYt+t—l+t+eREt 
where Ct, = consumption expenditure, Yt = disposable 
income, Wt = the stock of wealth at the end of period t, 
Gt = accrued capital gains and REt = retained earnings, 
all defined in per capita terms. With this specification, 
the coefficient of retained earnings represents the excess 
effect of retained earnings over capital gains in general. 
The coefficient of accrued gains was found to be small, 
but the marginal propensity to consume retained 
earnings (e) amounted to about two-thirds of the long- 
term marginal propensity to consume disposable income, 
implying that higher corporate saving will tend to be 
largely offset by lower personal saving, leaving private 
saving unchanged. 
This conclusion has been questioned in a recent paper 
by Bhatia. 18 Bhatia contends that Feldstein’s ag- 
gregative method of calculating accrued gains - that 
of deducting personal saving from changes in household 
wealth — gives unreliable figures. Instead, he derives 
accrued gains more directly by aggregating accrued 
gains on major household assets (corporate stock, 
nonfarm real estate and some farm assets). Using the 
series on accrued gains thus computed did. not give 
significant coefficients either for accrued gains or re-' 
tained earnings. This suggests that corporate saving has 
no effect on personal saving, except through expected 
capital gains which are treated as additions to their 
wealth by households. The effect of wealth on con- 
sumption tends to be relatively weak, however. 
Social security will have two countervailing effects on 
personal saving. The availability of benefits during 
retirement will tend to reduce private saving in the 
working years. At the same time, by encouraging early 
retirement, social security will‘ induce greater private 
saving since provision must be made for a longer re- 
tirement period. To determine the net effect of these 
tendencies on personal saving, Feldstein has employed 
a model similar to that used for assessing the relationship 
between corporate and personal saving. 19 The model is 
of the form: V 

15. Micheal J. Boskin, “Taxation, Saving and the Rate of In- 
terest,” Journal ofPolitical Economy, April 1979 (Part 2). 
16. E. Philip Howrey and Saul H. Hymans, “The Measurement 
and Determination of Loanable Funds Saving,” Brookings Papers 
on Economic Activity, 3:1978. 
17. Martin Feldstein, “Tax Incentives, Corporate Saving, and 
Capital Accumulation in the United States,” Journal of Public 
Economics, April 1973. 
18. Kul B. Bhatia, “Corporate Taxation, Retained Earnings and 
Capital Formation,”Joumal ofPublic Economics, February 1979. 
19. Martin Feldstein. “Social Security, Induced Retirement, and 
Aggregate Capital Accumulation,” Journal of Political Economy, 
September/October 1974, and “Social Security and Saving: The Extended Life Cycle Theory,” American Economic Review, May 1976. 
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Ct = a + bYt + t—l + dSSWt 
where Ct = consumption expenditure, Yt = disposable 
personal income, Wt = net worth at the end of period t, 
and SSWt = gross social seCurity wealth (“the present 
value in year t of the retirement benefits which cpuld 
eventually be claimed by all those who are either in the 
labor force or already retired in year t”). All variables 
are in per capita'terms. The main conclusion of the study 
is that social security reduces private saving by at leas_t 
30 percent. Feldstein has found further support for his 
conclusion from research based on cross-section data. 20 
Other studies have, however, found the effect of social 
security on personal saving to be much lower 21 or in- 
determinate. 22 

Should further research confirm Feldstein’s findings, its 
implications for the present social security arrangements 
would require careful consideration. Reduced private 
saving due to social security would be of no consequence 
if it were offset by increased public saving. In a funded 
social security scheme with an accumulated reserve fund, , 

a decline in private saving would be at least partially 
offset by an increase in public saving. However, in the 
pay-as—you—go social security system of the United States, 
where contributions are almost wholly paid out as 
benefits, lower private saving would not be compensated 
by higher public saving. A declihe in private saving 
would, therefore, reduce overall national savings. This 
possible effect is viewed with concern by those who 
believe that a higher rate of capital accumulation would 
be desirable. 

PORTFOLIO COMPOSITION 
The effect of taxation on risk taking is also theoretically 
inconclusive. A pioneering study of this subject showed 
that a proportional income tax on total income (in- 
cluding capital gains) would encourage greater risk taking 
(that is, a shift to a portfolio that is characterized by a 
higher expected yield as well as greater uncertainty con— 
cerning the realization of that yield) provided that 
capital losses could be fully offset against other in- 
come. 23 This conclusion was confirmed in a more 
modern theoretical framework based on expected 
utility. 24 The reason for this counter-intuitive result 
is that a proportional income tax reduces both yield and 
risk in the same proportion. In this situation, an in? 

dividual will wish to obtain the same combination of 
yield and risk as in the pre-tax situation but, to obtain 
that combination in the presence of the tax, the pro- 
portion of assets held in the risky asset would have to be 
increased. This analysis depends critically on the ex- 
istence of a riskless asset with no yield, a requirement 
that will not be fulfilled in a world of uncertain in- 
flation rates. Later work has shown, however, that no 
statement concerning the impact of taxation on risk 
taking can be made in a completely general frame- 
work. 25 To discover the effect of taxation on port- 
folio composition, one must, therefore, turn to empirical 
analyses. 
The first econometric study on the effect of taxation on 
portfolio composition was undertaken by Feldstein. 26 
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The study examined the influence of the tax structure 
on. the holdings of financial assets such as common 
stock, preferred stock, municipal bonds, savings bonds, 
other bonds and bank accounts. Utilizing household 
data, Feldstein estimated functions of the form: 

Pji = f (tax class, wealth class, age, sex, 
human capital/nonhuman capital) 

Where Pji = proportion of the ith individual’s portfolio 
held in assets of type j. The study’s most striking con- 
clusion is that the proportion of portfolio held in 
common stock increases substantially with marginal 
tax rates (and income). The share of common stock in 
the portfolio was found to increase by over 30 percent 
from the lowest tax bracket to the highest. 
The effect of taxation on relative net yieldsrrealized on 
different assets by each individual provides the main 
explanation for this result. While all individuals will 
receive identical gross yields, the relative net yields 
received by different individuals will vary due to dif- 
ferences in marginal tax rates and special features of the 
tax system. The main stimulus to the demand for equities 
comes from the fact that, largely due to the preferential 
treatment of capital gains, relative net yields on com- 
mon stock increase with income. Thus, the strong positive 
association between high tax rates and holdings of com- 
mon stock, while suggestive, does not imply that high 
marginal rates of tax per se encourage investment in 
common stock and other risky assets. Further research 
to clarify the relationship between taxation and risk 
taking is clearly needed. 
In another article, Feldstein and Yitzhaki have examined 
the effect of capital gains tax on sales of common 
stock. 27 Two types of transactions are distinguished: 
“switching”, where sales of common stock are followed 

20. Martin Feldstein, “Social Security and Private Savings: Inter- 
national Evidence in an Extendgd Life-Cycle Model,” in Martin 
Feldstein and Robert P. Inman (eds.), The Economics of Public 
Services (Macmillan, 1977), and Martin Feldstein and Anthony 
Pellechio, “Social Security and Household Wealth Accumulation: 
New Macroeconometric Evidence,” Review of Economics and 
Statistics, August 1979. 
21. Alicia H. Munnell, The Future of Social Security (The 
Brookings Institution, 1977). 
22. Robert J. Barro, The Impact of Social Security on Private 
Saving (American Enterprise Institute, Washington, D.C., 1978); 
Robert J. 33110 and Glenn M. MacDonald, “Social Security and 
Consumer Spending in an International Cross Section,” Journal 
of Public Economics, June 1979; and Louis Esposito, “Effect 
of Social Security on Saving: Review of Studies Using U.S. 
Time Series Data,” Social Security Buletin, May 1978. 
23. Evsey D. Domar and Richard A. Musgrave, “Proportional 
Income Taxation and Risk Taking”, Quarterly Journal of Eco- 
nomics, May 1944. ‘ 

24. J. Tobin, "Liquidity Preference as Behaviour Towards Risk,” 
Review of Economic Studies, February 1958. 
25. Martin Feldstein, “The Effects of Taxation on Risk Taking,” 
Journal ofPolitical Economy, September 1969. 
26. Martin Feldstein, “Personal Taxation and Portfolio Com- 
position: An Econometric Analysis, ”’ Econometrica, July 197.6. 
27. Martin Feldstein and Shlomo Yitzhaki, ‘The Effects of the 
Capital Gains Tax on the Selling and Switching of Common 
Stock,” Journal ofPublic Economics, February 1978. 
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by purchases of, different stock, and “net sales”, where 
proceeds from sales of common stock are not reinvested. 
Household data are utilized to explain the ratio of 
“switches” to the value of common stock holding, as 
follows: 

Value of switches of 
common stock f (capital gains tax rate, age, = value of stock holdings, in- 
Value of common come class) 
stockholding 

The results, based on a marginal rate of capital gains tax ' 

of 15 percent, suggest that “switches” would have been 
over three times larger (than they were) in the absence 
of the capital gains tax. The evidence, thus, supports the 
conjecture that the taxation of capital gains on a re- 
alization basis, by permitting the postponement of the 

tax until assets are sold, significantly discourages stock 
sales for the purpose of portfolio reallocation. As is to 
be expected, tax considerations were not found to be 
important in decisions concerning “net sales”. 

CONCLUDING REMARKS 
The inconclusiveness of many studies and the simplicity 
of statistical specifications stand out. As more data be- 
come available, hypotheses and econometric techniques 
of greater sophistication can .be expected to be utilized. 
Nonetheless, the recent studies, with their careful exam- 
ination of the old questions and formulation of new 
ones, are bound to influence the direction of future 
empirical research on the impact of taxation on eco- 
nomic behavior.~ 

United, States ~ Netherlands Antilles 
Revenue Ruling 80-4: Foreign tax credit 
A payment to the Netherlands Antilles pur- 
suant to the election described in Rev. Rul. 
65-16 is a payment made pursuant to a 
legal liability for purposes of Sec. 901(b) 
of the Code; Rev. Rul. 65-16 amplified. 
Issue. Is a payment to the Netherlands 
Antilles pursuant to the election described 
in Rev. Rul. 65-16, 1965-1 CB. 626, a 
payment made pursuant to a legal liability 
for purposes of the foreign tax credit pro- 
vided in section 901(b) of the Internal 
Revenue Code? 
Law. Rev. Rul. 65-16 holds that a Nether- 
lands Antilles corporation electing to be 
taxed under Article 8A of the National 
Ordinance on Profit Tax of 1940 of the 
Netherlands Antilles, as added by the 
National Ordinance of December 30, 
1963, may be entitled to the tax benefits 
that are accorded by Articles VII, VIII, 
and IX of the United States-Netherlands 
IncomeiTax Convention, 1950-1 CB. 92, 
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as extended to the Netherlands Antilles, 
1956-2 CB. 1116. 
Section 901(b) of the Code generally 
allows qualifying United States taxpayers 
to claim a foreign tax credit for the amount 
of any income taxes paid or accrued during 
the taxable year to any foreign country 
subject to certain limitations. 
Section 902(3) of the Code provides 
generally that domestic corporations own- 
ing at least 10 percent of the stock of a 
foreign corporation from which it receives 
dividends paid out of accumulated profits 
shall be deemed to have paid a certain 
portion of any creditable foreign income 
tax paid or deemed to have been paid by 
such foreign corporation on or with res- 
pect to such accumulated profits. 
For purposes of claiming a credit under 
section 901(b) of the Code for the pay- 
ment or accrual of an amount to a foreign 
government, such payment or accrual 
must constitute a tax liability to the 

foreign government. See Rev. Rul. 76-215, 
1976-1 CB. 194. Only the taxpayer 
liable for the tax may claim a credit under 
section 901 and only in the amount for 
which the taxpayer is liable. See Rev. Ruls. 
72-370, 1972-2 GB. 437 and 59-101, 
1959-1 CB. 189. When a credit is being 

.claimed pursuant to section 902(a) by a 
domestic parent corporation for amounts 
paid or accrued to a foreign government by 
its foreign subsidiary, such amounts must 
also constitute a tax liability to the foreign 
government. A payment of an amount to 
a foreign government that is not made 
pursuant to a legal tax liability could be 
a contribution to such government rather 
than a payment of a tax. See Rev. Rul. 
76-508, 1976-2 GB. 225. 
Holding. A payment to the Netherlands 
Antilles pursuant to the election described 
in Rev. Rul. 65-16 will be considered a 
payment made pursuant to a legal liability 
for purposes of the foreign tax credit 
provided in section 901(b) of the Code 
under the United States-Netherlands In- 
come Tax Convention as extended to the 
Netherlands Antilles. 
Effect on Other Revenue Rulings. Rev. 
Rul. 65-16 is amplified. 
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The tax measures which I am about to an- 
nounce are consistent with the medium- 
term strategy and the overall budgetary 
framework. They also take account of the 
changes in the balance of the economy 
which have come about over the last year. 

Many are made necessary only by the im- 
pact of inflation upon the tax system. One 
of the many reasons why we need to mas- 
ter inflation —- though not perhaps the 
most important - is that it would enable 
Chancellors to make much shorter Budget 
speeches. 

Three developments in particular have in- 
fluenced me: high pay settlements, high oil 
prices, and the high exchange rate. 

Together, these developments have swung 
the balance strongly in favour of consum- 
ers and against companies, in particular 
against those companies facing competition 
from overseas, whether in home or over- 
seas markets. 

Consumers have lost something as a result 
of the increase in oil prices. But the great 
majority have more than madeup for this 
by big pay increases and the benefit they 
have received from income tax cuts, the 
high exchange rate and lower prices for im- 
ported manufactures. 

In 1979, average personal after-tax incomes 
increased by 20 percent, while the profits 
of companies not engaged in North Sea 
operations fell by over 5 percent in money 
terms, and of course by much more in real 
terms. 

In deciding the balance of my tax changes, 
I see a stronger case for reducing the real 
burdens on companies and small businesses 
than on private individuals. 

Of course, not all companies have lost out. 
The oil companies are making large wind- 
fall profits. The banks are gaining from 
high interest rates. Some of these are in a 
position to contribute more by ways of 
taxation. 

The financial position of most sections of 

The tax measures relate to: 

UNITED KINGDOM BUDGET I980 
New Medium-term Strategy 

Extracts from the Budget Speech which was pronounced on March 26, 1980 by the Chancellor of the Exchequer, Sir Geoffrey Howe. 

high pay settlements_ .. 

business will be eased as interest rates come 
down. 

So far as tax changes are concerned, Ishall * 

concentrate the limited funds available to 
me on encouraging enterprise and on reliev- 
ing specific pressures which are particular- 
ly damaging or unfair. 

PETROLEUM REVENUE TAX UP 
The Government’s objective in taxing 
North Sea oil operations must be to strike 
a balance between the nation’s claim to a 
share in the profits from this national re- 
source, and the right of those engaged in 
the risky business of oil exploration and 
development to a fair return on their ef- 
forts. 

Since my last Budget, world oil prices have 
increased dramatically. North Sea oil 

prices, which follow world prices, have 
risen by more than half from about $20.70 
to some $33.75 a barrel. 

This substantial change has greatly favour- 
ed the oil companies. I propose, therefore, 
for chargeable periods ending on 30th June 
next and subsequent periods, to increase 
the rate of Petroleum Revenue Tax from 
60 percent to 70 percent. 

At the same time, I propose to rectify 
sbme anomalies in the PRT rules concern- 
ing transfers of North Sea interests be- 
tween oil companies, and the taxation of 
gas. These are changes which the industry 
has requested. 

I also propose to introduce special PRT 
provisions for fields which span the median 
line between the UK and the Norwegian 
Continental Shelves. 

I have one further proposal on Petroleum 
Reventle Tax. It relates to the collection of 
tax. The PRT structure gives companies 
very early relief for capital expenditure. 
This means that PRT is not collected until 
some bonsidemble time after a field has 
come on stream. 
The increases in oil prices have «greatly 
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high oil prices — high exchange rate. 

strengthened the industry’s cash position. 
I am satisfied that PRT payments can in 
future be made somewhat earlier. The Pe- 
troleum Revenue Tax Act, 1980, went 
some way in this direction. I now propose 
to go slightly further. We shall require com- 
panies which are liable to PRT for the 
chargeable period to June 30, 1981, to 
make at the beginning of March 1981 an 
advance payment for that chargeable peri- 
od at a rate of 15 percent based on 1980 
liabilities. 

Advance payments for later chargeable pe- 
riods will 'be made in the same way but not 
necessarily at the same rate. These advance 
payments will be offsettable against normal 
payments of PRT. 

In total the changes in oil company taxa- 
tion are expected to bring in an extra 
£535m, making a total of Petroleum Reve- 
nue Tax, Corporation Tax and royalties for 
1980-81 of rather over £4bn. We are thus 
ensuring that the nation as a whole se- 
cures a proper share of Ndrth Sea profits 
this year. 

North Sea oil adds to national income 
mainly through increased Government 
revenues and oil company profits. Though 
the sums of money are large, we must not 
exaggerate them. 

Even in the years of peak production later 
this decade, no more than 6 percent of 
GNP is expected to come from the North 
Sea,equivalent to perhaps two years of the 
kind of economic growth we achieved in 
the 19505 and 19605. 

This makes it all the more important that 
we should use the oil wisely, with an eye to 
our long-term economic interests. 

In particular, we should take the oppor- 
tunity offered by the growth of oil reve- 
nues to bring the level of public sector bor- 
rowing steadily down, and this is what our 
medium-term strategy envisages. 

BAN KS: WINDFALL PROFITS 
In recent weeks there has been a good deal 
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of comment about the profits declared by 
the clearing banks. Some represent a 
“windfall” to the banks, which arises from 
the combination of high interest rates and 
the fact that interest is not paid on current 
accounts. 

The windfall element is not a sign of enter- 
prise or efficiency, as the banks themselves 
recognise. But it is equally irrational to 
attribute these profits to some wickedness 
on the part of the banks. 

They' need the major part to strengthen 
their capital base, which would otherwise 
have been eroded by inflation. 

There could, of course, be a case in prin- 
ciple for a special tax related to the wind- 
fall element in these profits, and I shall be 
considering this further. However, it 
has nOt yet been established that such a tax 
is either practical or entirely desirable in 
today’s conditions. 

Leasing, in which the banks have been hea- 
vily involved, has grown rapidly in the past 
few years. Underlying this growth has been 
the 100 percent capital allowance, which 
leasing companies can claim on assets 
bought for leasing. 

The present rules apply to equipment leas- 
ed to UK industrial and commercial com- 
panies, which would qualify in their own 
right for these tax incentives if they were 
to purchase the equipment for themselves. 

I do not propose any changes in transac- 
tions of this kind. Leasing finance of this 
sort has become an important —— in many 
cases an essential - source of finance for 
investment in manufacturing industry. Un- 
der the present tax rules, however, these 
100 percent allowances apply to all leased 
equipment. 

Thus leasing effectively extends the bene- 
fits of tax incentives to certain users — 
such as overseas companies, certain public 
bodies in the U.K., and consumers — who 
would not qualify for tax incentives if they 
had purchased the equipment themselves. I 
propose to end these anomalies. 

As from June 1 expenditure on leasing in- 
volving these users will normally qualify 
only for 25 percent tax allowances. 

There will be transitional provisions for 
leased television sets. Though the extra re- 
venue in 1980-81 will be negligible, the sav- 
ing in a full year will be over £200m. 
These provisions will replace, from June 1, 
the stopgap provision for foreign leasing 
which I proposed on October 23, when an- 
nouncing the abolition of exchange con- 
trol. They will also include measures to end 
the growing abuse of leasing by individuals 
for tax avoidance purposes. ' 
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However the Motability Scheme for leasing 
cars to disabled people will continue to 
benefit from the existing provisions. 

COMPANY LIQUIDITY 
I have already referred to the difficult pro- - 

blems that many companies will be facing 
in the coming year, with great pressure on 
their liquidity. I have considered how far it 
would make sense for the Government to 
help them by major tax reductions. 

Such help could only be provided at the 
expense of much higher personal taxation 
or higher borrowing and thus higher in- 
terest rates. 

I believe that the greatest service which I 
can perform for business is to reduce the 
burden of financing the public sector and 
thus to get interest rates down. I have, 
therefore, given precedence to this objec- 
tive. 

However, there is, as I observed last June, 
a clear need to re-examine the corporate 
tax structure. I have already undertaken 
that there will be full consultations before 
changes are made. I understand that the 
accountancy profession will be publishing 
their new standard on current cost ac- 
counting later this month. We will, there- 
fore, publish a Green Paper later this year, 
reporting the results of our general review 
of the present corporation tax provisions. 

Meanwhile, I do not think that it would be 
right to change the rate of corporation tax 
or to make major changes in its structure. 
But I do propose one important conces- 
sion .to help companies which face a partic- 
ular difficulty. 

A number of businesses in manufacturing, 
and certain areas of distribution, are con- 
cerned about the recovery charges which 
they will face as a result of reductions in 
stock levels likely to arise either because of 
the general pressure on liquidity, or in 
some cases as a result of the steel strike. 

I propose, therefore, to allow a substantial 
part of the stock relief recovery charge 
consequent on a reduction of stocks to‘ be 
deferred for one year. 

This change will be subject to certain con- 
ditions dependent on the extent to which 
stocks are financed on trade credit. 

The new relief will be given for business ac- 
counts ending after 1979-80. The cost is 
estimated at £210m in 1980-81 and a 
further £125m in 1981-82. 

While further relief is justified in the cases 
to which I have referred, there is criticism 
that the present stock relief may confer an 

unjustifiable advantage in certain circum- 
stances. 

This is a complex matter on which detailed 
consultation will be needed, but my inten- 
tion is to legislate next year in respect of 
the tax payable generally on January 1, 
1982. This will give enough time for con- 
sultation. 

I propose another modest measure affect- 
ing business taxation. I intend to provide 
relief for redundancy payments in excess 
of the statutory minimum paid when a 
business stops trading. 

VAT, MINOR CHANGES ONLY 
I turn now from companies to my other 
proposals for finding extra revenue. I begin 
with the indirect taxes. 

Last June, I took an important step in im- 
plementing a change in the tax structure 
that everyone knew to be necessary. I 
carried out a substantial switch in the bal- 
ance of taxation from direct to indirect 
taxes. 

I do not intend to go further in that direc- 
tion this year. But I do intend to ensure 
that the real yield of indirect taxatioh is 
not eroded. Inflation can all too easily have 
that effect 

First, I shall deal with Value Added Tax. 
Without the extra revenue from last June’s 
Budget changes it would have been quite 
impossible this year for any Government to 
avoid either much larger cuts in public 
spending 01' big increases in income tax. 

This is the first year in which the full yield 
of the 15 percent rate will be available. The 
yield will be some £12,450m in 1980-81. 

I propose no change in the 15 percent 
standard rate of VAT. Iam, however, mak- 
ing a number of technical changes, to ease 
the administrative burdens borne by small 
businesses — about which I shall have more 
to say later. 

There have been signs that some large com- 
panies may have been delaying their VAT 
payments to the Exchequer. This must be 
corrected at the earliest opportunity. Cus- 
toms and Excise are already taking steps, 
with my approval and within the existing 
law, to reduce the attractions of delay. 

But more needs to be done. I shall, there- 
fore, be asking the House to raise the maxi- mum penalty for late payment. My propo- 
sal is that it should be expressed as a pro- 
portion of the tax at stake. 

In practice, this will raise the penalty for 
only the larger companies. For them the 
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existing maximum penalty, of £100 plus 
£10 a day is clearly inadequate. 

I also propose to remedy an anomaly in 
the coverage of VAT. Lubricating and cer- 
tain oils are currently zero-rated, without 
any real justification. We shall be laying an 
Order to charge them at the full rate from 
Thursday, May 1. This will yield an addi- 
tional £12m in 1980-81 and £17m in a full 
year. . 

7 

I want also to inform the House today of 
my decision on one of the options for staff 
savings in the Customs and Excise. Concern 
has been expressed by a number of my 
Hon. Friends and by representative busi- 
ness organisations at the possibility that we 
might withdraw the facility of monthly re- 
turns for those VAT traders who are en- 
titled to claim repayments. 

I have carefully considered representations 
about the effect on business cash flow, and 
I do not intend to pursue this option fur- 
ther. ' 

EXCISE DUTIES UP 

This year most of the additional revenue I 

need from the indirect taxes must come 
from excise duties. Because they are ap- 
plied to a physical quantity, the real value 
of their yield declines in times of infla- 
tion. A number of them have not been in- 
creased since early 1977 and many have 
been declining in real value over a much 
longer period. 

Accordingly, taking the duties as a whole, 
I am proposing increases which will re— 
flect the impact of the last year’s inflation 
and keep the real yield roughly constant. 

I start with the duties on alcoholic drinks 
and tobacco, which were last increased 
three years ago. I propose from midnight 
tonight to increase the duties on drinks by 
amounts which, including VAT, represent 
about 2p on the price of a typical pint of 
draught beer, 8p on a bottle of table wine 
and 50p on a bottle of whisky. 

The tobacco duty will be raised with 'effect 
from midnight on Friday. Including VAT, 
the increase will represent 5p on the price 
of a typical packet of 20 king-size ciga- 
rettes. 

There will be consequential increases for 
most other alcoholic drinks and tobacco 
products, but rather less than the full 
amount on pipe tobacco. 

The increases 6n alcoholic drinks will yield 
' £273m in 1980-81 and £288m in a full 

year. The tobacco increases will yield 
£180m in 1980-81 and £195m in a full 

year. 

Next, betting and gaming. I do not propose 
any changes in the general betting duty or 
the pool betting duty. But the Government 
has been persuaded by some of the criti- 

cisms of the present duty on casinos made 
by the Royal Commission on Gambling. 

This duty depends heavily on rateable 
value. It is not an equitable tax, and the 
more profitable casinos are seriously under- 
taxed. 

From October_ 1, therefore, the present 
duty will be replaced by one related more 
closely to the profitability of casinos, and 
designed to produce about two-and-a-half 
times as much revenue in a full year. 

At about the same time, the duty on bingo 
will be increased from 5 percent to 7.5 per- 
cent. Provision will also be made in the 
Finance Bill for restructuring the duty on 
gaming machines. 

We intend to remove the duty on penny 
machines, and propose to increase the reve- 
nue from the very profitable jackpot ma- 
chines usually found in clubs. These 
changes will yield £5m in 1980-81 and 
£20m in a full year. 

NO ABOLITION OF MOTOR VEHICLES 
TAXATION 
i turn now to Vehicle Excise Duty. Our 

proposals are summarised below. 

DIRECT TAXES: 
Personal income tax 

bands of tax. 

Corporation tax 

Petroleum revenue tax 

liability. 

Capital taxes 

Capital transfer tax 

Capital gains tax 

HIGHLIGHTS OF THE BUDGET PROPOSALS 1980/81 

This year’s Budget announced by the Chancellor of the Exchequer on March 
26, 1980 includes many proposals relating to all fields of taxation. The major 

Abolition of the 25 percent rate of tax and raising of thresholds for higher 

Raising of the main allowances by around 18 percent. 

The small company rate will fall from 42 to 40 percent. 

Ris‘e in the rate of PRT from 60 to 70 percent. 
An advance payment of the tax will be required for the chargeable period to 
June 30, 1981 in March 1981 at the rate of 15 percent of the previous year’s 

The review of capital taxes promised in last year’s Budget has been made but 
no drastic structural changes were proposed. 

The threshold for C'I'I‘ will be doubled to £50,000. 

The present £1000 exemption, progressively withdrawn above a certain 
amount, will be replaced by a straightforward £3000 allowance. 
The first £1500 of gains by trusts will be exempt. 
Relief will be provided on gains from the sale of a private residence used for 
residential letting. 

The double charge to tax on'lgifts — CTT and CGT — which may arise on the 
transfer of such gifts will be removed by allowing the CTT paid to be set off 
against any subsequent gain on the transfer. 
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predecessors announced their intention to 
abolish the duty on cars and other petrol- 
driven vehicles. They proposed to make 
good the revenue loss by increasing the tax 
on petrol. 

As the House will recollect, after carefully 
reviewing the arguments, we decided that 
this was not a sensible change to make. 

Even if the tax had gone, the need for a 
vehicle register would have remained. This 
is essential to the police and for vehicle 
control. So much of the form-filling would 
have continued unabated. 

We_ decided it was much better to keep the 
Vehicle Excise Duty, but to achieve staff 
savings by streamlining its administration, 
along the lines which my rt. hon. friend the 
Minister of Transport has already pro- 
posed. 

As part of this, he is announcing today that 
from October, four-monthly licences will 
be replacedby six-monthly licences. From 
August a stamp-saving scheme will be intro- 
duced to help motorists to budget for pay- 
ment of this tax. 

If the duty is to remain, we would be 
wrong to allow inflation to go on eroding 
its real value. Because of doubts about its 
future, the rates of this duty have remain- 
ed unchanged since 1977. 

I therefore make no apology for proposing 
increases in the duty on most vehicles of 
about 20 percent, and on the heaviest 
lorries of about 30 percent this year. As a 
result, the annual duty on cars will increase 
by £10 to £60. 

The larger increase on the heaviest lorries 
will reflect the high road costs which they 
impose on the community. These changes 
will produce an estimated additional yield 
of £240m a year, but will still leave the 
Vehicle Excise Duty lower in real terms 
than after the last increase in 1977. 

INCENTIVE FOR ELECTRIC VEHICLES 
I have one further small change to an- 
nounce in Vehicle Excise Duty. Electric 
vehicles at present play only a small part in 
road transport. But they are much cleaner 
and quieter than vehicles powered by in- 
ternal combustion engines, and they could 
bring big future energy savings. 

Because I want to encourage their further 
development, I propose to abolish Vehicle 
Excise Duty on them. The cost in 1980-81 
will be less than £2m. 

In my Budget last June, Istated that there 
was a continuing case for measures that 
would help us to conserve oil. 
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PETROL AND OTHER MOTOR FUELS 
The price of petrol in the UK. remains 
well below that in any other EEC country. 
If we are to ensure that our oil resources 
are not wasted, a duty increase is justified 
this year. 

If we had decided, as the last Government 
had in mind, to replace VED progressively 
by higher petrol taxation, I should have 
been obliged to consider increasing the 
price of petrol by at least 20p a gallon. 
That would have been necessary simply to 
replace the revenue formerly provided by 
VED. 

To match the VED increase I have an- 
nounced would have taken the figure to 
24p a gallon — and higher still, if the pre- 
sent petrol duty were itself maintained in 
real terms. 

Since we are retaining the VED, such large 
increases are not needed. Instead, I shall be 
increasing the duty on petrol, from 6 pm 
tonight by the equivalent, including VAT, 
of 10p a gallon. 

For the last three years the rate of duty on 
derv has been higher than that on petrol. I 
have decided that we can no longer justify 
this differential, which has borne heavily 
on commercial and industrial users. 

Taking account of VAT, the increase in the 
duty on derv will be about 4p a gallon. 
This will mean that once again the duties 
on petrol and derv are the same. 

These increases will yield an additional 
£450m from petrol and £55m from derv in 
1980-81, and in a full year. 

I also propose to raise the duty on heavy 
oil, other than derv, by about 0.5p a gallon 
from 6 pm tonight. This will yield an ad- 
ditional £50m in 1980-81 and in a full 
year. 

I have decided not to increase the duty on 
burning oil and on domestic paraffin, 
which are the oils most commonly used in 
the home. 

These VAT and excise duty changes will 
raise additional revenue of £1,260m in 
1980-81 and £1,305m in a full year. They 
do not imply any real increase in indirect 
taxes as compared with 1979-80. 

The immediate impact effect on the RPI 
will be just over 1 percent, but in the 
longer run these excise duty changes, by 
contributing to the reduction of the budget 
deficit, will help to ensure that inflation is 
brought down and stays down. 
As I have explained, I do not believe I 
should be justified in allowing the real 

costs of motoring and road transport to 
fall, simply as a result of inflation. 

But if it is right in principle for road users 
to face a constant fiscal burden, it would 
not be fair to disregard the increasing un- 
reality of the income tax charge levied on 
those who are partly sheltered from rising 
costs because they have a company car 
available for private use. 

The scales of benefit charged to income tax 
have been allowed to fall well behind any 
reasonable measure of true values. The pre- 
sent figures barely cover the current cost 
of tax, insurance and maintenance. 

This is unfair to individuals who. have to 
bear the full cost of car ownership, not to 
mention those who cannot afford to run 
a car at all. 

I propose, therefore, to increase by some 
20 percent the scale figures which are used 
for measuring the benefit of a company 
car for tax purposes. This change will be 
effective from April 1981. 

At the same time, there will be one modest 
relief. The qualifying annual mileage of 
business use above which a reduced rate of 
tax is charged should be reduced from 
25,000 to 18,000 miles a year. In the light 
of our widespread consultations last year, I 
believe these changes will generally be re- 
cognised as fair. 

I have also been considering whether I 
ought to take action to charge tax on the 
value of petrol provided by employers for 
private use by their employees. This would 
present severe administrative problems, 
both for employers and for the Inland 
Revenue. 

Even so, I shall feel bound to contemplate 
action next year if the provision of free pe- 
trol continues to spread at anything like its 
present rate. 

BENEFITS IN KIND 
As the burden of income tax is reduced, I 
would hope to see a decline in the provi- 
sion of benefits in kind. It is consistent 
with that view for me to impose a reason- 
able charge to income tax on benefits 
which do remain. 

In that spirit, I approach one area this year 
which has so far escaped the eye of my pre- 
decessors. I refer to the provision for em- 
ployees of items such as suits of clothing 
and television sets. I propose to double, 
from 10 percent to 20 percent, the pro- 
portion of the value of such objects taken 
as a measure of the annual taxable benefit. 
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And I shall impose an effective charge 
where the items concerned are subsequent- 
ly acquired by the employee for less than 
true value. I am also taking steps to in- 
crease from 9 percent to 15 percent the 
rate of interest used to measure the value 
of beneficial loans to employees and to 
raise to £200 the limit below which the be- 
nefit of such loans is not charged to tax. 

Fringe benefits are charged to tax only if 
the employee earns more than a certain 
amount, now £8,500. The case for abolish- 
ing this threshold has been pressed upon 
us. I have asked the Inland Revenue to con- 
sult employers and others about the admin- 
istrative problems that might be involved in 
such a change. 

INCOME TAX 
I now turn to my main proposals for in- 
come taX. The cuts Imade last year were 
an important start on reducing the oppres- 
sive burden of direct taxation. At every in- 
come level, taxpayers now retain a signi- 
ficantly larger share of their incomes, 
which they are free to spend or save as 
they choose. 

I intend to do more in the future. But at a 
time when output is falling and we are 
making further heavy cuts in public expen- 
diture, I cannot afford to protect income- 
taxpayers fully from the effects of infla- 
tion. This then must be a year of consoli- 
dation. 

At first sight that would suggest increases 
in the personal allowances which fall some 
way short of the rise in prices during 1979. 
But this would have a number of unde- 
sirable effects. 

It would lower the starting point of income 
tax in real terms compared with a year ago. 
It would increase the number of taxpayers. 
It would narrow the gap between tax thres- 
holds and the main social security benefits. 
And it would impose particularly heavy 
burdens on those with the smallest in- 
comes. All those effects would be most 
undesirable. 

INCREASE OF DEDUCTIONS 
COMPENSATED BY ABOLITION OF 
25 PERCENT RATE BAND 
Given the limited scope available, I have 
considered how to avoid these consequen- 
ces, I mean to do so by adopting an alter- 
native approach. I propose to increase the 
main income tax allowances by 18 percent 
or so, which is in line with the rise in prices 
and in conformity with the indexation re- 
quirement of the 1977 Finance Act. 

This will bring substantial relief to all tax- 

payers. But in order to afford this, I intend 
to remove the lower rate band of taxation, 
levied at 25 percent-on the first £750 of 
taxable income. 

This combination will protect the position 
of the very poorest taxpayers, whilst en- 
suring that basic rate taxpayers receive 
some, though not complete, protection 
from the rise in prices. 

The single allowance will thus be increased 
by £210 to £1,375 and the married allow- 
ance by £330 to £2,145. The correspond- 
ing allowances for people over 65 will go 
up by £280 to £1,820, and by £440 to 
£2,895. 

The income limit for the age allowance will 
go up to £5,900. Also, the additional per- 
sonal allowance, available mainly to single 
parents, will go up by.£120 to £770. The 
revenue cost of these increases in 1980-81 
will be some £1,800m, offset by a saving of 
£750m from ending the lower rate band. 

I cannot this year make any further reduc- 
tions in the income tax rates. So the basic 
rate ’will remain at 30 percent and the 
higher rates will also remain unchanged. 

The case for the lower rate band was never 
at all clear. The 25 percent rate was not the 
effective marginal rate for more than a 
small number of fulltime adult workers. 

For those on lower incomes an increase in 
the personal allowances would always have 
been more valuable than the lower rate 
band. And the existence of this lower rate 
band added significantly to the complexity 
of the tax system. 

Its disappearance will simplify and shorten 
the PAYE tables, and reduce the admin- 
istrative burden on employers and on the 
Inland Revenue, where there will be a valu- 
able staff saving of 1,300 posts. 

I am in no doubt that it is right, in' a year 
when difficult choices have to be made, to 
concentrate on raising the tax thresholds 
for everybody, as I have proposed, by 
about 18 percent. 

. I am also in no doubt that it is necessary to 
abate the tax reductions which follow from 
that change by the abolition of the lower 
rate band. 

Taken together, these changes are equiva- 
lent to an effective increase in tax reliefs of 
11 percent for a married couple and rather 
less than that for single taxpayers. 

The 18.75 percent rise in child benefit im- 
plies a broadly comparable annual rate of 
increase — about 11 percent - over its 

April, 1979, level. 
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Next, higher-rate taxpayers. Given the sub— 
statial impIOVements last year it would not 
be appropriate to give major relief to 
higher—rate taxpayers this year. 

However, our progressive income tax sys- 
tem operates in such a way that those who 
pay tax at higher rates experience sharply 
increasing tax burdens in times of inflation. 

In the ordinary course it would be right to 
increase the higher rate threshold and 
bands by the same proportion as the in- 
crease in personal allowances. That would 
imply 18 percent this year. 

But this year the improvements in personal 
allowances are partially offset by abolition 
of the lower rate band. That change will 
have only limited significance for those on 
higher incomes. So I have decided not to 
raise the higher rate thresholds fully in line 
with inflation, as I have done for the main 
personal allowances, but to put them up by 
only about 11 percent. 

That is, as I have explained, broadly equi- 
valent to the total net increase in tax reliefs 
which I have proposed for married couples 
paying tax at the basic rate.

' 

In money terms the threshold for the 
higher rates will be raised to £11,250 and 
the threshold to the top rate of 60 percent 
to £27,750. There will be corresponding 
increases at the intervening points. 

So far from making the rich richer, these 
restricted improvements will result in an in- 
crease in the real burden of income tax for 
the higher rate taxpayer. 

The cost of increasing the higher rate thres- 
holds is £100m in 1980-81 compared with 
a cost of £140m if they had been fully in- 
dexed. 

I am also limiting this year’s increase in the 
threshold to the investment income sur- 
charge to 10 percent, that is to £5,500. 
However, with a view to consistent treat- 
ment in future years, I shall include provi- 
sions in the Finance Bill which should en- 
sure, with effect from next year, that the 
higher rate threshold and bands, together 
with the investment income surcharge 
threshold, are covered by indexing legisla- 
tion in the same way as the main personal 
allowances. 

For the typical married couple with two 
children the net effect of my Budget 
changes will be to increase their weekly in- 
come by £2.68 per week from November. 
For a single man with the same earnings 
the increase will be 49p per week. 

The income tax changes I am proposing 
will be given effect when new tax tables 
have been printed and distributed. They 
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will be made together and Will produce a 
net increase in take-home pay on the first 
pay day after May 31. 

AWARDS 
I am proposing two other small income tax 
changes which have long merited action. 

I propose to exempt from tax the pay- 
ments made to holders of certain gallan- 
try awards, such as the Distinguished Con- 
duct Medal and the Conspicuous Gallan- 
try Medal. These will in future be treated 
in the same way as annuities payable to 
holders of the Victoria Cross and George 
Cross. 

I went also to do something more for 
widows in the difficult time immediately 
following bereavement. I therefore propose 
to increase the present single allowance 
which widows receive for the tax year in 
which they are bereaved. 

The addition for that year will, at its maxi- 
mum, bring the single allowance for wi- 
dows up to the level of the married allow- 
ance. 

We have also been reviewing the treatment 
for tax purposes of husband and wife. This 
is a complex and important subject. I am 
grateful in particular to the Equal Oppor- 
tunities Commission for the light which 
their publications have shed on this aspect 
of sex discrimination. 

It is easier to define the problems than to 
find the answers. Certainly, radical changes 
should not be made in haste. I propose, 
therefore, to issue later'this year a Green 
Paper on this subject. I hope that it will 
stimulate further constructive debate, lead- 
ing us ultimately to acceptable solutions. 

Although, as I have just explained, this is 
not a year in which sweeping reductions of 
income tax are possible, that need not pre- 
vent us making sensible reforms in the tax 
system wherever the opportunity offers. 

I have frequently drawn attention to the 
extent to which the tax system has woven 
itself ,deeply into the fabric of national life. 
Tax has been piled upon tax, often with 
little regard for their interaction. The 
accidental effects of this tax onslaught have 
often been as damaging as the direct.con- 
sequences. 

HOUSING 

My first proposal is designed to" help first- 
time buyers in particular. 

I have received representations from many 
quarters about the burden of stamp duty 
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on house purchasers. Difficulty in acquir- 
ing a new home restricts the mobility of 
labour. Those at the lower end of the mar- 
ket —- mainly young couples — particular- 
ly deserve help. 

I do not think these considerations justify 
us in making, this year, an increase in the 
mortgage interest relief ceiling, which I 
propose to maintain at £25,000. But I do 
think it would be right to raise the starting 
point for stamp duty on transfers of pro- 
perty by £5,000 to £20,000. 

The limits for reduced rate bands will be 
similarly increased, by £5,000, so that the 
full 2 percent rate will now be reached at 
£35,000. This will cost £75m in 1980-81, 
and £85m in a full year. 
Too many homes are underoccupied, or 
even standing empty. This is often a direct, 
even if unintended, result of rent control: 
sometimes it is a consequence of planning 
policies, which my rt. hon. friend the Se- 
cretary of State for the Environment is im- 
proving. 

There are also fiscal obstacles to the eco- 
nomic use of the available stock of pro- 
perty. One of those Iintend to deal with this 
year. I propose a new and additional relief 
from capital gains tax to help people who 
let part of their homes. 

At present these house-owners, when they 
come to sell, can find themselves unex- 
pectedly faced with a capital- gains tax 
charge. This change will encourage letting, 
and contribute to.the better use of the 
housing stock. 

Next, the national heritage. The House has. 
already passed a Bill to set up the National 
Heritage Fund. The Finance Bill will in- 
clude a provision to treat if for tax pur- 
poses as if it were a charity. 

The Fund will be set up with an initial 
amount of around £12m at its disposal. 
The Government will in future make an an- 
nual contribution to the Fund, including 
the amount needed for the continuation of 
the acceptance in lieu system. 

But we should also do more to make it 
possible, both today and in the future, for 
owners of historic houses to look after 
their properties on behalf of the nation as a 
whole. 

The last Government took a similar view 
and introduced provisions to assist owners 
to set up maintenance funds for the sup- 
port of their houses. But that scheme 
proved to be so restrictive that it has hard- 
ly been used. 

I intend therefore, to recast substantially 
the maintenance fund provisions. If we are 

going to adopt this method of encouraging 
the preservation of our heritage — and I be- 
lieve it is the right one — then it is only 
sensible to make it work. 

Our fresh proposals will apply to the main- 
tenance of buildings, historically associated 
contents, 'gardens, and land of historic, 
scenic and scientific interest. 

The overriding condition will, of course, be 
that the public should have reasonable 
access. These measures are intended to ce- 
ment a bargain between those who have to 
bear the cost of maintaining the National 
Heritage, and the people as a whole. 

CHARITIES 

The third way in which we aim to assist 
private action this year is by providing 
tangible Government support for the wide- 
spread and often unsung voluntary effort 
that goes on at every level of our national 
life. 

It is important to do all we can to help cha- 
rities and to stimulate private benefactors 
and helpers. A partnership between Gov- 
ernment and voluntary effort can be the 
best way of meeting many pressing social 
needs, particularly when State spending is 
having to be cut back. With this in mind, I 
have given careful consideration to the fis- 
cal recommendations of the Goodman 
Committee and of the National Council of 
Social Service. 

I propose to double — to £200,000 — the 
capital transfer tax exemption for bequests 
to charities; and to exempt wl'olly from 
development land tax all future disposals 
of land by charities. Income tax relief for 
payments to charities made under Deeds of 
Covenant, which has hitherto been limited 
to the basic rate of income tax, will be ex- 
tended to the higher rates subject to a ceil- 
ing of £3,000 a year. 

A minor stamp duty easement on Deeds 
will be made. And in response to represen- 
tations I am reducing the period for tax re- 
lief on Deeds of Covenant from seven years 
to four years. 

These measures, which will cost £30m in a 
full year, are designed to provide the right 
conditions for substantial growth in the 
important partnership between voluntary 
service and the community. 

EQUITY INVESTMENT 
Now I turn to an area where the tax sys- 
tem can be used to involve the individual 
more closely in the working of the econo- 
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my, I refer to proposals which will en- 
courage direct personal investment in the 
stocks and shares of British industry. 

In‘ the last 20 years the proportion of the 
equity of British companies held in direct 
individual ownership has been almost 
halved. This is a trend I should like to re- 
verse. 

It is generally agreed that share—ownership 
and profit-sharing can help in developing 
employees’ understanding of, and com- 
mitment to, business and industry. I be- 
lieve that share—ownership can also spread 
a wider understanding of the role for risk- 
taking and initiative in the economic sys- 
tem. 

I have two sets of proposals to make. 

First, I propose to make more generous the 
provisions which the last Government in— 
troduced two years ago to encourage pro- 
fit-sharing. 

In passing, 1 would note that those provi- 
sions were based upon proposals originally 
put forward by my rt. hon. friend, the 
Secretary _of State for Energy. They at- 
tracted all-party support. 

I propose to raise from £500 to £1,000 a 
year the value of shares allocated to any 
one employee which can qualify for tax 
relief; to reduce from five years to two the 
period after which employees can sell their 
shares; and to cut from 10 years to seven 
the period after which they can draw them 
out free of income tax. 

Second, I propose to reintroduce legisla- 
tion similar to that which Lord Barber in- 
troduced in 1973 enabling employees to be 
given options to buy shares in their com- 
panies without incurring liability to income 
tax. 

This scheme will have links, as in 1973, to 
a scheme for contractual savings. These 
measures will help to fulfil our promise to 
encourage employee share-ownership and 
provide the incentive to save and build up 
capital. 

There is one anomaly in the field of life 
insurance, which I propose to put right. 

The rate of life insurance relief used to be 
equivalent to half the basic rate of income 
tax. It has recently got out of line and I 
propose to restore the relationship by re- 
ducing it to 15 percent. 

Because of the practical problems posed 
for the life insurance industry, the change 
will not take effect until April 6 next year. 

Steps will also be taken to deny life assur- 
ance premium relief to certain short-term 

bondE. This change will take effect from 
today. 

Before Ileave discussion of the capital mar- 
kets I should add that I propose that 
traded options, which at present are 
anomalously treated as wasting assets for 
Capital Gains Tax purposes, shoilld in 
future be treated on the same basis as share 
warrants. 

I hope these measures will help to encour- 
age the wider direct ownership of shares, 
by altering the relative attractions of in- 
vestment through the institutions and 
through more direct means. 

I come now to a series of measures which 
are intended to increase the wealth-creating 
vitality of our economy. That means giving 
greater encouragement to the processes of 
economic change, and improving incentives 
to the enterprise sector. For the mainspring 
of economic vitality it is now widely 
agreed that we must look to private initia- 
tive, widely dispersed and properly reward- 
ed. Enterprise means jobs. 

TAXATION OF CAPITAL 
I start with capital taxation, which is wide- 
ly regarded, and rightly so, as a severe dis- 
couragement to those seeking to build up 
a business and pass it on to the next gene- 
ration. We have, as I promised last year, 
subjected capital taxation to a thorough re- 
view. 

Representations from a large number of 
bodies have confirmed that the damage 
done by these taxes in their present form is 
out of all proportion to their yield. There 
is, of course, a place for capital taxation, 
including in particular a charge on death. 
But change is needed. 

What I can do this year must be con- 
strained by our financial position. I am, 
therefore, proposing changes which will be 
of particular help to smaller businesses. 
This is an earnest [proof] of our determi- 
nation to make further progress when 
economic conditions permit. 

First, the march of inflation over the years 
has brought far too many estates into 
charge to the capital transfer tax. This is 
a particular burden on the small business, 
when it passes from one generation to an- 
other, whether on death or by lifetime - 

transfer. 

I propose therefore that the threshold for 
the capital transfer tax should be increased 
to £50,000. This will exempt from the tax 
at least two-thirds of the estates which 
would otherwise have been liable; and up 
to 400 feWer staff will be needed than if 
we had left the threshold unchanged. 
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A reduction in the scale of rates above the 
new threshold, however much it is needed, 
is not possible ,at the moment; nor are 
other changes I should like to have made. I 

am, however, making one or two minor 
changes designed to reduce administration. 

In the case of the capital gains tax, I am 
fully conscious of the impact inflation has 
had. It can rightly be argued that the tax 
often falls'on what are no more than paper 
gains. Proposals for indexation or tapering 
as a means of meeting this problem have 
been put forward on many occasions in the 
past. 

I have had both proposals re-examined but 
the conclusion to which I have come is that 
both would result in an unwelcome in- 
crease in the cost of administration — for 
taxpayers as well as the revenue — while re- 
ducing the yield of the tax to negligible 
proportions. 

I cannot, however, leave matters as they 
are, I propose, therefore, to replace the 
present £1,000 exemption — which is pro- 
gressively withdrawn above £5,000 — by a 
straight forward allowance of £3,000. 

This change, which will operate from April 
6, will remove from tax half the cases at 
present liable; and at a reasonable revenue 
cost, it will reduce staff requirements by 
300. 

As a corollary of this new proposal, there 
will be an exemption for the first £1,500 
of gains for trusts: and investment and unit 
trusts will now be exempted from the tax, 
although investors in such trusts will re- 
main liable if their own gains in the year 
exceed the new exemption limit. 

Finally, I propose to remove the present 
double charge on gifts, which arises from 
the overlap between Capital Transfer Tax 
and Capital Gains Tax, by providing :01]- 
over relief for the latter. This has been a 
particular source of grievance and one on 
which representations have been received 
from a large number of people. 

The cost of these changes in the Capital 
Transfer Tax will be £60m this coming 
year and twice as much in 1981-82. 

In the case of Capital Gains Tax, there will 
be no cost this coming year and a cost of 
£25m in 1981-82. These figures need to be ’ 

judged against the already rising yield of 
the capital taxes as a result of inflation. 

I- realise that these necessarily limited 
changes will fall short of what many people 
had hoped for. But Imust ask for patience 
in present circumstances. Meanwhile the 
benefit the present changes give to the 
small business should not be under-esti- 
mated. 
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Because of the 50 percent relief — which 
will remain, as will the comparable relief 
for agriculture — a person transferring a 
business worth £100,000 will pay no Capi- 
tal Transfer Tax, if there are no other 
assets. 

We would, of course, have liked to bring 
similar help to businesses of all siZes. My 
proposals do give some measure of relief to 
everybody, but this year most assistance 
goes to small businesses. As I have already 
indicated there have been extensive con- 
sultations on Capital Taxation before the 
Budget. We propose to continue this pro- 
cess. There are in particular certain speci- 
ialised areas such as settled property which 
require every detailed consideration. 

I now turn to another tax which can in- 
hibit development, the Development Land 
Tax. In my last Budget I reduced the rate 
of this tax to 60 percent and increased the 
exempt slice to £50,000. I then said there 
would be no further reduction in the rate 
and no early increase in the exempt slice. 
This remains the position. 

Representations have, however, been made 
to me from many quarters that the tax ih- 
hibits development because of uncertain- 
ty about the amount of tax chargeable 
which can normally only be ascertained 
once development starts. ’ 

It is important to remove obstacles of this 
kind if we are to make the best use of our 
resources. I propose to deal with this point 
and the necessary legislation will be added 
to the Finance Bill at an appropriate stage. 
There will also be a number of other de- 
tailed improvements. All these changes are 
designed to free the market and encourage 
development. 

Taxes are stifling independent enterprise 
in other ways too. 

SMALL BUSINESSES 
For many years the fashion both in Gov- 
ernment and in industry was to favour mer- 
gers and amalgamations. No doubt mergers 
have brought advantages in some cases. But 
it is now clear that the fashion for industri- 
al elephantism was greatly exaggerated. V 

I believe that there are wses where busi- 
nesses are grouped together inefficiently 
under a single company umbrella. They 
could, in practice, he run more dynamical- 
ly and effectively if they could be “de- 
merged” and allowed to pursue their own 
separate ways under independent manage- 
ment. 

The present tax rules can in practice effec- 
tively discourage demergers of this kind, by 
charging the assets of the “demerged” com- 
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pany to advance corporation tax and in- 
come tax as distributions. 

I propose to bring forward, during the 
passage of the Finance Bill, measures to 
ease the tax charge on distributions of this 
kind, subject to certain safeguards and 
where they are concerned solely with the 
genuine splitting off of independent trades 
within the corporate sector. 

My colleagues and I would welcome any 
views those outside Government might 
have on these proposals. It may be that 
further measures will turn out to be justi- 
fied. 

I now turn to measures specifically design- 
ed to improve the tax environment in 
which the small business lives and works. 

Any business, but particularly the new 
small business just starting up, needs some- 
where to operate. 

An imaginative and helpful new venture in 
recent years has been the development of 
estates of small industrial workshops for 
separate letting to small businesses. 

I propose to bring in a Small Workshops 
Scheme which will enable industrial build- 
ings allowances at the rate of 100 percent 
to be claimed on the construction of small 
industrial buildings. The scheme will run 
for three years, and will simplify the pre- 
sent administrative arrangements. 

I shall also make provision for industrial 
buildings allowance to be given on the con- 
struction of industrial buildings rather than 
on their first lettings. 

In addition to my own proposals, my right 
honourable friend the Secretary of State 
for the Environment intends to consult on 
relaxation of planning controls over 
changes of use as between light industry 
and warehousing for small units. 

My right honourable friend the Secretary 
of State for Industry intends to make £5m 
available to build 1,000 new nursery fac- 
tory units in assisted areas in co-operation 
with the private sector. 

New businesses and particularly new small 
businesses also need capital. Many people 
with capital to invest might be ready to 
back enterprising ventures if they knew 
that losses could be offset against taxed in- 
come, instead of only against capital gains. 

I propose that, through a new Venture 
Capital Scheme, losses on Equity investment 
in unquoted trading companies, incurred 
after April 5, 1980, may be set off against 
income. ‘ 

Next, I propose to relax the conditions for 

tax relief for interest paid on money bor- 
rowed for investment in, or lending to, a 
close company. The present rules require 
an investor to have worked for the greater 
part of his time in the company’s business. 
I propose to abolish that condition, and 
thus provide added incentive for outside in- 
vestment in small firms. 

Just as important as attracting new capital 
from the outside is the generation of new 
capital from the inside, in the form of pro- 
fits which are retained in the business. 

The' tax system has now contained for over 
50 years a series of provisions under which 
a “close” company may be required to 
justify the amount of profits which it 
wished to retain in the business, undis- 
tributed. - 

Following last year’s reduction in the rate 
of income tax, I now propose important 
changes including the abolition of the ap- 
portionment of trading income both of 
close trading companies and of members 
of trading groups. 

These changes will cut out a thicket of 
complex tax provisions, which are time- 
consuming for the small trading business, 
and a real impediment to growth. 

But if small companies are to generate the 
funds to finance their expansion, they must 
first earn profits and then they must be 
left with sufficient of those profits after 
payment of tax. 

Better profits must come through im- 
proved efficiency and greater productivity. 
That is a matterfor industry itself and not 
for Government. But Government can help 
by reducing the burden of tax. 

I propose therefore to cut the small compa- 
nies’ rate of corporation tax to 40 percent — that is no less than 12 points below the 
full rate of 52 percent — and at the same 
time to raise the qualifying limits to 
£70,000 for the 'full relief and £130,000 
for the marginal relief. 

My next proposal is designed to help the 
unincorporated small business. It is impor- 
tant that the self-employed should be able, 
with tax assistance, to make adequate pro- 
vision for their retirement. 

PENSIONS 

1 am therefore raising the limits on retire- 
ment annuity relief. The normal percentage 
of earnings qualifying for tax relief will go 
up from 15 percent to 17.5 percent, and' 
the ceiling on the premiums qualifying for 
relief will be abolished. 
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BUSINESS LOANS 
I also propose some minor measures affect- 
ing business taxation. Following consulta— 
tions with industry I propose that the 
costs of raising business loan finance 
should be allowed for tax purposes; relief 
will also be given for pre-trading expenses 
of a business provided these expenses 
would have been allowable if the business 
had been trading when they were incurred. 

Certain changes will also be made in the 
tax deduction scheme for the construction 
industry —- the 714 scheme — which will 
lighten the administrative burden of the 
scheme and change certain features which 
operate harshly. 

As the last element in my package to help 
small businesses, I am making certain 
Ichanges in the arrangements for VAT, in 
order to ease the administrative burden. 

I propose that from midnight the registra- 
tion threshold for VAT should be increased 
from £10,000 to £13,500. The de-registra- 
tion limit will also be increased from June 
1. At the same time I shall be increasing 
from £50 to £250 the relief from payment 
of tax on stocks and assets when a person 
de-registers. 

ENTERPRISE ZONES 
Despite the severe financial restrictions we 
are thus giving help to smaller businesses at 
many, many points where the system bears 
too hardly. Individually relatively few of 

the measures could bé described as of 
major importance; but taken together they 
represent a significant step forward in mak- 
ing this country one in which enterprise 
will be properly rewarded and thus flourish 
again. Together they will cost about 
£160m in a full year. 
Finally, I come to an idea that is intended 
to pioneer a new and more adventurous ap- 
proach to the whole question of industrial 
and commercial renewal. 

There are some parts of our economy, 
most notably in the older urban areas, 
where more and more public authority in- 
volvement seems to have led to less and less 
fruitful activity. 

The planning process has all to often allow- . 

ed, even caused, whole areas at the heart of 
some of our most populous cities to be laid 
to waste for years, even decades. 

Even when plans do finally come to be 
'made, the public purse is often unable to 
provide the funds, or the enterprise, to 
match the planners’ aspirations. And when 
private initiative might have been ready to 
stir, it has generally been stifled by rules 
and regulations - and by a tax system 
which pays no regard to these special pro- 
blems. 

Some hon. Members may recall that, in a 
speech made on the Isle of Dogs, a little 
less than two years ago, I put forward a 
proposal for trying to bring new life back 
to these areas of urban dereliction. 

The idea was not politically partisan. For 
my thinking had taken place in parallel 
with that of the distinguished Fabian, Pro- 
fessor Peter Hall. Quite independently, we 
had concluded that there was much to be 
said for the establishment in these man- 
made wildernesses of what I have called 
“Enterprise Zones”. 

I am, therefore, pleased 'to be able to an- 
nounce today action by the Government 
which will transform into reality the idea 
which I then put forward; 

We are proposing to establish, in the first 
instance, about half a dozen Enterprise 
Zones - with the intention that each of 
them should be developed with_as much 
freedom as possible for those who work 
there to make profits and to create jobs. 

Each will cover perhaps 500 acres. Within 
these Zones two major tax incentives will A 

be available; first, 100 percent capital al- 
lowances for both industrial and commer- 
cial buildings; and, second, complete relief 
from development land tax. 

But fiscal concessions are only part of what ‘ 

is needed. 

These Zones will, therefore, enjoy the fol- 
lowing additional benefits: 100 percent de- 
rating of industrial and commercial pro- 
perty; a drastically simplified planning 
scheme; exemption from the scope of in- 
dustrial training boards (with consequent 

‘ exemption from industrial training levies); 
accelerated handling of applications for 
warehousing free of customs duty; minimal 
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requests from Government for statistical 
information; and abolition of the remain- 
ing industrial development certificate pro- 
cedures;

’ 

I hope and believe that an imaginative ex- 
periment along these lines may‘ succeed 
where conventional policies have proved in- 
adequate. No one can doubt the need for 
change from present arrangements. 

In far too many of our towns and cities to- 
day, and for far too many businesses, par- 
ticularly small and new ones, the gap be- 
tween a productive idea and a foreseeable 
profit has widened into a chasm of red 
tape. And the same red tape all too often 
stands between a young school leaver and 
the prospect of a job. 

Even before this proposal had any official 
status at all, there has been no lack of in- 
terest in the idea. The Government will be 
consulting local authorities and other in- 
terests before decisions on individual areas 
are made. Fuller details will be found in 
the policy document, which is being issued 
this evening. There could not be a better 
time for making a fresh start of this kind. 

For in the decade that lies ahead. Britain 
has the opportunity of following a more 
hopeful path. We have ended the 1970s 
with a society that is becoming less toler- 
ant, because we live with an economy that 
has been growing no richer. The 19803 can 
be very different. ' 

The disappointments of the last decate 
spring from illusions that have persisted 
too long; the illusion that we can pay our- 
selves what we have not earned; the illusion . 

that governments may go on borrowing 
when they dare not tax; and, most foolish 
of all, the illusion that we can somehow 
strike our way to higher living standards. 

Married couples — income all earned 
Charge for 1979/80 Proposed charge for 1980/81 

Reduction in 
Percentage of Percentage of tax after 
total income total income proposed 

Incorhe Income tax taken in tax Income tax taken in tax changes 

2,000 46 2.3 
' O O 46 

2,500 171 6.8 106 4.3 65 
3,000 317 ‘ 10.6 256 8.5 61 
3,500 467 13.4 406 11.6 61 
4,000 617 15.4 556 13.9 61 
4,500 767 17.1 706 15.7 61 
5,000 917 18.4 856 17.1 61 
6,000 1,217 20.3 1 ,156 19.3 61 
7,000 1 ,517 21.7 1,456 20.8 61 
8,000 1,817 22.7 1,756 22.0 61 
9,000 2,117 23.5 2,056 22.8 61 
10,000 2,417 24.2 2,356 23.6 61 
12,000 3,036 25.3 2,956 24.6 80 
15,000 4,296 28.5 4,017 26.8 279 
20,000 6,704 33.5 6,302 31.5 '402 
25,000 9,364 37.5 8,833 353 531 
30,000 12,273 40.9 11,588 38.6 685 

Nothing will be easy in the years immedi- 
ately ahead. But beyond that the strategy 
offers hope of real success. 

It is a strategy for the defeat of inflation, 
by the re-establishment of monetary con- 
trol. It is a strategy for the restoration of 
prosperity, by the encouragement of enter- 
prise. 

Politics is not only the art of the possible, 
it is also the art of the necessary. The straJ 
tegy outlined in this Budget is designed to 
do what is necessary — and so lay founda- 
tions for the success which is well within 

the grasp of the British people. 

RESTORATION 0F PROSPERITY 
BY THE ENCOURAGEMENT OF 
ENTERPRISE 
The essential condition for success in the 
19805 is that we should turn our backs on 
those illusions that we should have the 
courage, over a period of years, to carry 
through the realistic policies to which there 
is no alternative. 

In this Budget I have tried to set those po- 
licies in a strategy for the medium term. 

ERRATUM 
In the box accompanying Mr. Paulo Kantor’s article “The 
Supplementary Income Tax (Imposto Suplementar de 
Renda) on Dividend Distributions” it was erroneously 
stated that corporations opting for consolidated returns 
are subject to a 32 percent rate of corporate income tax. 
This 32 percent rate was abolished by the Decree Law 
No. 1,648 of December 18, 1978. We wish to emphasize 
that the mistake was made by the Editors and that Mr. 
Kantor is not responsible for the contents of the box. 
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FIRST INDUSTRIAL 
ZONE IN CHINA 
ESTABLISHED’“ 

‘ Development of an area in Shekou district (SKIZ) 

The State Council of the People’s Republic of China re- 
cently authorized the China Merchants Steam Navigation 
Co., Ltd. of Hong Kong (hereinafter “CMSN”) to 
develop the Shekou district into an industrial zone. In 
the initial stage, the area comprises some 10,000 sq.ft.; 
the administrative supervision lies in the hands of 
Shenzhen City of Guandong Province. 
The major role to be played by CMSN is to attract 
foreign entrepreneurs, overseas Chinese as well as re» 
sidents of Hong Kong andtMacao to participate in joint 
ventures in the Shekou Industrial Zone. The main field 
of activity in that zone is to engage in manufacturing 
and processing commodities, the bulk of which is to 
be exported. The Joint Venture Law of the People’s 
Republic of China1 will govern these joint ventures. 
Also they must be incorporated and registered with the 
Administration Bureau of Industry and Commerce in 
Shenzhen, notwithstanding the fact that negotiations 
usually occur in Hong Kong. 
The CMSN has published an Investor’s Handbook entitled 
The Shekou Industrial Zone in Shenzhen. It deals with 
questions including geographical location, weather and 
climate, earth conditions, construction work and the 
particulars of joint ventures in SKIZ. Reproduced below 
are those,sections which relate to questions of location, 
investment and taxation. 
The sections dealing with taxation refer specifically to: 
(a) import tax; 
(b) export tax; and 
(c) Corporation Profit Tax. 
Apparently, the term import tax is used to combine the 
Industrial and Commercial Consolidated Tax and import 
duties: The Industrial and Commercial Consolidated Tax 
is basically a sales (turnover) tax which has, in certain 
respects, the features of an excise duty. The rates vary 
from 1.5 to 69 percent. The amount generally reflects 
the degree of necessity of a particular item to the eco- 
nomy and/or to the average consumer. No credit is 

given for tax previously paid, a sharp contrast with the 
value added tax found throughout European countries. 2 
The tariff for import duties is classified into 17 cate- 
gories which consist of 1864 items. The rates vary con- 
siderably and may approach 400 percent (e.g. tobacco). 3 

Export tax apparently also refers to the Industrial and 
Consolidated Tax but further includes export duties. 
Significantly, export duties are levied on a very limited 
number of items. 4 
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In any case, the International Bureau of Fiscal Docu- 
mentation was informed by the competent authority 
that “all supplies furnished to SKIZ ranging from 
equipment, construction materials, raw materials to 
daily necessities shall be imported free of tax and 
finished and semi—finished export products manu- 
factured in SKIZ shall be exported free of tax”. 

Corporation Profit Tax will be levied on a joint ven- 
ture’s income after a 3-5 year tax holiday. No details 
are yet known explaining whether provisions con- 
cerning the computation of profits, etc. will generally 
correspond with those applied for purposes of the 
Industrial and Commercial Income Tax, or whether 
new legislation will be promulgated in this field. 5 
Readers are kindly advised to follow developments as 
revealed in our publication TAX NEWS SERVICE. 
* The editors would like to express their sincere thanks to China 
Merchants Steam Navigation Co. Ltd. of Hong Kong (CMSN) for 
the permission to reproduce parts of its Investor’s Handbook The 
Shekou Industrial Zone in Shenzhen. 
1. For a detailed discussion of the Joint Venture Law of the 
People’s Republic of China and a reprint of the full text of that 
law in English, French and German, see the loose-leaf publication: 
TAXES AND INVESTMENT IN ASIA AND THE PACIFIC, 
Chapter on the People’s Republic of China, published by: Inter- 
national Bureau of Fiscal Documentation, Amsterdam. 
2. For a detailed discussion of the Industrial and Commercial 
Consolidated Tax including a complete list of tax rates, see the 
publication mentioned supra. 
3. For more details, see the publication mentioned supra. 
Furthermore, the Deutsche Handelsarchiv has published a com- 
plete list (in German) in its publication: DHA 1973 Heft 9 at 
1103 ff. ' 

4. Id. at 3. 
5. For a detailed discussion of the Industrial and Commercial 
Income Tax, see supra, note 1. 
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Geographical location 

“The Shekou Industrial Zone” (SKIZ) is located on the 
east coast of the Pearl River estuary, just to the west of 3 

the city of Shenzhen and embraced by the Deep Bay. 
SKIZ is in an advantageous location where sea and’land 
transportations are convenient - separated only by the 
water of the bay from Yuen Long and Lau Fau Shan of 
the New Territories; about 30 kilometres from Shenzhen 
and about 150 kilometres from Guangzhou by road; 
around 20 nautical miles from the Central of Hong Kong 
and around 80 nautical miles from Guangzhou by sea. 
The superiority of SKIZ in geographical location makes 
it an ideal place for foreign businessmen, overseas 
Chinese and compatriots from Hong Kong and Macao to 
make industrial investment. 

Particulars of joint ventures in SKIZ: 

1. Equity ratio: 
The partners of a joint venture shall make investments 
in cash according to their respective percentage of 
share-holding in the venture. Each partner’s investment 
shall in general not be less than 25 percent of the total 
inVestment. The exact proportion of share-holdings in 
a joint venture may be agreed upon'between the parties 
according to the particular line of business of the 
venture. Technological patents and equipment may 
be converted into cash as investment. 

2. Organization: 
A joint venture shall have a Board of Directors, a pre- 
sident and various department managers. The Chairman 
of the Board of Directors shall be appointed by CMSN; 
the Vice-Chairman, the President, the Vice-President 
as well as department managers shall be appointed 
through consultation by the participants. 
With regard to the _Memorandum & Articles of As— 
sociation of a joint venture, reference may be made 
to both Hong Kong and international conventional

I 

practices. ' 

3. Contract period: 
The contract period of a joint venture shall be deter- 
mined by the particular line of business of the venture. 
The average term is around 25 years. The period may be 

. extended upon expiration through agreement between 
the parties. Any application for such extension shall be 
made six months before the expiration of the contract. 

4. Land and land utility cost: 
The Real Estate Company of the Shekou Industrial 
Zone, a subsidiary of CMSN, has been authorized to 
plan and control the use of the land of the district. 
Joint ventures shall apply to the Real Estate Company 
of SKIZ for the use of land there and pay its utility 
in compliance with the rules concerned. 
The land utility cost is HK$2 to HK$4 per sq.ft. per year. 
5. Taxes: 
All supplies furnished to SKIZ ranging from equipment, 
construction materials, raw materials to daily necessities 
shall be exempted from import tax. 
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Finished and semi-finished export products shall be ex- 
empted from export tax. But taxes shall be levied on 
products for the domestic market in accordance with 
Customs’ regulations of the PRC.

. A joint venture shall qualify for a 3-5 year tax holiday 
from the date of its commissioning. From the 4th or 6th 
year on,'a 10 percent Corporation Profit Tax shall apply. 

6. Visa application:
. 

Foreign residents, overseas Chinese and compatriots 
from Hong Kong and Macao entering SKIZ by sea may 
have their passports or travel documents visaed at the 
wharf of the Zone. 
Compatriots from Hong Kong and Macao entering SKIZ 
by road via Shenzhen shall go through visa formalities 
in accordance with the usual practice. 
Foreign nationals, foreign nationals of Chinese descent 
and overseas Chinese entering SKIZ by road via Shenzhen Y 

may present their passports or travel documents two 
days in advance to the Planning and Development 
Division of CMSN, which will obtain the required visas 
for them. 
Those who wish to make a one day trip to the place 
shall be granted entry-exit Visas valid for one day; tech- 
nical and management personnel who have to frequent 
the Zone to perform their duties shall be granted 3 or 
6 month multiple entry-exit visas. 
7. Staff and workers: A joint venture shall present a list of manpower require- 
ment covering the numbers and qualifications of workers, 
technicians and administration personnel needed in the 
venture to the Labour Services Company of the Shekou 
Industrial Zone, which shall in turn recommend to the 
joint venture suitable candidates they could possibly 
find. . 

The joint venture has the right to scrutinize the can- 
didates. If the candidates prove to be satisfactory, em- 
ployment contracts shall be concluded between the joint 
venture and the Labour Services Company of the Shekou 
Industrial Zone. 
The joint venture also has the right to dismiss any workers 
or staff members who seriously violate the rules and 
regulations of the venture during the execution of the 
employment contracts. 

8. Salaries, wages and welfare funds: 
A joint venture shall pay the workers in Hong Kong 
dollars which shall be converted into Renminbi. The 
average wages for ordinary workers of a joint venture 
shall be higher than those for workers working in the 
same kind of enterprise of China and lower than those 
for workers working in the same kind of enterprise 
of Hong Kong. A joint venture shall appropriate a 
certain sum of money equivalent to 10 percent of the 
total amount of wages as welfare funds and medical 
benefits for the workers. A bonus shall be given to 
workers and staff members who have fulfilled or over- 
fulfilled their production quotas with products up to 
the standard both in quality and in quantity. 
The staff and workers of a joint venture in SKIZ shall 
enjoy the statute holidays, festivals and leave days with 
full pay in line with the laws of the People’s Republic 
of China. Staff and workers on sick leave shall get 
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their pay in accordanCe with the pertinent regulations 
of the PRC. 
Labour insurance for workers and staff members shall 
be effected with the insurance company in SKIZ by the 
joint venture. 
Salaries and benefits for senior technicians and manage- 
ment personnel shall be fixed separately. 
Salaries for technicians and management personnel from 
abroad as well as from Hong Kong shall also be fixed 
separately. The foreign and Hong Kong staff shall pay a 
certain sum of personal ,income tax. 

9. Foreign exchange control: 
Foreign currency shall be used in bookkeeping/accounts 
of the joint ventures in SKIZ. Every joint venture should 
submit to the General Administration of the Shekou 
Industrial Zone its quarterly balance sheets. Foreign 
exchange transactions shall be conducted at the banks 
in SKIZ. Foreign currencies can be freely remitted both 
inwards and outwards but through the banks in SKIZ 
only. 

10. Power and water supply: 
Power consumption in SKIZ shall be charged at the same 
rates as applied in Hong Kong for industrial electricity. 
Water consumption shall be charged by the unit (1,000 
gallons of water is calculated as one unit.) and at a rate 
20 percent lower than that applied in Hong Kong. 

11. Arbitration: 
In case of economic or legal disputes, the parties in- 
volved shall endeavour to settle them through friendly 
consultation. Should consultation be exhausted, the 
disputes may be settled through conciliation or arbi- 
tration by an artbitral body of China or through arbi- 
tration by an arbitral body agreed upon by the parties. 

For further information, please contact 

. Planning and Development Division, 
China Merchants Steam Navigation Co., Ltd., 
152-155 Connaught Rd., 0., 20/F, 
Hong Kong. 

' 

Tel: 5-434861 
Telex: 75326 CMSN HX 
Cable: “CHINAVCOR” ‘ 

Along with the development of China’s foreign economic and 
trade relations, inquiries from industrialists, businessmen as well 
as lawyers and practitioners abroad about the relevant legal 
matters are pouring in. At the Same time, requests of the parties 
concerned for consultation or for the recommendation of legal 
agent to act on their behalf in negotiation, conciliation, arbitra- 
tion or legal proceedings in respect of their economic, commercial 
and maritime disputes with their respective foreign or' Chinese 
counterparts are growing in number. In these circumstances, the 
China Council for the Promotion of International Trade has 
decided to set up a Legal Counsel Office which can deal with the 
following matters: 

1. To act as agent in litigation and arbitration cases having to do 
with economic, commercial and maritime disputes between 
foreign and Chinese counterparts, as entrusted by clients at 
home and abroad; 

2. _To assist in resolving economic, commercial and maritime 
disputes between foreign or Chinese counterparts, as en- 
trusted by clients at home and abroad; 

3. For consultation on questions relating to economic, com- 
mercial and maritime laws and practices. ' 

The Legal Counsel Office will charge reasonable fees for services 
in accordance with work done, efforts made and actual costs to 
be borne by the clients. 

Address: China Council for the Promotion of International 
Trade 
4, Taipingqiao Street, Beijing, China 
Attention: Legal Counsel Office 

Cab/e: COMTRADE, Beijing, China 
Attention: Legal Counsel Office 

Telex: 22315 CCPIT CN 
Attention: Legal Counsel Office’ 

CORRIGENDUM 
The country bordering the North and Mid-East of Ethiopia 
shown in the map on page 4 of the January issue of the 
Bulletin should read the Republic of Djibouti. Moreover, 
the administrative region of Ethiopia bordering Shoa, 
Hararge, Bale and Sidamo is Arsi. 
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The GATT/Multilateral Trade 
Negotiations - Principal Results

_ 

Contents 

|. Results which exceed appearances 
Protectionism and the "world crisis” 
held in check 

Ill. Protracted arid sometimes difficult nego~ 

GA TT. 

Information Note prepared by the Commission of the European Com- 'V- Lowered Customs tariffs 
munities (November 1979) on the occasion of the agreement given by 
the Council of Ministers on 20 November 1979 to the results of the 
Multilateral Trade Negotiations undertaken in the framework of the 

tiations 

V. Freer and more stable agricultural 
exchanges 

VI. Improved discipline and more ba- 
lanced development of international 
exchanges 

l. RESULTS WHICH EXCEED APPEARANCES 
The multilateral trade negotiations (MTN) — known as 
the “Tokyo Round” because the decision to initiate 
them had been taken in the Japanese capital in Septem- 
ber 1973 by 103 nations of the world — ended on April 
1979 with a general agreement on the essential points. 
Their goal was to reduce obstacles to trade in the world, 
‘and the most spectacular element is, to all appearanCes, 
the lowering of customs duties which will go into force 
at the beginning of 1980. 
Nevertheless, without wishing to minimize the im- 
portance of this aspect, the results of the MTN far 
exceed the simple fact that in the future, duties will be 
lowered; basically speaking: 
-- a new discipline in international exchanges has been 
instituted 
Between industrialized countries, customs duties — with 
the exception of “peaks” remaining in a few customs 
tariffs — had as obstacles to trade become almost 
secondary as compared to the regulations and restric- 
tions of customs valuations, of technical standards, 
subsidies, compensation rights, and protectionism in 
national markets. The MTN have helped to define (with 
one exception, the safeguard clause) new codes and 
other legal texts on these various aspects which should if 
not eliminate, at least reduce abuses and disguised pro- 
tectionism and pave the way for a freer and more 
harmonious development in international exchanges. 
—- International trade for agricultural products will be 
considerably improved and facilitated, by taking into 
consideration the special aspects of this sector. Prior to 
the Tokyo Round two major gaps (among several 
others) existed in the organization of worldwide agri- 
cultural exchanges: the United States benefited from a 
dispensation which allowed it not to respect all the GATT rules and for example to apply a surcharge on 
imports of subsidized products without taking into 
account GATT’s clear-cut regulations in this sector; the 
common agricultural policy (CAP) of the European 
Community was in certain of its aspects, the object of

. 

recurring disputes aimed at challenging its legitimacy. 
This situation has been modified by negotiation: the 
United States will, at present, accept greater interna- 
tional discipline; and the specific mechanisms of the 
CAP will no longer be contested as to their basic prin- 
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ciple, their appliCatiOn being “— as in the past — subject, 
to GATT regulations. 
In addition, systems for permanent consultation have 
been introduced into the agricultural sector, in order to 
supervise the stabilization of world markets in view of 
the special responsibility of this sector in the solution 
to such problems as hunger in the world and the chronic 
malnutrition of entire populations. 

ll. PROTECTIONISM AND THE “WORLD CRISIS" 
HELD IN CHECK 

The results of the Tokyo Round are all the more signifi- 
cant that they were achieved in a period of international 
economic recession. In periods of expansion, it is rela- 
tively easy to reduce obstacles to exchanges as imports 
do not contribute to fear of unemployment or the 
failure of local business enterprises. The situation is 
quite different in times of recession when the “pro- 
tectionist reflex” comes into play with the illusion that 
it is possible to solve problems by transferring them to 
others and by closing one’s borders. The multilateral 
trade negotiations largely contributed to reducing this 
danger: conscious of their interdependence and their 
responsibilities, the leading countries or world trade- 
groups — headed by the Community —- turned their 
backs on protectionism which could easily have taken 
hold and which, in case of failure of the negotiations, 
would have plunged them into a situation more severe 
than that of the 30’s. The Vice—President of the Euro- 
pean Commission, Mr. Haferkamp, had declared that in 
the event of a world trade war, the number of un- 
employed in the Community could have exceeded 10 
million: social and political tensions would have become 
such that the structures of European society Would 
undoubtedly not have resisted. 
Naturally, to hold protectionism in check it would not 
be sufficient t6 suppress the barriers to exchanges with- 
out criteria, guidelines or precautions. The guidelines 
constitute the “rules of the game”. They are the codes 
and procedures already mentioned. The criteria concern, 
for example, the special advantages granted the weaker 
natiéns, that is to say, the developing nations, from whom the industrialized nations expect only partial 
reciprocity and in some cases none at all. Precautions 
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refer essentially to the balancing of reciprocal conces- 
sions. After several years of efforts, the European Com- 
mission, which conducted negotiations on behalf of the 
Community, on the advice of the' Council of Ministers 
and in permanent contact with the Committee of Repre- 
sentatives of the Member States (Committee known as 
the Article 113 Committee), has considered that the 
overall results are “reasonable, well-balanced and 
acceptable”. From the European Community’s point of 
View, the results are far from negligeable: goals have not 
all been achieved, but in a few fields they have even 
been exceeded; in return for certain concessions, the 
European Community has improved its access to the 
American market, and, to a lesser degree, to the 
Japanese market and to those of other developed 
countries. The Community Ministers have also shared 
this view, 'on the condition, of course, «that the com- 
mitments subscribed to would be respected and that' 
the decisions taken would be cbmpletely and correctly 
implemented by all countries. 

Ill. PROTRACTED AND SOMETIMES DIFFICULT 
NEGOTIATIONS 

The multilateral trade negotiations (MTN) were formal- 
‘ 

1y opened upon the adoption of the “Tokyo declara- 
tion” by the Ministers of 103 countries, gathered 
together in September 1973 in the Japanese capital 

‘ 

Within the' context of the General Agreement on Tariffs 
and Trade (GATT). The Tokyo meeting was the result 
of an initiative on the part of the United States, the 
European Community and Japan who, early in 1972, 
had agreed upon two joint declarations dealing with the 
timeliness of seeking ways to reduce obstacles to inter- 
national trade. These declarations gave the basic po- 
litical impetus to the project. Following the Tokyo 
meeting, negotiation structures were rapidly put into 
place, in Geneva. However, the leading partners still 

had to define their goals and acquire the necessary 
instruments of negotiation. 
For the Community, this was done in June 197 3, when 
the Council adopted a “global concept” specifying the 
goals to be attained and the conditions for reciprocity. 
The government of the United States had to wait until 
January 1975 that Congress in its “Trade Act” grant it 
the necessary powers to negotiate. The following 
month, the Community established the details of its 
negotiation stand. 
After a long period of preparation, the actual discus- 
sions began towards the middle of 1977, when a certain 
number of basic divergences (concerning in particular 
the scope and conditions of negotiations relative to agri- 
culture) between the Community and the United States 
were smoothed out. The criteria for the lowering of 
customs duties, with, as requested by the European 
Community, the acceptance of the principle according 
to which the highest duties were to be reduced to a 
greater degree so as to harmonize the tariff “profiles”, 
were defined on the basis of a formula proposédby the 
SWiss. The’basic agreements reached in the middl‘e of 
1977 made it possible to establish a precise schedule for 
the presentation 0f the demand and offers" of the various 
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participants with regard to “tariffs”, “agriculture” and 
“non tariff measures” (for recurring problems), and also 
to achieve substantial progress in the elaboration of 
codes concerning the non-tariff measures liable to find 
multilateral s01utions‘ 
Towards the middle of 1978, an agreement in principle 
was achieved between'the leading participants, on the 
content of the “final negotiation package”, following a 
few difficult phases and several interventions at a poli- 
tical level. Technical difficulties were surmounted and. 
the political will to succeed on the part of the Nine as 
well as of the United States, Japan and the other de- 
veloped countries was confirmed. A “joint agreement 
memorandum” was published in July 1978, summing 
up the situation and mentioning the goals still to be 
achieved. By the end of 1978, the tariff negotiations, 
both in the field of industry and agriculture, as well as 
the elaboration of the codes had been fully completed. 
Several months were then necessary to iron out the 
last divergences and to determine the particular con- 
ditions of reciprocal concessions. In April 1979, the 
negotiators were able to initial the minutes recording 
the results of the negotiations, in view of submitting 
them to the respective governments and authorities. 
The Congress of the United States accepted these 
results in July 1979. Confronted with a Commission 
report on the October negotiations, the Council of the

' 

European Community deliberated on it at its session on 
October 29. In the meantime, contacts and conversations 
were being pursued with the developing countries and 
with a few developed countries, among which Australia, 
with a view to completing the negotiations on specific 
points. 

A tariff protocol finalizing details of the tariff negotia- ' 

tions between industrialized countries was signed in July 
and an additional tariff protocol was established in 
November to enable other countries, principally the 
developing countries, to include their concessions.

’ 

It was not possible to conclude negotiations on one 
point alone, the new procedures and guidelines con- 
cerning the safeguard clause to be. included in the 
GATT. Discussions on this subject will continue outside 
the Tokyo Round, and in the meantime the GATT’s 
existing “clause” remains valid. 

IV. LOWERED CUSTOMS TARIFFS 
Customs duties throughout the world had already'been 

- reduced in the past in preceding negotiations. There 
remained nevertheless, certain particularly high customs 
duties, specially within certain “irregular” tariffs which 
were composed of very high duties next to others which 
were very low. The Tokyo Round provides for a new 
generalized lowering of tariff rates by close to one third

' 

by the leading trade partners (European Community, 
United States and Japan in particular) and the total 
suppression of duties in a significant sector, aeronautics. 
Reductions will not be “linear”, that is to say that they 
will not be identical in their percentage: the duties which . 

at present are the highest and which are to be reduced 
according to the so-called Swiss formula, will be subject 
to greater reductions than others. This will decrease the 

175



difference between the customs tariffs of the leading 
partners in international trade. 

The customs duty rates of the European Community 
will, for the greatest part be of 5 percent to 10 percent; 
as few as 180 duties out of several thousand included in 
the Community’s customs tariff will exceed 10 percent 
and only one (the rate applied to lorry imports) will 
exceed 20 percent. This homogeneous tariff will con- 
tinue to constitute an important element of cohesion 
for the Community and will enable it to maintain 
reasonable protection with regard to outside pressures. 
For sectors with special economic and social conditions, 
the present reduction of duties will be small or non- 
existent: automobiles, lorries, shoes, fertilizers, and 
certain plastic and chemical products. In “sensitive” 
sectors such as the textile sector, protection is not 
provided by customs duties alone, but by quantitative 
agreements (“multifibre” international agreement). 

The United States Will reduce its tariff by close to a 
third. Thus, most of its imports will be subject to 
customs duties inferior to 5 percent; a few duties 
superior to 20 percent and even 30'percent will never- 
theless still remain. In its final list, the United States 
thus tends to eliminate restrictions and to suppress 
the “American Selling Price”. 

Japan will reduce its tariff by almost one half if one 
takes into consideration the legal tariff (which, 'in 
fact, was not applied for several years), and by one 
quarter if the duties actually applied are taken into 
account. The profile of the Japanese tariff will be 

‘ quite similar to that of the European Community 
(most duties will be inferior to 5 percent) but more 
15 percent to 20 percent “peaks” will remain. The 
incidence of the Tokyo Round tariff reduction on 
the other industrialized countries will be less im- 
portant particularly in view of the fact that the Euro- 
pean Community already applies reciprocal exemptions 
in its exchanges with most of the Western European 
nations such as Switzerland, Austria, Sweden, Norway, 
Finland and Iceland. 

Among the results, the following should also be men- 
tioned: the total suppression among the leading in- 
dustrial countries as a whole, of customs duties in the 
civil aeronautics sector, beginning in 1980. The Com- 
munity had, in practice, already suspended the ap- 
plication of duties on its aircraft import: it finally has 
obtained total reciprocity, particularly significant for 
the Airbus sales to the United States and Japan, in 
addition to an extended application to exchanges of 
other products of this sector as well as to spare parts.‘ 

In general, the customs reductions will be spread out 
over a period of eight years, from 1980 to 1987, ac- 
celerated in certain cases such as in the field of aero- 
nautics, as already mentioned. After'the first five stages 
of reduction, the European Community will examine 
the situation to decide on proceeding to the final three 
stages, if disarming is pursued. The reductions as a 
whole should be in force by the beginning of 1987 at 
the latest. 
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V. FREER AND MORE STABLE AGRICULTURAL 
EXCHANGES 

The specific character of the agricultural sector, which 
the European Community has asserted from the start, 
and which has finally come to be recognized by all, has 
led to special solutions taking into account the fact 
that duties do not constitute in themselves the essential 
element regulating exchanges. For a few basic products 
-- cereals, dairy products, beef — the goal was to set up 
special international arrangements and in two out of the 
three cases (with the exception of cereals) this goal was 
achieved. The principles and mechanisms of the Com- 
mon Agricultural Policy (CAP) of the European Com- 
munity were not called into question even in the aspects 
which had been challenged in the past (namely export 
refunds). 

Only one important setback was noted: the failure to 
obtain in due time an international arrangement for 
cereals. The negotiations on this subject will continue 
outside the Tokyo Round. The arrangement on dairy 
products includes information and cooperation proce— 
dures for the sector as a whole, and price guidelines for 
powdered milk, butter, butteroil and cheese products. 
The beef arrangement is based on a mutual information 
mechanism and on a system of multilateral consulta- 
tions in case of problems in the world market. In addi— 
tion, it set up an “advisory organism on agricultural 
problems”, 

These arrangements and procedures are completed by 
specific nation-to-nation concessions. The European 
Community has in particular, obtained freer access to 
the American market for cheese products, alcohols, 
spirits and beef in exchange for certain concessions on 
poultry and on a special variety of table grapes and for 
a few arrangements concerning the importing of tobac— 
co, rice and prime quality beef. 
Among other positive results for Europe, the improved 
access obtained for cheese products (Canada, Australia, 
Japan), for alcoholic drinks (Canada, New Zealand, 
Japan) and for products of the agro-alimentary industry 
should be mentioned. In exchange, the European Com- 
munity will stabilize the regulation of its own imports 
of beef and of certain dairy products coming from 
various countries. 

VI. IMPROVED DISCIPLINE AND MORE 
BALANCED DEVELOPMENT OF 
INTERNATIONAL EXCHANGES 

The reduction, and even suppression, of customs duties 
would not be very significant were the possibility of 
introducing other obstacles to trade, of applying dis- 
criminatory measures on foreign products originating 
in certain areas, of applying, whenever one chooses, 
compensation duties, of excluding certain sectors from 
international competition, not contained and disci- 
plined. It is for this reason that the defining of new, 
more clear-cut and more equitable rules for interna- 
tional exchanges constitutes one of the most important 
results of the Tokyo Round, without which the customs 
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reductions would have led to advantages that were 
simply illusory or at the least uncertain and short-lived. 
At the same time, however, it would have been unthink- 
able —- for the European Community as for the other 
nations —- to grant partners excessive “inspection rights” 
over domestic legislation and conduct, which are dic- 
tated at times by legitimate and urgent demands (for 
example, when public health is involved). A balance 
has, in general, been achieved after long and compli- 
cated negotiations. The “codes” elaborated as a result, 
improve and update the rules and procedures governing 
world trade, by facilitating the suppression or reduction 
of a number of non-tariff barriers to exchanges and by 
improving supervision. 
The new rules cover the following fields: 
(i) Code on the technical obstacles to trade, con- 
cerning obstacles resulting from the fact that the com- 
pulsory technical standards for a large number of indus- 
trial products (cars, electrical machinery, household 
appliances, etc.) are not the same from one country to 
another. The new agreement introduces procedures 
which, While respecting the right to establish the stan- 
dards which protect the health and safety of consumers 
and utilizers, aim at avoiding discriminations and 
“disguised protectionism” (the possibility to protect 
national production by imposing standards which 
create problems that are often insurmountable for 
foreign producers). 
(ii) Code on Government purchases. This code aims to 
eliminate legislation or administrative practices which 
channel government purchases to national suppliers or 
which provide price preferences for these purchases. 
The goal has only been partially achieved; but the code 
nevertheless ,opens exceptionally important markets 
to European industries while naturally guaranteeing a 
certain reciprocity. This presents two advantages: for 
the firms, which will benefit from a widening of their 
markets, and the governments which will benefit from 
broadened competition. 
(iii)Code on subsidies and compensation rights. The goal 
of this code is to put an end to the arbitrary introduc— 
tion of compensation rights on importing by guaran— 
teeing a uniform application of the GATT provisions. 
The imbalance between rights and obligations which 
previously existed has been eleminated. On the other 
hand, new procedures for the discussion of domestic 
subsidies which could adversely affect international 
trade, have been established. 
(iv) Anti-dumping code which aims at prohibiting prac- 
tices which consist of penetrating foreign markets by 
selling at prices below the normal price. In this case, 
the goal has also been to eliminate the discrepancies 
between the various countries in their_application of 
GATT rules. Procedures have been more clearly de- 
fined. 

(v) Code on import licences and code on customs 
valuations (namely, the manner in which the value on 

imported products is calculated in view of applying 
an ad valorem customs duty to these). These codes 
cover technical fields, which, however, are of consi- 
derable importance to importers and exporters and to 
the legal basis for stability of exchanges. The same can 
be said of the agreement which aims at discouraging the 
exchange of spurious merchanidse. 
An agreement on a new safeguard clause was not reach- 
ed. At the present time, should a country note that 
imports of a given product provoke serious perturba- 
tions on its market, it can adopt measures of protection, 
which, however, according to a certain interpretation of 
existing rules, must be applied to all exporting coun- 
tries. The new clause under consideration would es- 
tablish criteria for the application of “selective” mea- 
sures exclusively to products from certain sources 
having caused the serious prejudice observed. Certain of 
the developing countries opposed the clause, fearing 
that, in practice, the “selective clause” would be more 
often directed against their products. Nevertheless, the 
problem remains extremely urgent for a large number of 
GATT countries and the European Community will con- 
tinue to explore the possibilities of an agreement after 
the Tokyo Round.
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An in-depth analysis of Belgium’s special tax regime for foreign 
executives. With mention of the comparable tax regimes existing 
in Germany, the United Kingdom, Holland and France. By 
Charles A. Dilley and Eric J. Herpin-. Brussels, Etablissements 
Emile Bruylant, 1979. Bibliothéque de l’Ecole Supérieure des 
Sciences Fiscales, Publication No. XII. 222 pp. 
(B. 102.388) 

HET EVOLUTIEF ASPEKT IN DE OMZETBELASTING, MEER BEPAALD IN DE BELASTING OVER DE TOE- GEVOEGDE WAARDE 
By Dirk van Damme. Brussels, V.U.B., 1979. 76 pp. *

4 

Thesis on the development of the value added tax in Belgian 
law. 
(B. 102.326) 

FISCAAL COMPENDIUM 
Brussels, CED-Samsom, 1979. 
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tion agreements” by Desmond Airey; “Co-operation in the field 
of tax consulting betwéen members of the same and of different 
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sur le revenu 1979. Paris, Journaux Officials, 1979. 285 pp. 
Fourth Tax Council report to the President of the Republic on 
income tax, updating the previous Tax Council reports and several 
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and the protection of its principles by tax courts in two repre- 
sentative States of the western hemisphere, i.e. Germany and the 
United States. 
(B. 102.353) 

© 1980 International Bureau of Fiscal Documentation — BULLETIN



KAISER KARL VI ' 

Mauth-Steuer-Ordnung aus dem Jahre 1726. By Alfons Pausch. 
Cologne, Peter Deubner Verlag, 1979. 32 pp. 
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LABOR RELATIONS LAW: CANADA, MEXICO AND WESTERN EUROPE 
By Gary E. Murg and John C. Fox. New York, Practising Law 
Institute, 810 Seventh Avenue, New York, NY. 10019., 1978. 
1433 pp. ' 

Labour systems explained in two_volumes on the following. 
countries: Canada, Mexico, the United Kingdom, Belgium, France, 
Italy, the Netherlands and the German Federal Republic. 
(B. 102.362) 
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MANUAL FOR THE NEGOTIATION OF BILATERAL TAX 
TREATIES BETWEEN DEVELOPED AND DEVELOPING 
COUNTRIES 
New York, United Nations, 1979. 190 pp., $10. . 

Three-part manual consolidating the findings on the guideline 
for the conclusion of tax treaties between developed and develop- 
ing countries as developed by the Group of Experts set up by the 
United Nations. Part One containsan analytical and historical 
review of international double taxation and tax evasion and 
avoidance. Part Two contains, in consolidated form, the guide- 
lines formulated by the Group of Experts. Part Three contains 
suggestions relating to procedural aspects of tax treaty nego- 
tiations and to the application of the guidelines. Appended to 
the manual are texts of model tax treaties, both bilateral and 
multilateral. 
(B. 102.318) 

1978.S>TATISTICAL YEARBOOK/ANNUAIRE 
STATISTIQUE 1978 
Thirtieth issue. New York, United Nations, 1979. 966 pp. 
This edition of the Statistical Yearbook 1978 contains annual 
data received up to the end of 1978 and in most cases covers 
the last ten years. ‘ 

(B. 102.322) 

IRELAND 
TOLLEY’S TAXATION IN THE REPUBLIC OF 
IRELAND 1979-80 
By Nigel A.D. Lambert and Eric L. Harvey. Croydon, Tolley 
Publishing, Ltd., 1979. 160 pp., £5.50. A detailed guide to taxation in the Republic of Ireland covering 
income tax, capital gains tax, capital acquisition tax, wealth tax, 
corporation tax and value added tax, and including the pro- 
visions of the Finance Act 1979. 
(B. 102.415) 

ISLE OF MAN 
ANATOMY OF A TAX HAVEN 
The Isle of Man. By Mark Solly. Douglas, Shearwater Press, Ltd., 
1975. 132 pp. - 

Taxation on the Isle of Man explained. Discussed are the income 
tax payable by individuals and companies, the company registra- 
tion tax and land speculation tax, with reference to the require- 
ments to be met for a tax haven. 
(B. 102.413) 

ANATOMY OF A TAX HAVEN 
Volume 2. Manx income tax. By Mark Solly. Douglas, Shearwater 
Press, Ltd., 1979.256 pp. 
Manx income tax payable by individuals and companies. 
(B. 102.414) 

ITALY 
BILANCIO DI ESERCIZIO E DICHIARAZIONE 
DEI REDDITI 
By Enrico Nuzzo. Naples, Casa Editrice Dott. Eugenio Jovene, 
1979. 155 pp. 
The relationship between the commercial balance sheet and the 
calculation of taxable profits of a business. 
(B. 102.386) 

MALTA 
INTO THE EIGHTIES: OPTIONS FOR THE ECONOMY 
Valletta, Chamber of Commerce, 1979. 35 pp. 
(B. 102.430) 
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MEXICO 
COMPILACION DE IMPUESTOS ESPECIALES 
Mexico, Secretaria de Hacienda y Crédito Pfiblico, 1979. 180 pp. 
Texts of laws and implementary decrees on excise duties (liquor, 
fermented products and beer). 
(B. 15.950) 

MONACO 
FISCALITE EUROPEENNE: MONACO 
2 Volumes. By Pierre Fontaneau. Nice, Les Cahiers Fiscaux 
Européens, 1979. 
Loose-leaf publication in .two volumes on the tax system in 
Monaco, one of a series of loose-leaf volumes describing the taxes 
in EEG member countries and other European countries in a 
uniform way for purposes of comparison. 
(B. 102.316) 

THE NETHERLANDS 
HET ABC VAN HET BELASTINGRECHT 
By W.J. de Langen. 8e druk, bewerkt door D. Briill, A. Hartman, 
R. Oorthuizen en J. van Soest. Alphen a.d. Rijn, Samsom, 1979. 
114 pp. 
Introductory textbook dealing withrthe corporate income tax, 
individual income tax, net wealth tax and related by-laws in the 
Netherlands. 
(B. 102.368) 

.DE BELASTING-ALMANAK 1980 VAN ELSEVIERS WEEKBLAD 
255te editie. By J. Viersen and EN. Jonker. Amsterdam, An- 
noventura, 1980. 320 pp., 15.50 Dfl. 
Annual guide for filing 1979 individual income tax return and 
1980 net wealth tax return. 
(B. 102.418) 

CORPORATE LAW OF THE NETHERLANDS AND OF 
THE NETHERLANDS ANTILLES 
Seventh edition. By S.W. van der Meer. Zwolle, W.E.J. Tjeenk 
Willink, 1979. 128 pp. ' 

English translation of the statutory texts of company law in the 
Netherlands and in the Netherlands Antilles. 
(B. 102.323) 

EFFECTS EDUCATION, TECHNOLOGY AND PUBLIC 
EXPENDITURES ON THE DISTRIBUTION OF INCOME 
By Wouter J. Keller. Rotterdam, Erasmus University, 1979. IFA, 
Discussion Paper Series, No. 7901/P. 25 pp.‘ 
(B. 102.400) 

FUSIE 
By C.A. Boukema. Zwolle, Tjeenk Willink, 1979. Studiepockets 
Bedrijfsrecht, No. 2. 139 pp., 22 Dfl. 
Monograph on merger under the Netherlands legal and tax law 
system. 
(B. 102.366) 

DE GROEI VAN DE COLLECTIEVE SECTOR 
IN NEDERLAND 
Achtergronden & verklaringen. By C.A. Hazeu. Rotterdam, 
Erasmus University, 1979. Brochure Fiscaal Economisch In- 
stituut, No. 14. 155 pp. 
Study on the development of public expenditure in the Nether- 
lands. ' 

(B. 102.327 ) 

HANDLEIDING FINANCIELE REGELINGEN (SUBSIDIES, GARANTIES EN BELASTINGFACILITEITEN) VOOR HET MIDDEN- EN KLEINBEDRIJF 
The Hague, Raad voor het Midden- en Kleinbedrijf, 1979. Raad

‘ 
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voor het Midden- en Kleinbedrijf, No. 4. 56 pp. 
Handbook providing schedules describing, from different points 
of view, the financial regulations (subsidies, guarantees and tax 
facilities) granted to medium and small enterprises. 
(B. 102.399) 

PERSOONLIJKE VERPLICHTINGEN 
Tweede druk 1978. By J.C.J. van Vucht. Deventer, Fed, 1978. 
Fed’s Fiscale Brochures, IE: 2.2. 64 pp. 
Second printing of monograph explaining the provisions for 
allowable personal deductions of expenses by individual tax- 
payers. 
(B. 102.320) 

DE STAMRECHTVRIJSTELLING 
TWeede druk 1979. By H. Bakker. Deventer, Fed, 1979. Fed’s 
Fiscale Brochures, IB: 3.55. 60 pp. 
Monograph on the problem in Netherlands income tax law which 
arises where an entrepreneur liquidates his business in exchange 
for annuities. 
(B. 102.321) 

DE TELEGRAAF BELASTINGGIDS 1980 
By J.L. van Hedel. Amsterdam, Teleboek, 1979. 303 pp., 
14.50 Dfl. 
Annual guide for filing 1979 individual income tax return and 
1980 net wealth tax return, including a summary on inheritance 
tax and gift tax, municipal real property tax and school con- 
tributions. 
(B. 102.419) 

HET VERREKENINGSSTELSEL IN OPMARS: WAT DOET NEDERLAND? 
Editor: S. Cnossen. Deventer, Kluwer, 1979. Geschriften van 
het Fiscaal Economisch Instituut van de Erasmus Universiteit 
Rotterdam, No. 6. 116 pp., 34.50 Dfl. 
Compilation of contributions and commentary at a congress 
convened by the University of Rotterdam on the subject of the 
imputation system with reference to the developments and 
existing systems in the EEC member countries and the situation 
in the Netherlands. 
(B. 102.367) 

VALUE-ADDED TAX IN THE NETHERLANDS 
The Hague, Ministry of Finance, 1979. 27 pp. 
(B. 102.398) 

NEW ZEALAND 
OVERSEAS INVESTMENT IN NEW ZEALAND 
Wellington, The National Bank of New Zealand, Ltd., 1978. 
34 pp. 
Brochure providing information for foreign investors on business 
conditions and laws affecting investments in New Zealand, in- 
cluding taxation, company law, foreign exchange regulations. 
(B. 51.313) 

NIGERIA 
COMPANY TAX LAW IN NIGERIA 
By J. 01a Orojo. London, Sweet; & Maxwell, 1979. 300 pp.,

I 

£ 14. 
Monograph explaining the corporate income tax contained in the 
Company Income Tax Act 1961, the petroleum profits tax and 
the capital gains tax in Nigeria. The consolidated'text of the 
Company Income Tax Act 1961 as amended up to July 1978 
is included. (B. 13.048) 

RECURRENT AND CAPITAL ESTIMATES OF THE GOVERNMENT OF THE FEDERAL REPUBLIC OF 
NIGERIA 1979-80 
Lagos, Federal Ministry of Information, 1979. 618 pp. 
Text of Budget Speech for 1979/80, press statement on the 
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1979/80 Budget, consolidated financial statement 1979/80 and 
summaries of revenue and expenditure estimates for 1979/80. 
(B. 13.049) 

O.E.C.D 
O ECD ECONOMIC OUTLOOK 
No. 26. Paris, Organisation for Economic Co-operation and 
Development, 1979. 145 pp. 
(B. 102.364) 

PRIX DE TRANSFERT ET ENTREPRISES 
MULTINATIONALES 
Rapport du Comité des Affaires Fiscales de l’OCDE 1979. Paris, 
Organisation for Economic Co-operation and Development, 1979. 
106 pp., 36 Ffr. 
French version of a report also available in English, entitled 
“Transfer pricing and multinational enterprises”. 
(B. 102.337) 

PANAMA 
EL DERECHO LABORAL EN CENTROAMERICA Y 
PANAMA 
3 Volumes. By Fernando E. Garcia Rodriguez. Tegucigalpa, 

_Banco Centroamericano de Integracién Econémica (BCIE), 
1977. 70 + 333 + 228 pp. 
Three-volume handbook on labour legislation in Panama and 
Central America. 
(B. 15.935) 

PAPUA NEW GUINEA 
FOREIGN INVESTMENT POLICY 
Port Moresby, Institute of National Affairs, 1977. Institute 
of National Affairs, Discussion Paper No. 1, August 1977. 155 pp. 
This document contains the findings of the first research project 
undertaken by the Institute of National Affairs. The purpose of 
the project is to improve the dialogue between the Government 
and the private sector, particularly in policy areas of mutual 
interest. Contributions include the follqwing: “Papua New 
Guinea’s foreign investment policy” by John Wylie; “A general 
outline of the government’s economic policies with specific 
reference to overseas investors” by the Hon, J. Chan; “Present 
government thinking on investment policy for extractive in- 
dustries” by N. Agonia. 
(B. 102.341) 

PARAGUAY 
LEGISLACION FISCAL DEL PARAGUAY 
Quinta edicién, Tomo II. By Carlos A. Mersén. Asuncién, Carlos 
A. Mersén, 1979. 818 pp. 
Compilation of fiscal legislation up-dated for 1979. 
(B. 15.940) 

PHILIPPINES 
PHILIPPINE TAX SYSTEM UNDER THE NEW SOCIETY 
By Angel Q. Yoingco and Vicente G. Quintos. Manila, Angel Q. 
Yoingco and Vicente G. Quintos, 1979. 617 pp. 
Study of the tax reforms during the period 1972-1978. It dis- 
cusses the 338 presidential decrees, letters of instruction and 
memorandum circulars issued during the period up to June 11, 
1978. Complete listing of tax legislation is appended. 
(B. 51.368) 

A SHORT GUIDE TO PHILIPPINE TAXES 
Revised edition. Manila, National Economic and Development 
Authority, National Tax Research Center, 1979. 69 pp. 
Introductory guide describing the tax system of the Philippines 
as of December 1978. 
(B. 51.453) 
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SINGAPORE 
INVESTOR’S GUIDE TO THE ECONOMIC CLIMATE 
0F SINGAPORE 
Seventh edition. Singapore, Singapore International Chamber of 
Commerce, 1979. 100 pp. 
Guide describing the investment climate and the facilities, re- 
quirements and opportunities for investors in Singapore. 
(B. 51.452) 

SOUTH AFRICA 
1979/80 SUPPLEMENT TO SILKE ON SOUTH 
AFRICAN INCOME TAX 
By Costa Divaris and Michael L. Stein. Ninth edition. Con- 
sulting editor: Aubrey S. Silke. Cape Town, Juta & Company, 
Ltd.,1979. 528 pp. 
Supplement to be used in conjunction with the ninth edition of 
Silke on South African Income Tax bringing the material up to 
date as of the 1980 tax assessment year. 
(B. 13.047) 

SPAIN 
CURSO DE SISTEMA FISCAL ESPANOL 
Madrid, Ministerio de Hacienda, 1977. 918 pp. . 

Handbook on the Spanish tax system as it was before the 197 
tax reform. 
(B. 102.422) 

ESTUDIOS DE DERECHO TRIBUTARIO 
2 Volumes. Madrid, Ministerio de Hacienda, 1979. 1755 pp. 
Two-volume handbook containing 37 articles by various authors 
on general principles of tax law. ' 

(B. 102.442) 

EEN HUIS KOPEN IN SPANJE 
By C.E. van der Lande. Alphen a.d. Rijn, Samsom, 1979. 120 pp. 
Introductory guide for those who intend to buy real estate in 
Spain. Legal, administrative and taxation aspects are dealt with. 
(B. 102.380) 

SWEDEN 
THE SWEDISH BUDGET 1980/81 
A summary published by the Ministry. of Economic Affairs and 
the Ministry of the Budget, Stockholm, 1980. 167 pp. 
(B. 102.417) 

SWITZERLAND 
DOPPELBESTEUERUNGSABKOMMEN ZWISCHEN DER 
SCHWEIZ UND ENTWICKLUNGSLANDERN 
Eine entscheidungs- und problemorientierte Darstellung. By 
Lucius Jenal. Basel, Lucius Jena], 1979. 320 pp. 
Doctoral thesis on income treaties for the avoidance of double 
taxation concluded by Switzerland with developing countries. 
(B. 102.343) 

UNITED KINGDOM 
BYLES 0N BILLS OF EXCHANGE 
The Law of Bills of Exchange, Promissory Notes, Bank Notes and 
Cheques. 24th Edition. By‘ Maurice Megrah and Frank R. Ryder. 
London, Sweet & Maxwell, 1979. 509 pp., £35. 
Monograph on the Law of Bills, Cheques and Promissory Notes. 
(B. 102.324) .

’ 

CORPORATION TAX 
Fourth edition. By B.S. Topple. Plymouth, Macdonald and Evans, 
1979.186 pp., £2.75. 
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Fourth edition of textbook explaining the corporation tax based 
on the law updated to take account of the Finance (No. 2) Act_ 
1979. 
(B. 102.416) 

DOUBLE TAXATION RELIEF 
A detailed explanation of the law and practice of double taxation 
relief. By Deloitte Haskins & Sells. Croydon, Tolley Publishing 
Company, Ltd., 1979.175 pp., £7.95. 
Study on the double taxation relief in United Kingdom law and 
practice on income and capital gains as well as gift and inherit- 
ance taxes. The law and agreements are stated as of August 1, 
1979. 
(B. 102.384) 

KEY TO CAPITAL GAINS TAX 
Capital Gains Tax Act, 1979 Edition. By K.R. Tingley. London, 
Taxation Publishing Company, Ltd., 1979. Taxation Master Key 
Series. 391 pp., £6.25. 
Annual guide presenting explanation of the capital gains tax law 
and practice as stated as of September 1, 1979. 
(B. 102.365) 

KEY TO CORPORATION TAX 
Finance (No. 2) Act, 1979 Edition. By T.L.A. Graham. London, 
Taxation Publishing Company, Ltd., 1979. Taxation Master Key 
Series. 343 pp., £6.25. 
Revised edition of guide to corporation tax describing the law 
as amended by Finance (No. 2) Act, 1979. 
(B. 102.317) 

PINSON ON REVENUE LAW 
First supplement to the twelfth edition. Up to date to August 1, 
1979. By Barry Pinson. London, Sweet & Maxwell, 1979. 30 pp., 
£1. 
Supplementary text to the basic work. 
(B. 102.328) 

SUPPLY ESTIMATES 1979-80 FOR THE YEAR 
ENDING 318T MARCH 1980 
Supplementary estimates (classes II-XVII: CIVIL). London, Her 
Majesty’s Stationery Office, 1979. 387 pp. 
Presentation of the Supplementary Estimates 1979-80 necessary 
to secure additional money and Parliamentary authority in con- 
nection with the cost of services. 
(B. 102.371) 

TAKE-OVERS AND MERGERS 
Fourth edition. ByM.A. Weinberg, A.L. Greystoke and M.V. Blank. 
London, Sweet & Maxwell, 1979. 854 pp., £45. 
Fourth edition of revised systematic reference work on the law 
and the practice relating to take-overs and mergers with refer- 
ence to law and regulations in force as of April 1, 1979.

' 

(B. 102.385) 
TOLLEY’S CAPITAL GAINS TAX 1979-80 
A comprehensive detailed guide to capital gains tax including the 
legislation and relevant case law to 30 September 1979.. 

' By David R. Harris. Croydon, Tolley Publishing Company, Ltd., 
1979.209 pp., £5.75. 
'(B. 102.374) 
TOLLEY’S CORPORATION TAX 1979-80 
A comprehensive detailed guide to corporation tax including the 
legislation and relevant case law to 31 July 1979. By David R. 
Harris and John W. Sutcliffe. Croydon, Tolley Publishing Com- 
pany, Ltd., 1979.238 pp., £4.25. 
(B. 102.372) 
TOLLEY’S INCOME TAX 1979-80 
A comprehensive detailed guide to income tax including the 
legislation and relevant case law to 31 July 1979. 64th Edition. 
By Eric L. Harvey. Croydon, Tolley Publishing Company, Ltd., 
1979. 416 pp., £7. 
(B. 102.373) 
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U&A. 
BITTKER AND EUSTICE’S FEDERAL INCOME 
TAXATION OF CORPORATIONS AND SHAREHOLDERS 
Fourth edition. 1979 Supplement. By James S. Eustice. Boston, 
Warren, Gorham & Lamont, 1979. 186 pp. 
Supplement to basic work with extensive tables of contents. 
(B. 102.329) 

CORPORATION — PARTNERSHIP — FIDUCIARY 
FILLED-IN TAX RETURN FORMS 
1979 Edition. Chicago, Commerce Clearing House, Inc., 1979. 
128 pp.. $3.50. 
Guide for filing in 1979 the 1978 income tax returns of corpo- 
rations, partnerships, estates and trusts. 
(B. 102.340) 

EMPLOYEE STOCK OWNERSHIP PLANS 
Edited by Joseph E. Bachelder III. New York, Practising Law 
Institute, 810 Seventh Avenue, New York, N.Y. 10019. 1979. 
788 pp., $40. 
Articles by various authors on the development and provisions 
of the Employee Retirement Income Security Act of 1974 and 
amendments. 
(B. 102.379) 

1 FEDERAL TAX HANDBOOK 1980 
Englewood Cliffs,Prentice-Hall, Inc., 1979. 634 pp., $9. 
Annual guide for filing company and personal income tax returns 
for the 1979 tax year. 
(B. 102.376) 

1980 GUIDEBOOK TO LABOR RELATIONS 
Chicago, Commerce Clearing House, Inc., 1979. 392 pp., $8.50. 
Annual guidebook presenting explanation and summary of the 
general principles of labor relations law and the important rules 
developed under the statutes and decisions. 
(B. 102.377) 

A GUIDE TO CORPORATE TAX PLANNING 
Third edition. By Sidney Kess. Chicago, Commerce Clearing 
House, Inc., 1979. 
Two cassette tapes dealing with planning as part of audit work 
andplanning at year-end. Two booklets are appended entitled: 
“Quizzer” and “Checklists”. 
(B. 102.330) 

INCOME TAX TREATIES 
Edited by Jon E. Bischel. New York, Practising Law Institute, 
810 Seventh Avenue, New York, N.Y. 10019. 1978. 959 pp. 
Compilation of studies in the field of international'taxation, 
particularly United States bilateral tax treaties with other coun- 
tries (the United Kingdom, France, The German Federal Republic 
and Japan), as well as a description of the structure and operation 
of tax treaties in general. Contributions include: “The historical 
development of income tax treaties” by Mitchell B. Carroll; 
“Permanent establishments in the United States” by Robert L. 
Williams; “The effect of tax treaties on transfer of technology” 

by Jon E. Bischel; “The United States-German tax convention” 
by Henry J. Gumpel; “Working with the Japanese treaty” by 
John Huston. An extensive bibliography and the text of the 1977 OECD Model Tax Treaty are appended. 
(B. 102.361) 

INDIVIDUALS’ FILLED-IN TAX RETURN FORMS 
1980 Edition. Including: sample filled-in forms, rate tables, work 
sheets, check lists. Chicago, Commerce Clearing House, Inc., 
1979.136 pp., $3. 
(B. 102.401) 

INTERNAL REVENUE CUMULATIVE BULLETIN 
1978-1 JANUARY-JUNE 
Washington, Government Printer, 1979. 615 pp. 
Consolidation of all official rulings, decisions, executive orders, 
tax treaties and other items of a permanent nature, published 
in the weekly Bulletins in the first half of 1978. 
(B. 102.319) 

SUPPLEMENT TO 1979 US MASTER TAX GUIDE 
For 1978 income tax returns and 1979 tax planning. Chicago, 
Commerce Clearing House, Inc., 1979. 560 pp. 
Supplement designed for filing 1978 income tax returns and pre- 
paring 1979 tax planning in conjunction with the use of the basic 
Master Tax Guide. 
(B. 102.346) 

UNDERSTANDING TAX SHELTERS 
New York, E.F. Hutton & Company, Inc., 1979. 35 pp. 
Introduction identifying possible investment opportunities for 
profit and methods for reducing or deferring income taxes. 
(B. 102.437) 

1980 US MASTER-TAX GUIDE FOR RETURNS OF 
1979 INCOME 
Chicago, Commerce Clearing House, Inc., 1979. 560 pp., $8. 
Annual guide for filing corporate and individual tax returns of 
1979 income. 
(B. 102.378) 

URUGUAY 
COMPILACION DE NORMAS APLICABLES A LOS 
TRIBUTOS RECAUDADOS POR LA DIRECCION GENERAL IMPOSITIVA 
Montevideo, Ministerio . de Economia y Finanzas, Direccién 
General Impositiva, 1978. 
Three-volume loose-leaf set containing compilation of Uruguayan 
tax laws, decrees and rulings prepared by the tax administration 
of Uruguay. 
(B. 15.944) 

MANUAL DEL IMPUESTO AL VALOR AGREGADO 
By Ceferino Costa. 2 Volumes. Montevideo, Acali Editorial, . 

1978.149 + 207 pp. 
Study on the Uruguayan VAT including the VAT law and com- 
plementary legislation (decrees and decisions). 
(B. 15.946) 
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Loose-Leaf Services 
Received between February 1 and February 29, 1980 

AUSTRALIA 
AUSTRALIAN INCOME TAX — LAW AND PRACTICE: — Bulletin 

releases 42 and 43 — Cases 
release 44 — Replacement pages 
release 21 

Butterworths, Pty., Ltd., Chatswood. 

AUSTRIA 
KOMMENTAR ZUR LOHNSTEUER 
release 13 
Wirtschaftsverlag Dr. Anton Orac, Vienna. 

STEUERLICHE TABELLENSAMMLUNG 
release 42 
Wirtschaftsverlag Dr. Anton Orac, Vienna. 

BELGIUM 
DOORLOPENDE DOCUMENTATIE 
INZAKE BTW/LE DOSSIER PERMANENT DE LA TVA 
release 1 1 2 
Editions‘ Service, Brussels. 

FISCALE DOCUMENTATIE VANDEWINCKELE 
Tome I, releases 31 and 32 
Tome 11, release 35 
Tome VII, releases 35 and 36 
Tome IX, releases 107 and 108 
Tome X, release 44 
Tome XII, release 31 
Tome XIV, release 124 
CED—Samsom, Brussels. 

GUIDE PRATIQUE DE FISCALITE 
Tome I, releases 31 and 32 
Tome III, releases 29 and 30 
CED-Samsom, Brussles. 
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CANADA 
CANADA INCOME TAX GUIDE 
REPORTS 
releases 132 and 133 
CCH Canadian, Ltd., Don Mills. 
CANADA TAX LETTER 
releases 310, 311 and 312 
Richard de Boo, Ltd., Toronto. 

CANADIAN CURRENT TAX 
releases 3-6 
Butterworths, Pty., Ltd., Scarborough. 

CANADIAN TAX REPORTS 
releases 416-419 
CCH Canadian, Ltd., Don Mills. 
DOMINION TAX CASES 
releases 3, 4 and 5 
CCH Canadian, Ltd., Don Mills. 
FOREIGN INVESTMENT IN CANADA 
Report Bulletin 
releases 54-63 _ 

Prentice-Hall of Canada, Ltd., Scarborough. 

FRANCE 
DICTIONNAIRE PERMANENT — 
DROIT DES AFFAIRES 
releases 46 and 47 
Editions Législatives et Administratives, 
Paris. 

DICTIONNAIRE PERMANENT —- 
FISCAL 
releases 66-69 
Editions Législatives et Administratives, 
Paris.

> 

JURIS CLASSEUR — DROIT FISCAL — 
COMMENTAIRES - IMPOTS DIRECTS 

release 1 1 19 
Editions Techniques, Paris.' 

GERMANY (FED. REP.) 
DOPPELBESTEUERUNG 
Korn - Dietz - Debatin 
release 39 
Verlag C.H. Beck, Munich. 

FORMULARBUCH DER STEUER- UND 
WIRTSCHAFTSPRAXIS 
release 19 

i

_ 

Erich Schmidt Verlag, Bielefeld. 

RECHTS- UND WIRTSCHAFTSPRAXIS 
STEUERRECHT 
release 241 
Forkel Verlag, Stuttgart. 

WORLD TAX SERIES — GERMANY 
REPORTS 
release 127 
Commerce Clearing House, Inc., Chicago. 

THE NETHERLANDS 
DE BELASTINGGIDS 
release 82 
S. Gouda Quint-D. Brouwer, Arnhem. 
BELASTINGWETGEVING: 
- Inkomstenbelasting 

release 67 — Omzetbelasting 1968 (BTW)/1978 
release 1 1 

-— Vennootschapsbelasting 
release 26 

Noorduijn, Arnhem. 

CURSUS BELASTINGRECHT 
releases 48 and 49 
S. Gouda Quint-D. Brouwer, Arnhem. 
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EDITIE VAKSTUDIE BELASTING- 
WETGEVIN G: 
— Belastingen van Rechtsverkeer en Re- 

gistratiewet 
release 28 — Gemeentelijke Belastingen e.a. 
release 39 

Kluwer, Deventer. 

FED LOSBLADIG FISCAAL WEEKBLAD 
releases 1 7 56-1 7 59 
FED, Deventer. 

FISCALE WETTEN 
release 94 
FED, Deventer. 
FUSIES VAN ONDERNEMINGEN 
release 10 
Kluwer, Deventer. 

HANBOEK VOOR DE IN- EN UITVOER: 
— Belastingheffing bij invoer 

release 250 
Kluwer, Deventer. 

INKOMSTEN IN DE AGRARISCHE 
SECTOR 
release 57 
Kluwer, Deventer. 

KLUWERS FISCAAL ZAKBOEK 
releases 146-149 
Kluwer, Deventer. 

KLUWERS TARIEVENBOEK 
releases 219, 220 and 221 
Kluwer, Deventer. 

UITSPRAKEN V.D. TARIEVEN- 
COMMISSIE EN ANDERE RECHTS- 
COLLEGES INZAKE IN- EN UITVOER 
release 1 
Kluwer, Deventer. 

VAKSTUDIE — FISCALE 
ENCYCLOPEDIE: 
— Algemeen deel 

release 93 — Inkomstenbelasting 1964 
releases 283, 284 and 285 — Loonbelasting 1964 
releases 187-189 

—- Omzetbelasting 1968 
release 7 2 — Investeringsregelingen 
release 9 

Kluwer, Deventer. 

NORWAY 
SKATTE-NYTT 
B, Releases 1-14 
Norsk Skattebetalerforening, Oslo. 

SPAIN 
MANUAL DE LA ADMINISTRACION 
release January 1980 
T.A.L.E., Madrid. 

UNITED KINGDOM 
BRITISH TAX GUIDE 
release 210 
Commerce Clearing House, Inc., Chicago. 

SIMON’S TAX CASES 
releases 3 and 4 
Butterworth & Co., London. 
SIMON’S TAX INTELLIGENCE 
releases 4-8 
Butterworth & Co., London. 

U.S.A. 
FEDERAL TAXES — 
REPORT BULLETIN 
releases 8, Sand 10 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE 
releases 13‘16 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE REPORTS 
releases 16-20- 
Commerce Clearing House, Inc., Chicago. 

STATE TAX GUIDE 
releases 709 and 710 
Commerce Clearing House, Inc., Chicago. 
TAX IDEAS — REPORT BULLETIN 
releases 3 and 4 
Prentice-Hall, Inc., Englgwood Cliffs. 

TAX TREATIES 
releases 336 and 337 
Commerce Clearing House, Inc., Chicago. 
U.S. TAXATION OF INTERNATIONAL 
OPERATIONS 
releases 24, 1 and 2 
Prentice-Hall, Inc., Englewood Cliffs. 
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Lee Fook Hong: 
SINGAPORE: TAX DEVELOPMENTS .............. 191 

I. Tax changes 7.91 

The author discusses the new incentives to further the expan- 
sion of the economy and Various amendments introduced by 
the Income Tax (Amendmen t) Act 1980. 

II. Summary of the 1980 Budget 1.95 

The author anales the Budget 1980 presented by Mr. Goh 
Chok Tong which has been well received by most Singapore 
citizens who describe it as a "tax cut”-budget. 

SINGAPOUR: MODIFICATIONS FISCALES 
I. Aménageme'nt des /ois_ fisca/es 

L’auteur étudie les fibuvelles mesures d’encouragement pour 
favoriser le développement de l’économie et les différentes 

modifications introduites par le "Income Tax (Amendment) 
. 

Act" de 1980. 
II. Résumé du Budget 1.980 

L’auteur analyse le Budget 1980 présenté par M. Goh Chok 
Tong et bien accueilli par la plupart des habitants de Singa- 
pour qui le qualifie de Budget "réduction d’impét". 

SINGAPUR: STEUERENTWICKLUNGEN 
I. Steueré'nderungen 

Der Verfasser bespricht die Anreize, durch die ein weiteres 
Wachstum der Wirtschaft bewerkstelligt werden soll, sowie 
die sonstigen Verénderungen, die durch das Einkommen— 
steuerénderungsgesetz 1980 bewirkt werden. 

ll. Zusammenfassung zum 1980—Hausha/t'8ingapurs 
Der Verfasser untersucht den vom Herrn Goh Chok Tong vor- 
gelegten Haushalt 1980, der von den meisten Bfirgern be« 

grfisst und als “Steuersenkungs»Haushalt" bezeichnet wurde. 

Dr. Erwin Spiro: 
THE 1980 INCOME TAX CHANGES IN 
THE REPUBLIC OF SOUTH AFRICA ............... 199 

The author discusses the latest developments in South African 
taxation. The Budget 1980 adjusts various tax concessions in 
order to prevent the combination of inflation and a progressive 
tax system from increasing the real tax burden on the commu- 
nity and thereby retarding economic growth. 

LES MODIFICATIONS DE 1980 DE L'IMPOT SUR LE 
REVENU EN REPUBLIOUE SUD-AFRICAINE 
L’auteur commente les derniéres modifications intervenues en 
matiére d’imposition sud—africaine, Le Budget de 1980 adapte 
différentes concessions fiscales afin d'éviter que I'inflation com- 
binée é un SVStéme fiscal progressif entral‘ne une augmentation 
d'e la charge fiscale réelle pesant sur la communauté, retardant 
ainsi la croissance économique. 
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REPUBLIK SUEDAFRIKA 
Der Verfasser untersucht die neuesten Entwicklungen im Steuer- 
system Sfidafrikas. Durch den Haushalt 1980 werden verschie- 
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(former Gilbert Islands). 
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DAS STEUERSYSTEM IN KIRIBATI 
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Finance, Mr. O’Kennedy, pronounced on February 27, 1980. 
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by large-scale borrowing and again income taxes and social wel- 
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percent 

IRLANDE: BUDGET 1980 
Extrait du Budget présenté Ie 27 février 1980 par le Ministre de 
Finances, M. O'Kennedy. Le niveau d'impbt relativement bas en 
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IRLAND: DER HAUSHALT1980 
Auszilge aus der Haushaltsrede, die der Finanzminister, Herr 
O'Kennedy, am 27. Februar 1980 gehalten hat. Die verhé'lt‘ 

nisméssig geringe globale Steuerbelastung in lrland wurde durch 
eine umfangreiche Kreditaufnahme erméglicht. Der Haushalt 
sieht Verbesserungen bei der Einkommensteuer Sowie bei der 
Sozialversicherung vor. Andererseits werden die indirekten 
Steuern betréchtlich erhéht; der Umsatzsteuersatz steigt z.B. von 
2.0 auf 25 v.H., - 

THE TAX SYSTEM OF KIRIBATI ................. 204 

IRELAND: BUDGET 1980 ...................... 207 
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f Tax Developments 
in Singapore 
BY LEE FOOK HQNG, FCIS, FAIA 

I. TAX CHANGES 
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© 1980 International Bureau of Fiscal Documentation — BULLETIN 

_A. THE ECONOMIC EXPANSION INCENTIVES 
(RELIEF FROM INCOME TAX) (AMENDMENT 
NO. 2) ACT, 1979 

The Economic Expansion Incentives (Relief from Income 
Tax) (Amendment No. 2) Act, 1979 was passed by 
Parliament on December 11, 1979 and assented to by 
the President on December 18, 1979. It was published 
in the Singapore Government Gazette Act Supplement 
No. 31 dated December 28, 1979. 
This Act amends the Economic Expansion Incentives 
(Relief from Income Tax) Act to ensure that in com- 
puting the export profit of an export enterprise which 
qualifies for tax relief under Section 32 of the Act, 
such part of the capital allowance as may be attributable 
to the export profit qualifying for the tax relief must 
be deducted. 
The Amendment will take effect from the Year of 
Assessment (Y/A) 1980. 

B. INCOME TAX (AMENDMENT) ACT, 1980 
The Income Tax (Amendment) Act, 1980 was passed 
by Parliament on March 17, 1980 and assented to by. 
the President on March 26, 1980. 
It was published in the Government Gazette Act Sup- 
plement No. 12 dated April 3, 1980. 1 

The Income Tax (Amendment) Act, 1980 seeks to 
implement some of the tax changes announced in the 
Government’s 1979 Budget proposals and also to make 
other amendments to the Income Tax Act. 
The major tax changes effected by the Amendment Act 
are summarised in the Appendix. hereto. Below are some' 
brief notes on the amendments to the various sections 
and the respective dates on which such. amendments 
will be effective.

' 

1. The Act Supplement is Obtainable from ' the Singapore 
National Printers (Pt-e.) Ltd.,3303 '.Upper SerangOOn Road, Singa- 
pore 1334 and S.N.P. Publications Sales Division, Fullerton 
Building, Ground Floor, Singapore 0104. The price is S$ 1.50 per 
copy; ' 
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1. Net annual value of owner-occupied properties 
The proviso to Section 10(1A) has been amended to 
include “ 

.......... any property owned by a married 
woman living with her husband shall be deemed to be 
owned by the husband.” 
Before the amendment, the Act allows a husband 
and a wife to claim exemption from income tax on 
one property each. 

_

V 

After the amendment, only one property for each 
couple will be exempt from income tax with effect 
from the Year of Assessment 1980. ‘ 

2. Maintenance payment received by a child 
This new Section 10(8) provides that any maintenance 
payment made to a child under a court_ order or a deed 
of separation is not, deemed to be income and therefore 
will not be subject to tax. 

3. Exemption for pensions 
Since the Year of Assessment 1977 only 50 percent of 
the pension derived by a Singapore resident has been 
subject to tax. This Section has now been deleted and 
the following new paragraph (x) has been added to 
Section 13(1): 

“(x) the income derived by a person resident in 
Singapore from any pension granted under any 
written law relating to pensions in Singapore or 
under such other pensions scheme as may be 
approved by the Minister by notification in the 
Gazette.” 

Accordingly any pension granted under any written law
I 

in Singapore as well as under any approved private 
pension Scheme designated by the Minister will be exempt 
from tax with effect from the Year of Assessment 1979. 

4. Deduction from car expenses 
A new Sub-section (3A) has been added to Section, 14 
to increase the limitation on the amount of allowable 
expenses from $15,000 to $25,000 in respect of amotor 
car acquired on or after April 1, 1979. The effect of 
this amendment is that the deduction for expenses in- 
curred by any business service passenger vehicle with “Q” registration costing more than $25,000 purchased 
192 

on or after April 1, 1979 shall be limited to the amount 
- which bears to such outgoings and expenses the same’ 
proportion as $25,000 (previously $15,000) bears to 
the capital expenditure incurred by the owner in respect 
of the motor car. For example: 
1) Total running expenses incurred is $5,000 
2) QEL 1234 costing $30,000 was purchased in Nov- 

ember 1979 
3) The amount to be allowed against taxpayer’s income 

. 25,000 _ Wlllbem X $5,000 — $4,166.70 

5. Double deduction not allowed 
This amendment precludes any company which is 
enjoying tax relief under the Economic Expansion In- 
centives (Relief from Income Tax) Act from being 
given double deduction of expenses under that Section. 

6. Double deduction for export market development 
expenditure 

The new Section 14C provides for double deduction of 
the following expenses incurred on or after April 1, 
1979 by a company resident in Singapore principally 
for promoting the export of goods manufactured in 
Singapore: 
a) Export market development expenditure incurred in 

carrying out a marketing project overseas approved 
by the Minister; or 

b) Advertising expenses in respect of advertisements 
placed ‘in any approved Singapore publication de- 
signed for publicity overseas. 

7. Expenditure on scientific research projects 
A new Section 14D has been inserted to provide for 
deduction of expenditure on scientific research in- 
curred on or after April 1, 1979 by a manufacturing 
company where the deduction would not be allowable 
as revenue expenses under Section 14 of the Act. The 
expenditure must be incurred on scientific research 
carried out in Singapore and related to the trade or 
business of the taxpayer or consist of payments to an 
approved research institute for scientific research related 
to the taxpayer’s trade or business. ' 

Expenditure of a capital nature e.g. capital expenditure 
incurred on plant, machinery, land or buildings will 
qualify for deduction. 
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8. Motor cars registered and used outside Singapore 
Section 15(1)(j) has been amended to allow deductions 
for expenses incurred in respect -of motor vehicles 
registered outside Singapore and used exclusively out- 
side Singapore provided such vehicles are used for the 
purposes of producing income subject to Singapore in- 
come tax. 

9. Capital allowances on cars limited to $25,000 
A new proviso to Section 19(2A) has been introduced 
to increase the limitation on capital allowances from 
$15,000 to $25,000 in respect of a motor car acquired 
on or after April 1, 1979. 
When a business service passenger vehicle costing more 
than $25,000 was purchased on or after April 1, 1979 
the respective amounts of initial and annual allowances 
claimed shall be limited to 20 percent each of $25,000. 
For example, if a business passenger car (QEL 1234) 
was purchased in November 1979, costing $30,000, the 
initial and annual allowances to be allowed for Year of 
Assessment 1980 will be restricted to $5,000 and 
$5,000 respectively.

' 

(Note: There are proposals in the 1980 budget for new 
depreciation rates and change from reducing 
balance method to straight line method). 

INVESTMENT 
IN ASIA 

AND THE PACIFIC 

10. Capital allowances for cars registered and used 
outside Singapore 

This sub-section has been amended to enable capital 
allowances to be granted in respect of motor vehicles 
which are registered outside Singapore and used ex- 
clusively outside Singapore provided such cars are 
used for the purposes of . producing income liable 
to Singapore income tax. 

11. Sale price of cars purchased on or after 1.4.79 
Consequent upon the increase in the limitation of 
capital allowances from $15,000 to $25,000 the sale 
price of a business service passenger vehicle purchased 
on or after April 1, 1979 costing more than $25,000 
will be computed according to the following formula: 

25,000 
purchase price of the car 

x selling price

~ 
12. Balancing allowances for business service passenger 

vehicles only 
This new Sub—section has been introduced to assure that 

r TAXES AND fi ' 3 
Sponsored by the UN. Economic and Social Commission for Asia and 

0 Investment Laws * Loose-leaf, by air 

0 Taxes * Regularly updated 

0 Investment Incentives 

the Pacific — ESCAP. 

0 Economic AnaIysis 

Now also includes the People’s Republic of China.

6Q éfi Emmi 

Further details and free samples from: 

INTERNATIONAL BUREAU OF FISCAL DOCUMENTATION 
Sarphatistraat 124 — PO. Box 20237 —' 
1000 HE Amsterdam — the Netherlands 

I 

Tel.: 020-26 7726 Telex: 13217 intax nl Cables: Forinta‘x
| 
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no balancing allowances will be granted on the sale of 
a motor car which is not, for any basis period after the 
basis period for the Year of Assessment 1981, registered 
as a business service passenger vehicle. 

13. Central Provident Fund (CPF) contributions 
The maximum amount of compulsory contributions 
made to the CPF Board allowable as relief has been 
increased from $4,000 to $5,000. 
For example, if ' Mr. A’s CPF contribution for the year 
1979 is $5,080 the maximum amount of CPF to be 
allowed against his assessable income will be $5,000 
(maximum) for the Year of Assessment 1980. 
This amendment also applies to compulsory con- 
tributions made to other pension or provident fund 

I 

schemes approved by the Minister for Finance. 

14. Concessionary rate of tax for income from insuring 
of offshore risks 

The scope of the concessionary rate of tax for insurance 
companies under Section 43C of the Act has now been 
extended by the amendment act from income derived 
from the reinsuring of offshore risks to income derived 
from the insuring of offshore risks. 

Republic of Singapore 

Personal income tax 
Old and new rates compared 

~ ~ ~ ~ ~ 

Old New 

Chargeable Old Tax New 
1 

Tax 
Income Rate Payable Rate Payable Savings 

% % 
On the first 
2,500 5 125 4 100 25 
On the next 
2,500 8 200 7 175 25 
On the first 
5,000 325 275 50 
On the next 
2,500 10 250 9 225 25 
On the first 
7,500 575 500 75 
On the next 
2,500 12 300 11 275 25 
On the first 
10,000 875 775 100 
On the next 
5,000 15 750 14 700 50 
On the first 
15,000 1,625 1475 150 
On the next 
5,000 20 1 ,000 17 850 150 
On the first 
20,000 2,625 2,325 300 
On the next ' 

5,000 25 1 ,250 21 1 ,050 200 
On the first 
25,000 3,875 3,375 500 
On the next 1 

10,000 30 3,000 26 2,600 400 
On the first 
35,000 6,875 5,975 900 
On the next 
15,000 35 5,250 32 4,800 450 
On the first 
50,000 12,125 10,755 1350 
On the next 
25,000 40 10,000 34 8,500 1500 
On the first 
75,000 22,125 19,275 2850 
On the next 
25,000 40 10,000 36 9 ,000‘ 1000 
On the first 
100,000 32,125 28,275 3850 
On the next

, 

100,000 45 45,000 40 40,000 5000 
On the-first 
200,000 77 ,125 68,275 8850 
On the next 
200,000 50 100,000 45 90,000 10,000 
On the first 
400,000 177,125 158,275 18,850 
On the next 
200,000 55 1 10,000 50 100 ,000 10,000 
On the first 
600,000 287,125 258,275 28,250 
Over 600,000 55 55 
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II. SUMMARY or 
TIIE I980 BUDGET 

On March 5, 1980, the Minister for Trade and Industry, 
Mr. Goh Chok Tong, presented his 1980 Budget to the 
Parliament of the Republic of Singapore. Before out- 
lining the financial policy for the coming year, he 
summarised the salient points of the “Economic Survey 

L of Singapore 1979” and spelt out the economic objec- 
tives for the future and the strategies for the Eighties.

I 

Singapore’s economic performance in the seventies 

In his summary of Singapore’s economic performance in 
the 1970s Mr. Goh revealed that Singapore’s economy 
grew at an average annual rate of 6.8 percent in 1974 
and 4.0 percent in 1975; For'fhe decade as a_ wholegeal 
GDP grew at an average rate of 9.4 percent per annum, 
better than the 8.7 percent achieved in the Sixties. 

Sihgapore’s economy in 1979 

On Singapore’s economy in 1979 Mr. Goh said that in 
1979 _world _economic performance remained sluggish 
for the third 

’ 

successive year. The industrialised 
economies averaged a growth of 3 1/4 percent, slower 
than the already poor growth rates of 3.7 and 3.9 
percent in 1977 and 1978 respectively. World trade 
grew by 7 percent, slightly faster than the previous year. 
Inflation, however, worsened. Consumer prices climbed 
up to 10 percent, from 8 percent in the previous two 
years.

‘ 

Singapore’s economic performance in 1979 was en- 
couraging, and better than the previous years. Real GDP 
rose by 9.3 percent, as against 8.6 percent for 1978. The 
higher rate of growth was achieved with relative price 
stability. Despite the higher oil prices and the larger 
wage increase recommended by the National Wages 
Council (NWC), consumer prices rose by only 4 percent, 
lower than the 4.8 percent in 1978. Unemployment was 
reduced to 3.3 percent from 3.6 percent in the previous 
year. 

All sectors of Singapore’s economy expanded. Manufac- 
turing grew by 14 percent, the highest rate of expansion 
_since the recession. The value of external trade rose 
substantially by 32 percent, but this was due mainly to 
oil price increases. , . 

Mr. Goh said that overall he would have rated last year’s 
economic performance as excellent had it not been 
marred by one black spot - declining productivity 
growth. Economic expansion was achieved more 
through a quantitative input of workers than through 
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productivity increases. Employment increased by 6.6' 
percent, 2.1 percentage points higher than the previous 
year, while productivity growth fell to 2.6 percent, 
from 4 percent in 1978. 

Economic objectives and development strategies for the 
Eighties 

Outlining his development strategies for the 1980s, Mr. 
Goh set clearly defined targets for 1990. Singapore’s 
development strategies for the 19805 aimed at attaining 
the standard of living achieved by Japan in 1978. This 
means that the target is an 8-10 percent annual growth 
in the 19805. I 

“If we suCCeed, we shall attain in 1990, a per capita 
income of S$15,000 to S$18,'000 (at 1979 prices) which 
Japan has already achieved in 197 ”, said Mr. Goh. He 
then proceeded to elaborate on the objectives in specific 
areas. 

On industrial development Mr. Goh said that in the 
1980s, he would like the manufacturing sector to 
become. even more dynamic, increasing its share of GDP 
from the present 22 percent to 31 percent by 1990, and 
leading the economy through consistent high produc- 
tivity increases. 
The Singapore Government will provide better jobs with 
higher wages for a better educated and trained popula- 
tion as well as opportunities for local entrepreneurs ‘to 
participate in industries either on their own or in joint 
ventures with foreign investors. 
On trade development the Minister forecasts that by 
1990 manufactured goods will comprise 60 percent of 
exports if Singapore succeeds in achieving its industrial 
goals in the 19805. 
Through the tax incentives for international trading 
companies, the Government will encourage the forma- 
tion of multi-activity international trading companies to 
push the export of Singapore manufactured products in 
overseas markets. The double tax deduction scheme 
will be extended to cover overseas marketing campaigns. 
On services development Mr. Goh said that in the 19805 
Singapore would be developed into a financial super- 
market offering a wide and sophisticated range of 
financial services. The Government aims to develop 
Singapore into an international funds management 
centre. Bankers Would be encouraged to improve effi- 
ciency and productivity through greater computerisa- 
tion and other forms of automation. 
Transport and communication were the leading growth 
sectors in the 1970s. These sectors will remain an 
important pillar of the economy while computer 
services will be more actively promoted in Singapore 
and overseas. A 

The export of consultancy and technical expertise will 
become more important in the 19805._ The conces- 

* See for an excerpt of the Budget Speech 1980 page 150 of the 
April 1980 issue of the BULLETIN. 
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_ 
sionary tax on income and the 5 percent preferential 
margin to local contractors should help in the aim of 
exporting consultancy services. 
Computer services are a crucial area to concentrate on 
and Singapore should also plan to export its computer 
software and services. 
To stimulate utilisation, computers and peripheral 
equipment will be allowed to be written off in three 
years for tax purposes.- In addition to the incentives 
given to International Consultancy Services, the Govern- 
ment is studying the feasibility of granting pioneer 
status for highly sophisticated computer software 
activities which are export-oriented as well as providing 
a concessionary tax rate of 10 percent, for a period of 
five to ten years for certain computer-related specialised 
companies. 
On ASEAN economic cooperation the Minister stressed 
that in the 19805, Singapore would continue to seek and 
foster closer economic cooperation within ASEAN for 
Singapore has a stake in the stability and prosperity of 
the ASEAN region. ’ 

On manpower development Mr. Goh said that the 
pressing need throughout the restructuring of manufac- 
turing industry would be for an abundant supply of 
skilled, technical and professional manpower. Exact 
needs are still being worked out and the universities and 
techmcgl institutions will be_a_1_sked to expand rapidly. 
Singapore will be short of engineers in the 19805 at the 
current rate of output from the University. The Univer- 
sity of Singapore will be asked to expand and re-con- 
stitute its Engineering Faculty to produce more and 
better-suited engineers to service and manage Singa- 
pore’s expanding economy. 
Professionals need experience to measure‘up to inter- 
national standards of professional competence. It is, 

therefore, necessary to ensure that there are no closed 
shop practices of professional cartels. Registration for 
professionals like architects, doctors, engineers, accoun- 
tants and lawyers would be further liberalised. 
The Minister added, “To help overcome shortages of 
labour, policies would be reviewed to attract more 
females to take up employment and to encourage older 
people who are still fit to remain in employment.” 
On the Budget for the coming fiscal year, the Minister 
said that it has been formulated on the basis of the 
following guidelines: 

(a) Financial prudence: We shall continue with the 
prudent policy of keeping Government recurrent 
expenditure down to the minimum and within the 
revenue expected to be collected within the fiscal 
year, But consistent with a high standard of admin— 
istration. 

(b) Development objectives: The Budget should reflect 
the thrust and objectives of our policy to restructure 
the economy and of our development strategies for 
the Eighties. It should balance economic growth 
with social objectives. Investment in infrastructural 
development should be matched by investment in 
people and improvements in housing and other 
social amenities. 
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After quoting figures for the total estimated expendi- 
ture and revenue for the financial year 1980, the 
Minister proposed the following: 
(a) Tax changes 
(b) Tax concessions 
(0) Personal income tax 

(i) Reduction in tax rates, and 
(ii) Relief for handicapped persons. 

Tax changes 

Withdrawal of protection for cigarettes and tobacco 
At present, the manufacture of cigarettes is protected 
through the imposition of an import duty higher than 
excise duty. Withdrawal of protection is in keeping with 
the development strategy to expose to competition 
those industries which should have grown out of the 
fledgling stage. The Singapore Government has, there- 
fore, decided to remove this protection for cigarette 
nlqggjggjgggg by harmonizing excise duty _with import 
duty. Excise diity ori 'c'i‘gére—t't'é—rhifiuféc'fure Will-fihere- 
fore be raised from $4 per kilogram to $9 per kilogram. 
The import duty of cut rag will also be increased from 
$35 per kilogram to $36 per kilogram. 

Tax concessions 

(i) Research and development 
To encourage manufacturers to develop new products 
and processes, and to modify existing ones, specific tax 
incentives will be given to promote R & D activities in 
Singapore. 
For manufacturing enterprises conducting R & D and R& D institutions servicing them, the following tax 
incentives will be given: 
(a) Double deduction of R & D expenditure, other than 

on buildings and equipment, on a case-by-case basis; 
(b) Accelerated depreciation over three years for all 

plant and machinery for R & D; ‘ 

(0) Investment allowance of up to 50 percent of the 
capital investment in R & D, excluding building 
costs, on a case-by-case basis; 

(d) Extension of the initial allowance of 25 percent and 
annual allowance of 3 percent, presently available 
only to industrial buildings and structures, to R & D 
buildings; and 

(e) Capitalisation and writing-off of lump sum pay- 
ments for manufacturing licensings for a period of 5 
years. 

These concessions will take effect from Year of Assess- 
ment 1981. 

(ii) Capital allowances for plant and machinery 
In line with Singaporé’s policy to develop high tech- 
nology and to assist enterprises to mechanise, com- 
puterise, and upgrade their operations, the tax treat- ment of capital allowances for plant and machinery will 
be liberalised as follows: 
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(a) Accelerated depreciation allowance of 33 1/3 per- 
cent over three years will be extended to investment 
in computers and R & D equipment; 

(b) The method of granting annual‘allowances will be’ 

converted frbm the reducing balance to the straight 
line method; and 

(c) The existing depreciation schedule will be replaced 
by another with more realistic rates for write-offs. 
See Appendix I to the Budget speech on page 153. 

(iii)Stamp duties 

In previous years, many incentives have been given to 
promote the development of Singapore as a financial 

‘ centre. This year, the Government intends to remove 
the inconveniences experienced by financial enterprises 
by removing certain duties altogether and rationalising 
others at a single rate: - 

(a) Mortgages and debentures 
The existing rates of duty on mortgages and debentures 
will apply but the maximum amount payable is now 
fixed at $500. 

(b) Marketable securities 
Asian Dollar and Singapore Dollar Bonds are presently 
granted stamp duty remission on a case-by-case basis. 
The exemption will now be given across the board. 
Stamp duty on contract notes for the trading of 
marketible securities will also be abolished. 

(c) ACU offshore loan agreements 
The present 1/2 percent ad valorem stamp duty, subject 
to a maximum of $500 on ACU offshore loan agree- 
ments, will be abolished. 
In addition, stamp duties on all other documents 

’ 

relating to ACU offshore loans will be abolished. 
(d) Share certificates _

, 

The 0.1 percent ad valorem duty on share certificates 
will be removed. 

(e) Share transfer deeds 
The 0.2 percent and 0.3 percent duty on share transfer 
deeds wi_11 be standardised at 0.2 percent. 

(f) Insurance plicies 
The existing multifarious duties will be standardised at a 
single rate of $1 per document. 

(g) Partnership agreements 
The existing manifold rates will be standardised at a 
single rate of $10. 

(h) Promissory notes 
The duty will be revised to $1 per note. 
Stamp duties on the following instruments in the First 
Schedule of the Stamp Act will also be removed 
completely: 
Article 3 — Agreement or Memorandum of Agreement 
Article 7 — Appraisement ‘ 

Article 8 — Apprenticeship Deed 
Article 12 —- Average Bond 
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Article 13 — Award 
Article 25 - Contraét 
Article 28 — Copy or Extract 
Article 33 -- Deed of any kind not described in this 

Schedule 
Article 37 — Extract 
Article 43 — Letter of Allotment and Letter of Renun- 

ciation ‘ 

Article 48 — Note of Protest by the Master of a Ship 
Article 54 — Protest of Bill or Note 
Article 55 — Protest by the Master of a Ship 
Article 67 — Valuation 
Article 68 - Warrant for Goods 
The concessions on stamp duties will take effect from 1 
April 1980. 

(iv) Concession for off-shore gold transactions 

The Singapore Government has received representations 
that the tax rate of 40 percent on income derived from 
off—shore gold transactions inhibits the development of 
the market. The matter has been studied and Govern- 
ment has decided to remove this disincentive. With 
effect from the year of assessment 1981, the 10 percent 
concessionary tax rate will apply to the following 
income derived from gold transactions with non—resi- 
dents: 

1) Profits arising from the transactions of Asian 
Currency Units (ACUs) with non-residents, other 
ACUs, and broker and dealer members of the Gold 
Exchange of Singapore (GES) in the Singapore and 
overseas gold markets. This is an extension of the 
concession so far given to ACUs on income derived 
from off-shore transactions with non-residents. 

2) Fees, commissions and profits of approved broker 
and dealer members of the GES, that is, those 
approved by the Monetary Authority of Singapore, 
arising from their transactions with non-residents, 
other members of the GES, and ACUs, in both the - 

Singapore and overseas gold markets. Associate 
members of the GES will not be eligible for the 
concession.

' 

Personal income tax 

(i) Tax rates 
Between increasing the level of deductible reliefs and 
lowering tax rates across the board to afford reliefs from 
inflation, the Government has opted for the latter. This 
decision is based on sound principle and on precedent, 
first established by the Deputy Prime Minister as 
Minister of Finance, and upheld by the present Minister 
for Finance since 1970. This general reduction in 
personal tax rates gives relief to all without shrinking 
the tax-paying population. _ 

Details of proposed reduction in individual income tax 
are shown in Appendix II to the Budget speech on page 
154. 
Every taxpayer will be given a reduction in tax ranging 
from 6.8 percent, depending on his tax bracket. The 
average reduction in tax is 16.1 percent.

' 
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The highest marginal rate remains at 55 percent, but the 
lowest marginal rate is now reduced to 4 percent. 
Taxpayers in the first and second tax brackets, there- 
fore, enjoy the largest reductions in relative terms. 
Those in the first taxable bracket will, on average, pay 
only one percent of their incomes in tax. The others are 
given tax reductions commensurate with their bigger tax 
liabilities.

' 

The new rates will take effect from Year of Assessment 
1980. ' 

The aim of the Government is to reduce the levels of 
personal income tax in the next 2-3 years until the 
maximum effective rate is no more than the company 
rate of income tax, i.e. 40 percent. 

(ii) Relief for handicapped persons 
If a taxpayer maintains a brother or sister who is 
incapacitated by physical or mental infirmity and who 
does not earn any income and continues to depend on 
the taxpayer, he will be entitled to claim a deduction of 
$750. The allowance is presently given only to parents 

. of handicapped persons. - 

This relief is given only to taxpayers who maintain such 
a member of the family in the same household. The 
deduction may also be apportioned if more than one 

APPENDIX I 

Personal income tax 
Old and new rates compared 

Old New 
Chargeable Old Tax New Tax 
Income rate% payable rate% payable savings 

On the first 2,500 5 125 4 100 25 
On the next 2,500 8 200 7 175 25 
On the first 5,000 325 275 50 
On the next 2,500 10' 250 9 225 25 
On the first 7,500 575 500 75 
On the next 2,500 12 300 11 275 25 
On the first 10,000 875 775 100 
On the next 5,000 15 750 14 700 50 
On the first 15,000 1,625 1,475 150 
On the next 5,000 20 1 ,000 17 850 150 
On the first 20,000 2,625 2,325 300 
On the next 5,000 25 

' 

1 ,250 21 1,050 200 
On the first 25,000 3,875 3,375 500 
On the next 10,000 30 3,000 26 2,600 400 
On the first 35,000 6,875 5,975 900 
On the next 15,000 35 5,250 32 4,800 450 
On the first 50,000 

' 

12,125 10,775 1,350 
On the next 25,000 40 10,000 34 8,500 1,500 
On the first 75,000 22,125 19,275 2,850 
On the next 25,000 40 10,000 36 9,000 1,000 
On the first 100,000 32,125 28,275 3,850 
On the next 100,000 45 45,000 40 40,000 5,000 
On the first 200,000 77,125 68,275 8,850 
On the next 200,000 50 100,000 45 90,000 10,000 
On the first 400,000 177,125 158,275 18,850 
On the next 200,000 55 1 10,000 50 100,000 10,000 
On the first 600,000 287,125 258,275 28,850 
over 600,000 55 55 ' 

taxpayer maintain the same handicapped brother or 
sister. It will take effect from Year of Assessment 1980. 

Reaction to the Budget 

The 1980 Budget has been well received by most 
Singaporeans who describe it as a Tax Cut Budget or a 
Joy Budget. Because of the acrossLthe-board tax cuts in 
personal income tax most people welcome the budget as 
a give-away budget as every taxpayer at all levels is given 
a reduction in personal income tax payment for the 
Year of Assessment 1980. (See old & new rates com- 
pared in Appendix I.) There are more “cheers” than 
“tears” as cigarette manufacturers are perhaps the only‘ 
group to spill tears over the Budget. 
A summary of the tax changes and tax concessions 
appears as Appendix II. 

APPENDIX II 

Summary of tax changes and tax concessions 
"Tax changes 

Withdrawal of pro tection for cigarettes and tobacco 
Excise duty on cigarette manufacture is raised from $4 to $9 per 
kilogram and import duty on cut rag is increased from $35 to $7376 

per kilogram. 

Tax concessions 

7. Tax concessions for research and development 
Tax incentives for research and development to encourage manufac- 
turers to develop new products and processes and to modify existing 
ones. (Double deduction for R & D expenditure, accelerated de- 
preciation and investment allowance of the capital investment.) 

2. 
_ 

Capital allowances for plant and machinery 
Higher capital allowances-for plant and machinery to encourage 
development of higher} technology and greater automation. (An 
accelerated depreciation allowance for plant and machinery in- 
cluding computers and R & D equipment, and a more favourable 
accounting method for writing off equipment, i.e. changes from 
reducing balance method to straight line method.) 

3. Stamp duties 
Removal of certain duties and rationalising others at a single rate 
aimed at promoting the Republic's development as a financial 
centre. (Removal of stamp duties for Asian dollar and SingapOre 
dollar loans, Asian currency unit off-shore loans, share certificates 
and standardisatiori of the duty on sharé transfer deeds to 0.2 
percent.) 

4. Concession for offshore gold transactions 
To encourage the growth of the market the Minister removed the 40 
percent tax on income derived from goal transactions with 
non-residents and replaced it with a 10 percent concessionary rate. 

5. Personal income tax 
(i) T a x r a t e 5 

An across the board reduction in personal tax rates ranging from 6.8 
percent to 19.9 percent. 

(ii) Relief for handicapped person 
A relief of $750 if the taxpayer maintains an incapacitated brother 
or sister. 
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The 1980 Income Tax Changes 
in the Republic of South Africa 
BY DR. ERWIN SPIRO 

While pursuing a policy of more growth from greater 
strength, Senator O.P.F. Horwood, the Minister of 
Finance, when delivering his Budget speech, emphasized 
that tax concessions had to be adjusted to prevent the 
combination of inflation and a progressive tax system, 
the so-called “fiscal drag”, from increasing the real tax 
burden on the community and thereby actually retard- 
ing economic growth. Adverting to the expectations of 
the taxpayer, however, the Minister of Finance asked him 
to heed Halifax’s warning: “Men should do with their 
hopes as they do with their tame fowl: cut their wings 
that they may not fly over the wall.” 

I. FURTHER CONCESSIONS 
Initial and investment allowances. The existing initial 
and investment allowances, which are two of the princi- 
pal incentive devices, will be extended for a further pe- 
riod of three years till June 30, 1982. 

Building costs of dwellings for employees. To encourage 
participation by employers in the provision of housing 
for their employees, the presently existing ceiling on the 
deduction, for tax purposes, of the building costs of any 
one dwelling for a farmer’s employee Will be increased 
from R4,000 to R5,000. For other employers, the ex- 
isting allowance of 25 percent of the expenditure in- 

' 

curred will be increased to 50 percent, with a maximum 
of R4,000 instead of the present R3,000. The revised 
allowances will apply to the cost of buildings, the erec- 
tion of which commences on or after April 1, 1980. 

Lump sum distributions. The maximum tax-free lump 
sum benefit paid out of a pension, provident or retire- 
ment annuity fund on or after March 1, 1980, will be in- 
creased from R45,000 to R60,000. A number of other 
allied adjustments will also be effected. 

Expenses incurred by the physically disabled. The maxi- 
mum deduction for tax purposes in respect of expenses 
incurred by the physically disabled will be increased 
from R600 to R1,200, and all other limitations will be 
removed. - 

Married working women. As rising costs prejudice the 
net income of the two—breadwinner family more than 
that of the single-breadwinner family, the tax-free por- 
tion of married women’s income will be increased from 
R900 to R1,200. 
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I I. STRUCTURAL CHANGES 
Subscription shares. The interest on subscription shares 
of building societies is currently tax-free on a inaximum 
share investment of R150,000 per person (whether such 
person is the taxpayer or not). This concession appears 
to the Minister of Finance to be out of line with the far 
more modest amounts which may be invested tax-free in 
the Post Office, the Treasury and also in the form of 
tax -free indefinite period building shares and will now be 
restricted - to the obvious dismay of the building so- 
cieties — to a maximum tax-free subscription share in- 
vestment of R50,000 per taxpayer. To minimize incon- 
veniences, the restriction will be phased in equal amounts 
over a period of three years. 

Loan levy. There being no reason for the continuation 
of compulsory loans to the State as the necessary funds 
can be substituted for on a voluntary basis in the form 
of Government stock issues in the domestic market, all 
loan levies on individuals and companies will be abolish- 
ed as from April 1, 1980. ’ 

Fringe benefi ts. Taxation of fringe benefits really means 
taxation of income in kind. Certain fringe benefits have 
always been subject to tax, and a new source of revenue 
is not envisaged. Differences of opinion relate mainly to 
the method of taxation and the date the tax should be 
instituted. There are now revised draft pfoposals, aiming 
at taxing all housing loans, entertainment allowances, 
private use of business cars, share participation schemes 
and low interest or interest free loans and the elimina- 
tion of discrimination between the private and public 
sectors. The Minister of Finance intends to bring them 
into force from March 1, 1981. 

Single basic income tax rate for married and unmarried 
persons. In future, the differentiation between un- 
married and married persons will now be achieved, first- 
ly, by allowing a smaller primary rebate to unmarried 
persons (see the examples under Tax Rebates) and, 
secondly, by increasing their tax by means of a 20 per- 
cent surcharge. The progression of the basic marginal 
rates of the normal income tax will be adjusted so that 
the maximum rate in respect of married persons is only 
reached at R40,000 and in respect of single persons, in- 
clusive of the surcharge, at R28,000. In addition the 
maximum basic marginal rate will be decreased from the 
present 55 percent to 50 percent. Reference is made to 
Annexure — Table II. 
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Tax rebates. There will be a return to a system of tax 
rebates as was in force prior to 1972, in contrast to the 
system of diminishing income abatements applicable at 
present. The latter are deducted from the taxable in- 
come, reduced, however, as income increases whereas 
rebates are deducted fromvthe' tax regardless of the size 
of the taxable income (see Bulletin 328 (1971)). The 
existing combined abatement for medical expenses and 
insurance premiums will be separated. Insurance pre- 
miums will continue to qualify for rebate purposes, but 
as far as medical expenses are concerned, from the 
1980/81 tax year, actual medical expenses up to a maximum amount of R1,000 will qualify as a deduction 
(in the case of persons over the age of 60 years up to 
a maximum amount of R2,000). As a result a person 
will only become liable to tax if his taxable income, 
after deduction of actual medical expenses, exceeds the 
following amounts: 

Persons over the_age of 60 years. 
R3,000 
R4,000 

unmarried 
’ married 

Persons under the age of 60 years 
unmarried R1,500 
married R2,500 
married with 1 child R3,75O 
married with 2 children R5,000 
married with 3 children R6,200 
married with 4 children R7,166 

Ill. TAXATION OF BLACK PEOPLE 
Last year the Minister of Finance pointed out that the 
equalization of the tax liability of whites, coloureds and 
Indians, on the one hand, and blacks, on the other, 
would extend over a period of three years. As in the 
case of other population groups, it is necessary also to 
grant relief in respect of black taxpayers. The threshold 
of liability for tax will, therefore, be increased from 
R1,200 to R1,_800 per taxpayer, and the tax rate there- 
after will be reduced by 20 percent. Reference is made 
to Annexure — Table I. 

IV. FUTURE LAW 
Initial and investment allowances. There are certain 
controversies, but the Minister of Finance felt that 
the status quo should not lightly be changed and, 
therefore, directed the Standing Commission on Taxation 
to investigate the whole issue ‘and to submit recom- 
mendations to him. 

Fringe benefits. In view of the fact that the proposed 
measure is to apply only from March 1, 1981 (see II 
above), employers and employees have, according to 
the Minister of Finance, been afforded sufficient time to . 

determine the effect of the proposals on their take- 
home earningsand to adapt to the new approach. 
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<— 
Separate taxation of (working) wives. Referring to 
fresh representations for the separate taxation of 
(working) wives, the Minister of Finance still did not 
see his way clear, both for reasons advanced by the 
Standing Commission on Taxation Policy and for 
practical and logistical reasons, to change over now to 
a system of separate assessments and, one may add, to 
a separate incidence of tax. 

V. RATES OF INCOME TAX (NORMAL TAX) 
Persons other than companies. Persons other than com- 
panies are; in respect of the taxable income derived in 
the year of assessment ending on February 28, 1981, or 
June 30, 1981, whichever is applicable, subject to 
normal income tax at the rates contained in Annexure — 
Table II with a maximum basic marginal rate of 50 per» 
cent and with the addition, in the case of unmarried 
persons, of a 20 percent surcharge on the tax. As men- 
tioned earlier (sub 11), the maximum rate will thus be 
reached where the taxable income exceeds R40,000 
in the case of married persons and R28,000 in the case 
of unmarried persons. 

Companies. The rates for companies in respect of taxable 
income derived in the Republic of South Africa' in the 
year of assessment, that is the financial year ending 
during the twelve-month period from April 1, 1980 to 
March 31, 1981, are as follows: 
(i) taxable income derived otherwise than from mining: 

40 cents per R1. A surcharge of 5 percent of such 
tax is to be added to such tax. The effective rate is 
thus 42 cents per R1. 

(ii) taxable income derived from gold mining: 
(a) on any mine other than a post-1966 gold mine 
an amount determined in accordance with one of 
the formulae laid down plus a surcharge which is 
not payable in respect of certain assisted gold mines 
equal to 5 percent of the said amount; 
-(b) on post-1966 gold mines an amount determined 
in accordance with one of the formulae laid down 
plus a surcharge of 5 percent of the said amount; 
‘(‘c) in the form of excess recoupments oVer capital 
expenditure accruing to companies which are or 
have been gold mining companies the average rate 
of tax as determined in accordance with the Act 
or 35 cents per R1, whichever is higher. 

(iii)taxable income derived from mining for diamonds: 
45 cents per R1 plus a surcharge of 5 percent of such 
amount; 

(iv) taxable income derived from mining operations other 
than mining for gold or diamonds (or natural oil): 
the position is the same as in the case of a non- 
mining company (see (i) above); 

(v) taxable income derived from mining for natural oil: 
in respect of taxable income derived from mining 
for natural oil (excluding gas)‘ normal tax at the 
rate applying to non-mining income plus an amount 
equal to 40 percent of the balance remaining after 
deducting the normal tax and in respect of taxable 

' income derived from mining for natural oil- in the 
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form of gas normal tax at the rate applying to non- 
mining income, the normal and additional taxes 
chargeable being subject to such a reduction as the 
Minister of Mines, in consultation with the Minister- 
of Finance, may determine. Where sulphur, salt or‘ 
any other mineral is won in the course of mining for 
natural oil, the income derived from the mining of 
sulphur, salt or other mineral is deemed to be derived 
from mining for natural oil. 

Summary of reductions. The reductions may be sum- 
marized as follows: 
(i) in the Case of all persons; the disappearance of the 
loan levy, that is 10 percent; , 

(ii) in the case only of persons other than companies: 
the reduction of the maximum rate from 55 to 50 per 
cent, such maximum rate being reached now at R40,000 
(instead of before R30,000) in the case of married 
persons and at R28,000 (instead of before R22,000) in 
the case of unmarried persons. 

VI. RATE OF OTHER TAXES CONTAINED IN THE 
INCOME TAX ACT 

Non-resident shareholders’ tax. The non-resident share- 
holders’ tax is 15 percent of the amount of the dividend 
or interim dividend in question. 

Undistributed profits tax. The undistributed profits tax 
is 33 1/3 cents on every R1 by which the ‘distributable 
income’ as defined exceeds the amount of dividends 
distributed during the ‘specified period’ as defined. 

Non-residents’ tax on interest. The non-residents’ tax 
on interest is 10 percent on the amount of the interest 
in question. 

Donations tax. The donations tax is at progressive block 
rates, the block exceeding R90,000 being taxable at 
the rate of 25 percent. 

ANNEXURE — TABLE I (BLACK TAXATION) 

Taxable income 
Where the taxable income— 

does not exceed R1 .800 ................ 

exceeds R 1,800 but does not exceed R 2,100
: 

exceeds R 2,100 but does not exceed R 3,120
V 

exceeds R 3,120 but does not exceed R 4,140 

exceeds R 4,140 but does not‘exceed R 5,160 

exceeds R 5,160 but does not exceed R 6,180 

exceeds R 6,180 but does not exceed R 7,200 

exceeds R 7,200 but does nqt exceed R 8,220 

exceeds R 8,220 but does not exceed R 9;240, 

_ 

e>I<ceeds R 9,240 but does not exceed R10,260 

exceeds R10,260 but does not exceed R11,28O 

exceeds R1 1,280 but does not exceed R12,300 

exceeds R12,360 but does not exceed R13,3;20 

exceeds R13,320 but does not exceed R14,340’ 

exceeds R14,34O but does not exceed [215,360
I 

exceeds R15,360 but does not exceed R16,380 

exceeds R16,380 but does not exceed R17,400 
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Rates of tax 

Nil 

R000 plus R024 for each _completed amount of R30 by 
which the taxable income exceeds R1800; 

R2_40 plus R072 for each completed amount of R30 by 
which the taxable income exceeds R2100; 

R2688 plus R168 for each completed amount of R30 by 
which thé taxable income exceeds R3,120; 

R8400 plus R240 for each completed amount ‘of R30 by 
which the taxab|e income exceeds R4,140; 

R165.60 plus R3.12 for each completed amount of R30 by 
which the taxable income eXceeds R5,160; 

R271:68 plus R336 for each completed amount of R30 by 
which the taxable income exceeds R6,180; 

R385.92 plus R384 for each completed amount of R30 by 
which the taxable income exceeds R7200; 

R516.48 plus R480 for each completed amount of R30 by 
which the taxable income exceeds R8220; 

R679.68 plus R528 for each completed amount of R30 by 
which‘the taxable income exceeds R9240; 

R859.20 plus R624 for each completed amount of R30 by 
which the taxable income exceeds R10,260; 

R1,071.36 plus R672 for each completed amouht of. R30 by 
which the taxable income exceeds R11,280: 

R1, 299.84 plus R7.68 for each completed amount of R30 by 
which the taxable income exceeds R12,300; 

R1,560.96 plus R8.16 for each completed amount of R30 by 
which the taxable income exceeds R13,320; 

R1,838.40 plus R8188 for each completed amount of R30 by 
which the taxable income exceeds R 14,340; 

R2,140.32 plus R960 for each completed amount of R30 by 
which the” taxable inconge exceeds R15,360; 

R2,466.72‘ plus 310.32 for each' completed amount of R30 by 
which the taxable income exceeds R16,380; 
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Taxable income 
Where the taxable income— 

exceeds R17,400 but does not exceed R18,420 

exceeds R18,42O but does not exceed R19,44O 

exceeds R19,440 but does not exceed R20,460 

exceeds R20,460 but does not exceed R21,480 

exceeds R21 ,480 but does not exceed R22,500 

exceeds R22,500 but does not exceed R23,520 

exceeds R23,520 but does not exceed R24,540 

exceeds R24,54O but does not exceed R25,560 

exceeds R25,560 but does not exceed R26,580 

exceeds R26,58O but does not exceed R27,600 

exceeds R27,600 but does not exceed R28,020 

exceeds R28 ,020 ......... 
. 

.......... 

Rates of tax 

R2181 7,60 plus R1080 for each completed amount of R30 by 
which the taxable income exceeds R17,400; 

R3,184.80 plus R10.80 for each completed am'ount of R30 by 
which the taxable income exceeds R18.420; 

[23,552.00 plus R1080 for each completed amount of R30 by 
which the taxable income exceeds R19,440; 

R3,919.20 plus R1104 for each completed amount of R30 by 
which the taxable income exceeds R20,460; 

R4,294.56 plus 911.04 for each completed amoum of R30 by 
which the taxable income exceeds R21 ,480; 

R4,669.92 plus R1200 for each completed amount of R30 by 
which the taxable income exceeds R22.500; 

R5,077.92 plus R1200 fo'r each completed amount of R30 by 
which the taxable income eXceeds R23,520; 

R5,485.92 plus R1272 for each completed amount of R30 by 
which the taxable income exceeds R24,540; 

R5,918A40 plus R1320 for each completed amount of R30 by 
which the taxable income exceeds R25,560; 

I 

R6,367.20 plus R1368 for each completed amount of R30 by 
which the taxable income exceeds R26,580; 

R6,832.32 plus R1392 for each completed amount of R30 by 
which the taxable income exceeds R27,600: 

R7,027.20 plus R14.40 for each completed amount of R30 by 
which the taxable income exceeds R28,020. 

ANNEXURE —' TABLE II
I 

_ 

‘(WHITES, COLOUREDS AND INDIANS) 

202
_ 

Taxable income 
Where the taxable income— 

does not exceed R6,000 ............... 
exceeds R 6,000 but does not exceed R 7,000 

exceeds R 7,000 but does not exceed R ‘8,000 

'exceeds R 8,000 but does not exceed R 9,000 

exceeds R 9,000 but does not exceed R10,000 

exceeds R10,000 but does not exceed R1 1,000 

exceeds R1 1 ,000 but does not. exceed R12,000 

exceeds R12,000 but does not exceed R13,000 

I 

exceeds R13,000 but does not exceed R14,000 

exceeds R14,000 but does not exceed R15,060 

exce'eds H15,000 but does not exceed R16,000 

exceeds R 16,000 but does not exceed R 18,000 

exceeds R18,000 but does not exceed R20,000 

Rates of tax 

‘8 percent of each R1 of the taxable income; 

R480 plus 10 percent of the amount by which the taxable 
income exceeds R6,000; 

R580 plus 12 percent of the amount by which the taxable 
income exceeds' R7,000; 

R700 plus 14 percent of the amount by which the taxable 
income exceeds R8,000,’ 

R840 plus 16 percent of the amount by which the taxable 
income exceeds R9000; 

R1,000 plus 18 percent of the amount by which the taxable 
income exceeds R10,000.'

I 

R1,180 plus 20 percent of the amount by which the taxable 
income exceeds R11,000;

_ 

R1,380 plus 22 percent of the amount by which the taxable 
income exceeds R12,000; 

R1 ,600Iplus 24 percent of the amount by which the taxable 
income exceeds R13,000; 

R1 ,840 plus 26 percent of the amount by which the taxable 
income exceeds R 14,000; 

R2,100 plus 28 percent of the amount by which the taxable 
income exceeds R15,000; 

R2380 plus 30 percent of the amount by which the taxable 
income exceeds R16,000; 

R2980 plus 32 percent of the amount by which the taxable 
income exceeds R 18,000;

‘ 
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Where’the taxable income— 
exceeds R20,000 but does not exceed R22,000 

exceeds. R22,000 but does not'exceed R24,000 

exceeds R24,000 but does not exceed R26,000 

exceeds R26 .000 but does not exceed R28,000 

exceéds R28,000 but does not excéed 1230.000 

exceeds R30,000 but does not exceed R32,000 

' 

exceeds R32,000 but does not exceed R34,000 

exceeds R34,000 but does not exceed R36,000 ' 

exceeds R36,000 but does not exceed R38,000 

exceeds R38,000 but does not exceed R40,000 

exceeds R40,000 ................... 

R3520 plus 34 percent of the amount by- which the taxable 
income exceeds RZQDOO; 

R4300 plus 36 'percent of the amount by which the taxable 
income exceeds R22,000; 

R5,020 plus 38 percent of the amount by which the taxable 
income exceeds R24,000; 

R5,780 plus 40 percent of the amount by which the taxable 
income exceeds R26,000.' 

R6580 plus 42 percent of the amount by which the taxable 
income exceeds R28 .000; 

RI7,420 plus 44 percent of the amount by which the taxable 
income exceeds R30,000.'

I 

R8300 plus 46 percent of the amount by} which the taxable 
income exceeds R32,000; 

R9220 plus 47 percent of the amount by which the taxable 
income exceeds R34.000; 

R10,160 plus 48 percent of the amount by which the taxable 
income exceeds R36,000; 

R11,120 plus 49 pércent of the amount by which the taxable 
income exceeds R38,000; 

R12,100 plus 50 percent of the amount by which the taxable 
income exceeds R40,000;
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I. INTRODUCTION 
On July 12, 1979 the Gilbert Islands, which until that 
date had been a colony of the United Kingdom, became 
independent under the name of the Republic of Kiriba- 
ti. Its total surface is no more than 655 square kilo- 
metres (approximately one quarter of the size of 
Luxembourg) although its islands are spread over a 
part of the Pacific which measures more than 4,000,000 
square kilometres (about twice the surface of Green- 
land). 2 Its capital city is Bairiki on the island of Ta- 
rawa. 

The Republic of Kiribati consists of three groups of 
islands: 

The Gilberts Group: 
Makin, Butaritari, Maxakei, Abaiang, Tarawa (centre of 
government administration), Maiana, Abemama, Kuria, 
Aranuka, Nonouti, Tabiteuea (North and South), Beru, 
Nikunau, Onotoa, Tamana, Arorae, Banaba. 

The Line Group: 
Tabuaeran (Washington), Teraina (Fanning), Christmas 
(Northern Line Group), Malden, Starbuck (Central 
Line Group), Vostock, Caroline, Flint (Southern Line 
Group). 

The Phoenix Group: 
Canton, Orona (Hull), Nikumaroro (Gardner), Moara 
(Sydney), Phoenix, Bimie, Mckean, Enderbury. 
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ll. POLICY OBJECTIVES 
A. Tariff policy 

Import tariffs are of particular importance in an eco- 
nomy in which imports constitute a large proportion of 
local consumption and investment. They influence 
consumption patterns, the viability of local businesses 
and the distribution of real incomes. The revenue from 
import tariffs accounts for 40 percent of locally raised 
revenue. 
The level of tariffs may thus have a considerable effect 
on the achievement of objectives. 
The following principles have been established for 
guidance in setting tariffs at levels which will assist in 
establishing a sound long term economic structure and ’ 

in achieving the objectives of the “National Plan”. 
(a) Duties should promote the most beneficial eco- 

nomic structure in the long term. 
(b) Where compatible with (a), local production should 

be encouraged by tariff measures. 1 

(c) Where compatible with (b), basic consumer neces- 
sities should be subject to minimal duties. 

((1) Luxury consumer goods should be subject to high 
rates of duty for revenue purposes. 

1. We are indebted to Mr. P. Jackson of the Kiribati Ministry 
of Finance for most of the information published in this note. 
2. Wereldmarkt, July 10, 1979 at 8. 

© 1980 International Bureau of Fiscal Documentation — BULLETIN



(e) Where compatible with (d), goods which are im- 
portant in the consumption of rural people should 
be subject to minimal duties. 

(f) Taking into account (a), raw and semi-processed 
goods should generally be subject to lower duti’és 
than processed goods. 

(g) Goods conducive to education and health should be 
subject to minimal duties. 

In the Budget of 1978, amongst other measures, the 
duties on bicycles, sewing machines and lamp oil were 
eliminated, duties on cotton fabrics reduced and on 
poultry and eggs increased. 

B. Recurrent revenue and investment 

The recurrent budget has been financed entirely from 
local revenue, with a substantial surplus in most years 
which has been used to build the Revenue Equalisation 
Reserve Fund. With the expiry of phosphate during 
this year, the position changes radically, which can be 
seen from Table 1. Local revenue will be substantially 
below present expenditure. 
Arrangements for funding the deficit have been made 
with the United Kingdom under the “Independence 
Financial Settlement”, but this settlement allows for 
the utilisation of part of the Reserve Fund interest per 
year. It is intended to manage the Reserve Fund so as 
to slow down, as far as possible, the depreciation of 
its capital value in real terms. The Agreement provides 
for a review of financial arrangements in 1982. 

C. Foreign investment 

The British Phosphate Commissioners (BPC), a part- 
nership of the British, Australian and New Zealand 
Goilei‘nments, have played a dominant role in the 
economy of Kiribati for most of this century through 
their phosphate mining operation on Banaba. 
The BPC has been the main source of overseas earnings, 
the main source of government revenue and a sub- 
stantial employer. The consequences of the termination 
of phosphate mining on Banaba were realised some time 
ago when it was decided to build up the Revenue 
Equalisation Reserve Fund with the income derived 
from phosphate mining. 
Besides the BPC, the only significant foreign investment 
has been in copra plantations, banking and fuel supplies. 
Fanning Island Plantations owns the islands of Fanning 
and Washington and operates copra plantations em- 
ploying about 135 people. Total employment by foreign 
owned companies, excluding BPC, amounts to about 
175 people. 
The main constraints on the growth of foreign invest- 
ment have been the remoteness of the country from 
major markets, the shortage of land and the lack of 
skilled manpower. Little effort has been made to pro— 
mote foreign investment. 
With the loss 0f phosphate revenue the Government is 
now concerned to build up economic activity in the 
country and is taking a more active role in the promo- 
tion of foreign investment. A number of sectors have 
been identified as suitable for foreign investment, the 
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most important being fisheries, tourism and mineral 
exploration. 
Foreign investment is specifically to be encouraged in 
order to develop the economic strength of the nation 
after the end of phosphate mining. Some of the ob- 
jectives of this foreign investment will be to promote 
the development of new and existing industries based 
on marine and other resources, and to encourage foreign 
business investment in Kiribati. 
Foreign investment will particularly be sought for the 
development of the country’s natural resources and in 
the commercial and manufacturing sectors. The most 
suitable projects for foreign investment are likely to be 
those that: 
(a) provide employment for local people; 
(b) expand exports or reduce imports; 
(c) require large capital sums in joint ventures, where 

the government contribution can be in the form of 
the resource to be exploited; 

((1) require foreign technology or management to 
ensure success (e.g. in mineral explOration); 

(e) require foreign participation to ensure access to 
markets. ' 

Further aims regarding foreign investment are: 
(a) to ensure local participation in significant ventures 

involving foreign capital; 
(b) to ensure maximum local benefit in employment, 

overseas earnings and government revenue from 
ventures involving foreign capital; 

'

I 

(c) to minimise any adverse social effects arising from 
foreign investment. ' 

III. THE TAX SYSTEM 

There are no provisions for such taxes as Wealth tax, Gift 
tax or Corporation tax, neither is there a levy for Estate 
duty.

~ ~ 

A. Income tax 
Income tax is charged on the income earned by a 
resident, which accrues in, is derived from or is reCeived 
in Kiribati, and, in the case of a non-resident, that 
income which accrues in or is derived from Kiribati. 
Income tax is charged on all of the following: 
(a) gains or profits from: '

. 

(i) any business, for whatever period of time carried 
on (provided that a husband and wife carrying 
on a business. together shall not be treated as 
partners in relation to each other for any pur- 
pose of this Ordinance); 

(ii) any employment or services rendered; 
(iii) any right granted to any other person for the use 

or possession of any property; 
(b) dividends, interest and discounts; 
(c) any pension, charge, annuity or alimony; 
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'‘ 
(d) any amount deemed to be his income under this 

Ordinance. 

Note 

Any income directly derived from the sale of copra shall be 
exempt from Income tax, but instead a charge of 25 per- 
cent in respect of “Copra tax" shall be levied. 

The rates of tax are as follows: 
Australian $ % 

First 500 - 9 - 

next 500 — 12 
next 1,000 — 21 . 

next 1,000 — 30 
next 1,500 — 39 
next 1,500 - 45 
exceeding 6,000 — 50 

The following outgoings and expenses are allowable 
when ascertaining income in respect of individuals, 
partnerships or companies: 
(a) Interest paid upon borrowed money, where the said 

money is employed in the production of income 
chargeable to tax (providing the loan was not for 
acquiring a source of income outside Kiribati). 

(b) Rent paid by any tenant of land or buildings oc- 
cupied for the purpose of acquiring the income. 

(0) Sums expended on the necessary repair of premises, 
plant, machinery, etc. 

(d) Bad debts incurred (in the course of a business). 
(e) Contributions to approved pension schemes. 
(f) Certain expenditure of a capital nature for the 

purposes of a business. 
(g) Any amount paid by way of alimony or allowance 

under a decree of divorce. 

(h) Any loss incurred, and where it cannot be Wholly 
“set-of ” against income from other sources for 
that year, the remainder shall be carried forward 
and deducted in ascertaining total income for sub- 
sequent years in succession. 

In addition to Income tax there are one or two specific 
taxes, i.e.: 

Phosphate taxation (as per the government ordinance 
as follows): Of the net proceeds per ton of phosphate 
minerals exported from the Republic, the British 
Phosphate Commissioners shall in any phosphate year 
(ending 30/6) pay a phosphate tax. Phosphate tax per 
ton shall be calculated in with the Table contained in 
the Schedule, ranging from $3.9045 tax on $4.40 
proceeds per ton to $5.6039 tax on $6.40 proceeds 
per ton. 

Landowners taxation: This is a land tax assessed, levied 
and collected by the Council within whose area of 
authority the land is situated. The amount of tax to be 
imposed is determined by the amount of Revenue 
required to be raised from this source for the Counci‘. 
Fund. 

B. Customs duties 
Customs duties are levied on both goods imported into 
and exported out of Kiribati. The rates are either ad 
valorem or specific and are indicated in the Customs 
Tariff. 

IV. REVENUE 
The Government’s internal revenue for the years 1973 
through 1979 and the forecasted figures for 1980 
through 1982 are set out in Table 1. 

Table 1 

1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 

Direct taxes 301 353 592 700 885 880 1,060 820 880 935 
Indirect taxes 1,545 2,312 1,889 2,520 2,818 2,510 2,553 2,370 2,410 2,520 
Phosphate taxes 2,910 10,603 22,783 9,500 8,301 8,082 6,544 — — — 
PWD overheads — — — — — 450 300 320 340 360 
Tuna licences — —— — —- — 259 1,000 1,360 1,430 1,500 
Other income 741 1,172 1,091 1,152 1,947 2,807 3,140 3,390 3,630 3,850

/ 
Total revenue 5,497 14,440 26,355 13,872 13,951 14,988 14,597 8,260 8,690 9,165 

206

\ 
© 1980 International Bureau of Fiscal Documentation BULLETIN



Ireland: 
BUDGET I980 
"It's good news for non-drinking, non-smoking, non-driving tax- 
payers" (lrish Times, February 28, 1980 at 15) 

The following is an extract of the'text of the Budget statement by the Minister for 
Finance, Mr. O’Kennedy, pronounced on February 27, 1980. 

Prudent management of the public finances 
and improving the climate for econ'omic 
development are normal priorities for a 
Minister for Finance when drawing up his 
Budget. This obligation takes on a special 
significance at a time of international eco— 
nomic recession, such as we now experi- 
ence. 

Because the international recession has had 
a particularly damaging impact on our 
energy dependent open economy, there is a 
new burden to be carried today. We must 
all ensure that this new burden, unwelcome 
though it may be, will be shouldered even- 
ly by all who can bear it. A progressive eco- 
nomic policy can only be implemented 
through the collective commitment and ac- 
tion of all sections of the community. It 
must be built on the firm foundation ofa 
caring and sharing society, so that in over- 
coming the immediate problems, we 
emerge more determined to achieve a heal- 
thy social and economic order which we 
can all respect. 

My proposals today, and Government poli- 
cy throughout the year, will be firmly di- 
rected towards those ends. 

The experience of last year indicates that 
we have found it difficult as a nation, in a 
period of growing prosperity, to adjust to 
the new reality of international economic 
recession. 

But adjust we must, and my Budget propo- 
sals today are intended to encourage that 
adjustment in our individual and national 
interest. The pursuit of social justice in a 
basically healthy economy, beset as it may 
be by serious difficulties, has been a guid- 
ing principle for the Gouemment in adopt- 
ing the proposals which I will outline. I 
hope that they will evoke a positive and 
helpful response at this critical time in our 
national development. Our renewed deter~ 
mination, following the dramatic upsets of 
the past year, to achieve the objectives of 

equity and a proper balance in our national 
finances will not yield immediate results in 
the year ahead, but it will make a major 
contribution _towards positive progress in 
that direction. 

There is an urgent need to reduce the bal- 
ance of payments deficit and the level of 
Exchequer borrowing. In seeking to reduce 
the level of borrowing, the Government 
have concentrated on curbing the gT'owth 
of public expenditure, so as to ensure that 
taxpayers will be called upon to contribute 
only to absolutely essential services. We 
must see to it that the taxpayer’s money is 
used effectively and in a manner that he or 
she will fully endorse. This will also ensure 
that the general burden of taxation is kept 
to the minimum consistent with economic 
and social priorities. 

I will return to both of these themes later, 
but first I wish to review the economic de- 
velopments in 1979. These comments will 
be brief be‘cause Deputies have already re- 
ceived a copy of the paper “Economic 
Background to the Budget, 1980”.

~
~ ~ ~ 

I tum now to the subject of taxa- 
tion. The over-all level of taxation in 
Ireland, at 34 percent of GNP.in 
1978, compared with an average of 

p 

40 percent for the other EEC coun- 
tries. This relatively low level of 
taxation in Ireland has been made 
possible only by large-scale borrow- 
ing over the past five years to finance 
current services. 
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The Government is 'fully committed 
to_ devising an equitable tax system, 
as between each taxpayer and each 
section of the community. It is not 
possible to allow each section the tax 
system of its choice, nor can a com— 
plex tax system be changed all at 
once. The Government will endeav- 
our to ensure that taxpayers will 
recognize that no one is being dispro- 
portionately burdened and, particu— 
larly, that no one, by evasion, passes 
on his burden to another. 

Steps have already been taken in the 
last two. Budgets to improve the posi- 
tion of low income taxpayers, in par- 
ticular by means of large increases in 
the personal allowances. The propo— 
sals in this Budget will advance the 
Government’s objectives significant- 
1y. 

The Government-ICTU Working Par- 
ty on Taxation has devoted consider- 
able time to devising acceptable and 
factual bases of comparison of the 
distribution of the tax burden. These 
are but the initial steps in tackling 
the complexities of the matteh - 

In order 'to assist the Government to 
assess the_prob1em, objectively, and 
to design ‘an equitable tax system, 
the Taoiseach has proposed a full- 
scale Commission on Taxation. The 
Government envisages that the Com- 
mission would discharge its task with 
all possible speed and might, by ar- 
rangement, provide interim reports 
on specific tax areas. Significant 
changes need not await the conclu- 
sions of the Commission, as today’s 
Budget measures will show. 

Within the obvious constraints that 
apply this year, my tax proposals 
should demonstrate the Govern- 
ment’s commitment to equity in the 
tax system in a manner consistent 
with the economic and social priori- 
ties we must pursue. 

I; will deal first with personal income 
tax. Of all taxes, personal income tax 
has most notably become a cause of 
widespread public unrest and dis— 
satisfaction. I cannot in my Budget 
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resolve all the problems associated 
with income tax but, when I have 
finished, I hope it will be clear that 
I have gone a long way towards an 
acceptable tax system — indeed, 
probably further than most people 
would reasonably expect, in the pre- 
sent circumstances. I am satisfied 
that the need to give justice and fair- 
play to income taxpayers requires 
that substantial measures be taken 
now rather than later. 
In principle, income tax is a funda- 
mentally fair tax system. Its essence 
is that each taxpayer pays, according 
to his means, on a common basis 

' with everybody else in the same posi- 
tion, and that those who are better 
off pay more by an appropriate 
amount. The tax code also has a 
wide range of allowances and reliefs 
to cater for a varying range of social 
and family Circumstances. 

It is when the tax system is allowed 
to drift away from the basic prin- 
ciple I have outlined that the public’s 
notion of fairness and equity is of- 
fended and disquiet about the tax 
system begins to mount. This is an 
issue which must be faced and re- 
solved. 

There are four main problems to 
which my proposals must address 
themselves: ' 

0 First of all, in the light of the re- 
cent Supreme Court decision, I 
have to deal with the taxation of 
married couples, particularly 
those where both husband and 
wife are earning. 

0 Next, I have to tackle the higher 
tax burden imposed on an in- 
creasing number of taxpayers in 
recent years, because income in- 
creases have attracted higher 
rates of tax. 

0 Thirdly, I think there is a need to 
give further reliefs to the less 
privileged taxpayers - those with 
low incomes, and, particularly, 
those with social and physical 
handicaps. 

0 Finally, there has been increasing 
unrest caused by the difference 
between the basis of assessment 
applied to wage and salary earn- 
ers on PAYE and that applied 
to other taxpayers such as self- 
employed. These, as a general 
rule, pay tax based on profits of 
the accounting period ending in 
the preceding income tax year. 

208 

Married taxpayers 

With regard to the taxation of mar— 
ried couples, the Government is satis- 
fied, in the light of recent develop- 
ments, that nothing less than sub- 
stantial changes in income taxation 
will now suffice. We intend, there- 
fore, to implement our undertaking 
to alleviate the taxation of married 
couples. ‘ 

A narrow approach towards effecting 
the minimum changes to meet the 
Supreme Court’s decision would lead 
to unjustifiable discrimination against 
the one income family particularly 
where a married woman elects to 
care for the family on a full time 
basis at home rather than take up 
work outside the home. 

Even in cases where both spouses are 
working, their tax liability, if noth- 
ing were done, would vary depending 
on how incomes were divided be- 
tween them. There would also be con- 
siderable scope for tax avoidance by 
self-employed and better-off taxpay- 
ers, who could now attempt to_take 
advantage of the Court’s decision 
and arrange for both spouses to have 
an income designed to minimise lia- 
bility for tax. 

To implement the basic principle 
' that taxpayers, with the same in- 
come and the same family and social 
circumstances should pay the same 
amount of tax, the Government has 
decided to implement nOW in full 
our longer—term plans for income- 
splitting. 

This means, in effect, that all mar- 
ried couples, whether with one, or 
two, incomes, will have the benefit 
of double the personal allowance and 
rate bands applicable to single per- 
sons. 

The Government is reinforced in its 
View that this represents a major and 
much needed social advance in the 
tax system by the views expressed by 
such representative bodies as the 
Irish Congress of Trade Unions. The 
Government believes that the intro- 
duction of this principle accords 
with the general needs and wishes of 
_the community, notwithstanding the 
cost and the inevitable measure of - 

tax redistribution involved. 

—< 
The main personal allowances have 
been increased, substantially, in each 
of the past two years and, even if un- 
changed, would still be higher in real 
terms than they were in 1977. 

Employees 

However, I am providing a special 
Schedule E employee allowance of 
£400 for each PAYE taxpayer in or- 
der to improve ‘the tax progression 
for these taxpayers, and also to take 
account of the fact that the self-em- 
ployed, generally, have at present the 
advantage of paying tax on a previ- 
ous year basis. 

I intend to exclude from this provi- 
sion those Schedule E taxpayers in a 
position to control their own remu- 
neration or that of their spouses, for 
example directors of proprietary 
companies. This Schedule E employ- 
ee allowance is also intended to take 
account of the case made by ICTU 
that the present general scheme of 
allowances discriminates against em- 
ployees and in favour of other tax- 
payers. Where an eligible husband 
and wife are both earning, this allow- 
ance will apply to each income. On 
the other hand, as a.consequence of 
the, introduction of income-splitting, 
the working wife allowance is being 
abolished. 

Adjustment to inflation 

-The higher rates Vof tax — or tax 
bands — now apply at unduly low 
rates of pay. This has occurred large- 
ly because, over the years, the value 
of the tax bands has not kept pace 
with inflation. ‘Income taxation has 
become too progressive. Relatively 
high marginal tax rates clearly contri- 
bute to inflation and affect the atti- 
tude to work and attendance at 
work. 

I have decided to tackle this problem 
as effectively and as fundamentally 
as I can.- I propose, therefore, to raise 
the income levels at which the tax 
rates from 35 percent upwards 
apply. 

The new rate structure will be as fol- 
lows: ' 

The first £1,000 of taxable income 
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for Single persons and £2,000 for 
married persons will be at a rate of ' 

25 percent; the next £4,000 for 
single persons and £8,000 for mar- 
ried persons will be at 35 percent; 
the next £2,000 for single persons 
and £4,000 for married persons will 
be at 45 percent; the next £2,000 for 
single persons and' £4,000 for max- 
ried persons will be at a new rate of 
55 percent; and the balance of tax- 
able income, that is above £9,000 for 
single persons and £18,000 for mar- 
ried persons, will be taxed at a rate 
of 60 percent. 

The special allowance for PAYE tax- 
payers will have the effect of raising 
the point of application of the 25 
percent and higher tax bands by a 
further £400, or by a further £800 
where an eligible married couple are 
both earning. 

A male industrial worker on, say, 
just over £100 a week will get relief 
of about £150 if he is single and 
£230 if he is married. If his wife also 
works and earns the average industri- 
al female wage, the total relief for 
the couple Will' be about £500 or 
over 20 percent of their tax bill. 

At present a married PAYE earner 
whose wife does not work may move 
from the standard, or 35 percent 
rate, to 45 percent at £122 per weék. 
As a result of may proposals, this 
will not now happen until his earn- 
ings reach not less than £243 per 
week. The corresponding figure for 
single persons is raised from £100 to 
£125 a week. ' 

The new structure, at one stroke, 
will bring over 180,000 taxpayers, or 
nearly two-thirds of those at present 
liable at higher rates, down to the 
lower standard rate band. 

Tables which are circulated with my 
Financial Statement will show the re- 
lief which is granted to different ca- 
tegories of taxpayers. 

'It may appear that the distribution 
of tax 'relief unduly favours married 
couples with higher incomes, but this 
is an unavoidable consequence of ob- 
serving the Supreme Court decision 
and» of implementing income-split- 
ting in full. 

In broad terms, a relief given to a 

single person is doubled for married 
couples. Consequently, unless single 
persons on relatively modest incomes 
were to have their income tax bur- 
den increased, married couples with 
high incomes had to obtain substan- 
tial tax relief. The Government were 
faced with a situation in which the 
income of the average single male in- 
dustrial worker had in many cases 
brought him into the 45 percent tax 
band. To remedy this situation, it 

was necessary to widen the standard 
rate tax band for single people - 
with a resultant double benefit for 
married couples. 

The following is an example of the 

effect of my proposals on a married 
couple where the husband is earning 
£8,000 and his wife, who also works, 
is earning £4,000. Between them, be- 
cause both are working, they have an 
income of about twice the average 
income for single‘workers. In 1979/ 
80 they paid much more than twice 
the average tax of single persons and 
the top rate of 60 percent applied 
to part of their incomes. Their top 
rate of tax will now be reduced to 35 
percent and the amount of tax they 
pay will be twice that of two single 
persons each earning half their com~ 
bined income of £12,000 —- their tax 
will be reduced by over £1,300. 
Under my proposals, much the same 

HIGHLIGHTS OF THE IRISH BUDGET 1980 
The 20 percent VAT rate is increased to 25 percent from May 1, 1980. 
Following a recent court case declaring certain tax provisions unconsti- 
tutional, married couples may be assessed separately as single persons. 
There is an option for joint assessment whereby double the single allow- 
ance and double the tax bands for single persons is applicable. The single 
allowance is £1,115 and the tax rates for 1980/81 are: 

Married couple-joint 
assessment 

on first E 2,000 
on next £ 8,000 
on next E 4,000 

Sing/e persons 
25 percent on first £1,000 
35 percent on next £4,000 
45 percent on next £2,000 
55 percent on next £2,000 on next £ 4,000 
60 percent above £9,000 abova £18,000 

New special allowance of £400 for each PAYE employee except pro- 
prietorv directors. 

Allowance for a child reduced by £23 to £195; allowances for one-parent 
families and b|ind persons doubled to £500 and £330 respectively. 
Exempt compensation for loss of employment increased from £3,000 to 
£6,000. 

The burden of taxation on farmers is increased. A resource tax of £3.50 
for every E1 of rateable value in respect of holdings of £70 rateable value 
and over is introduced from April 6, 1980. The notional basis of assess- _ 

ment to income tax is abolished and replaced by the normal accounts 
basis. Furthermore, accelerated capital allowances for plant and machine- 

ry are restricted to 30.percent of net farm profit. 

Special rate of corporation tax of 25 percent for manufacturing compa- 
nies is extended to December 31, 1980 where necessary conditions are 
satisfied. 

Stock relief is extended for a year — 1980/81 for income tax and ac- 
counting periods ending in the year to April 5, 1980 for corporation tax. 

Deductions for business expenses restricted to 50 percent of the taxpay- 
er’s taxable profits. 

Rises in excise duties include 20p per gallon on petrol, diesel and LPG 
and 40p per bottle on table wine. 
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relief will now be given to a single in- 
come family. 

The net result of the Budget propo- 
sals will be that the burden of in- 
come tax for nine out of ten single 
people on PAYE will now be less 
than it was in 1977/78. In the case 
of all married couples on PAYE, the 
burden will now be less than at any 
time since the‘ introduction of the 
present unified system of income tax 
in 1974/75. For married couples 
generally, the income tax structure 
will be at least comparable with that 
in the UK. and, for the vast majority 
of taxpayers on lower incomes, 
whether single or married, it will be 
significantly better. 

Subsidiary deductions 

I now come to deal with less privi- 
leged taxpayers. I am concerned that 
liability to income tax can apply to 
persons on very low incomes, partic- 
ularly young people just starting 
work and casual or part-time work- 
ers. I cannot solve this problem 
completely but I am happy to go a 
long way in that direction by intro- 
ducing complete tax exemption li- 

mits for people on low incomes, in- 
cluding those affected by sickness 
and unemployment. The exemption 
limits will be £1,700 for single and 
Widowed persons and £3,400 for 
married persons. There will also be 
marginal relief at a rate of 60 percent 
for taxpayers with incomes just 
above the exemption limits. As a re- 
sult of this proposal, 75,000 persons 
who would otherwise pay taX' this 
year will now not do so. 
A single person on £33 per week will 
be relieved of all his tax amounting 
to £146 per year. A-married couple 
on £66 per week will get full relief of 
£300 a year. 
The Government are particularly 
aware of the difficulties and anxie- 
ties experienced' by many old per- 
sons in completing their income tax 
returns and complying with their tax 
obligations generally. In many cases 
this is out of all proportion to the ul- 
timate liability involved. For this rea- 
son, I propose to raise the age ex- 

' emption limits to £2,000 and £4,000 
respectively for single and married 
persons aged 65 years and over. Spe- 
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cial exemption limits of £2,500 and 
£5,000 will be introduced for per- 
sons aged 75 years and over. These 
limits will remove 8,000 old persons 
from the tax net, bringing to 83,000 
the number of low-income taxpayers 
removed from liability. Marginal re- 
lief will benefit many more. 

In 1969, an allowance was intro- 
duced to cover the case in which an, 
individual, or his wife, is totally inca- 
pacitated throughout the year of as- 
sessment and a person is employed 
for the purpose of taking care of the 
incapacitated persons. I propose to 
double this allowance to £330. 

I also propose to increase the allow- 
ance for incapacitated children to 
double the normal child allowance. 

A special allowance of £250 was in- 
troduced last year for one-parent 
families which consist of a widowed 
person, a deserted spouse or an un- 
married parent with a dependent 
child or children. This was widely 
welcomed. I am satisfied that this a1- 
lowance fulfils a genuine social need 
and I propose to double it, to £500. 

The allowance for blind persons has 
been increased since it was intro- 
duced in 1971. I propose to double 
this allowance also to £330. In the 
case of a married couple, both of 
whom are blind, this allowance will 
apply to each spouse. 

Welfare benefits 

The Government have been recon- 
sidering the planned taxation of 
short-term social welfare benefits 
from April 6th next, which was pro- 
vided for last year. The new tax ex- 
emption which I have proposed for 
those on lower incomes would4re- 
duce any revenue gain from the ef- 
fects of making short-term social 
welfare benefits taxable and, more- 
over, the new tax structure will im- 
prove the incentive to work. In these 
circumstances the Government have 
come to the conclusion that the pro- 
posal should not be implemented. 
This change in plans will cost $8.5 
million in ‘ 1980. The necessary 
amendment will be included in the 
Finance Bill. 

In drawing up my proposals I had 
particular regard to the representa- 
tions made by ICTU. In many re- 
spects the effects of my proposals on 
individual taxpayers are quite similar 
to those of the ideas they had put 
forward. Where there are'differences, 
they are not, I feel, major ones. 

The total cost of the changes in al- 
lowances, rate bands and exemptions 
is £1315 million in 1980 and £227 
million in a full year. Including the 
decision not to tax short-term social 
welfare benefits, I have now deduct- 
ed £140 million in 1980 from the 
revenue side of the Budget. 

Self-employed 

The fourth major element in my in- come tax package this year is to de- 
vise more uniform treatment of em- 
ployed and self-employed persons. 

Self-employed persons are normally 
charged to income tax in any year on 
the basis of the profits of the ac- 
counting period ending in the prece- 
ding income tax year. In present cir- 
cumstances, when both incomes and 
profits are rising rapidly in money 
terms each year, this results in a sub- 
stantial advantage to the self-employ- 
ed compared with taxpayers in the PAYE sector, where tax is charged 
on current earnings. It would be in 
the interest of greater equity if both 
sectors were brought to an equiva- 
lent basis of assessment as soon as 
possible. Where there are consider- 
able difficulties in doing this, I am 
examining the matter with a View to 
bringing about the changes that are 
necessary. 
I have already announced that I am 
giving a special PAYE allowance of 
£400 to compensate PAYE taxpay- 

\ ers for the generally more favourable 
basis of assessment applied to other 
taxpayers. I now propose also to 
change the dates of payment for 
Schedule D tax on self-employed. At 
present this tax is payable in two in- 
stalments on September lst and Ja- 
nuary lst in the year of assessment. 
Subject to an‘ exception to which I 
shall come later, I propose to provide 
that all income tax other than PAYE 
will now be payable in one instal- 
ment on October 1st in the year of 
assessment. 
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This change will yield £24 millién in 
1980. 

Supreme Court judgement 

As I have outlined, my tax proposals 
for 1980/81 take fully into account 
the Supreme Court decision on the 
taxation of married couples where 
both spouses are earning. I have ex- 
tended this principle to all married 
couples and legislation in the Fi- 
nance Bill will be drafted on this 
basis for 1980/81 onwards. I await 
the decision of the Supreme Court in 
regard to the issues recently opened 
before it to determine the further 
measures, if any, I might be required 
to adopt. ‘ 

Home improvement: 

Last year a scheme was introduced, 
to operate for 1979/80 only, to give 
income tax relief, within certain li- 

mits, for the labour content of ex- 
penditure on home maintenance and 
improvements. As the implementa- 
tion of this scheme was affected by 
last year’s postal dispute, I propose 
to continue the relief for another 
year. 

Life insurance 

I have received representations that 
the £1,000 limit on relief in respect 
of life insurance premiums, which 
was introduced in 1974, should be 
raised. Due to the restriction to one- 
sixth of total income on the amount 
of premiums qualifying for relief, an 
increase in the limit would only ben- 
efit persons with incomes over 
£6,000, who are already getting sub- 
stantial tax relief under my Budget 
proposals otherwise. However, I have 
decided that where a husband and 
wife are assessed as single persons the 
£1,000 limit should be applied to 
premiums paid by each spouse on 
policies on the life of either spouse. 
Where a couple opt for income-split- 
ting a limit of £2,000 will apply. 
This will cost £02 million in 1980. 

Compensation for loss of job 

Representations have been made to 
me that the existing tax exemption 
limit of £3,000 in respect of lump 
sums paid as compensation for loss 
of employment is too low as it has 
not been changed since 1964. I pro- 
pose to increase the limit to £6,000. 

Developments in agriculture have 
generally been very favourable to our 
farmers since we joined the EEC. 
Last year was, however, an excep- 
tion. BetWeen 1975 and 1978 farm 
incomes rose by 76 percent but in 
1979 it is estimated that they fell by 
about 4 percent. Proposals made re- 
cently by the EEC Commission on 
price fixing as part of the annual re- 
view of prices and on measures to 
deal with surplus production would, 
if approved, seriously affect our farm- 
ers, particularly those engaged in 
the production of milk and sugar- 
beet. These proposals would also se- 
riously affect workers in the related 
food processing industries. The Gov- 
ernment have already made known 
their opposition to the proposals and 
they will continue to oppose _them 
strenuously. 

A strong and developing agricultural 
sector is basic to the economic well- 
being of the nation. Agriculture sup- 
ports not only those directly engaged 
in farming, but also the many thou- 
sands of others working in food pro- 
cessing and in serVices. The rapid de- 
velopment of agriculture since we 
joined the EEC’reflects the energy 
and dynamism with which our farm- 
ers have taken advantage of the op- 
portunities opened to them through 
higher prices and free access to mar: 
kets provided by the Common Agri- 
cultural Policy. Investment in land 
improvement and in up—to-date equip- 
ment and buildings has grown enor- 
'mously — traditional methods are 
m0re and more giving way to mo- 
dern. sophisticated techniques of 
farm management and production. 
There is a growing realisation of the_ 
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mutual interdependence between the 
rural and urban communities. I am 
anxious that understanding between 
farmers and workers in general be 
promoted and fostered. I am heart- 
ened by the recent meeting between 
the farming organisations and the 
Irish Congress of Trade Unions to 
develop such understanding and 
also by the support given by the 
unions to the recent rally against the 
proposed super-levy on milk. 

D6 farmers pay too little? 

However, the proportion of tax paid 
by each sector has been unfortunate— 
ly, a source of division rather than 
understanding between them. Since 
the introduction of farm taxation in 
1974, taxpayers generally have felt 
that the amount of tax paid by farm- 
ers was less than was justified by 
reference to farm incomes and was 
not conducive to achieving equity 
between farmers and other sectors of ' 

the community. It is true that, in 
that period, farm incomes have risen 
substantially and the Government 
last year, after lengthy consultations, 
announced a revised system of farm 
taxation to be introduced this year. 

Whatever differences of opinion exist 
on _the appropriate relative share of 
tax paid by each sector, I believe 

- there is universal acceptance of the 
principle that the amount of tax paid 
should reflect the income of the tax- 
payer. Where there is a decline in in- 
come as was experienced by the 
farming community in the unfavour- 
able conditions of last year, the esti- 
mate of yield from tax must be re 
duced. To do otherwise would be to 
add a disproportionate burden of tax 
to the loss of income already sustain- 
ed. 

I do not therefore propose to insist 
that the yield from farm taxation in 
1980 be of the same order of £100 
million ‘as was calculated before this 
fall in income emerged. I am not in- 
sisting on a pre-determined yield 
from the scheme that has been an- 
nounced but I must estimate the 
likely yield from that scheme as with 
every other revenue category. 

Deputies will be familiar with the 
scheme announced last year. How- 
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ever, I feel I should outline it here 
again, particularly as I propose to 
make ‘some adjustments to it. These 
adjustments should have little or no 
revenue implications but should fa- 
cilitate the operation of the scheme 
and at the same time take account of 
the special circumstances of the 
farming community. 

In the first instance, the threshold 
for liability to income tax will be 
lowered. from £50 RV to £40 RV, 
making a further 9,000 full-time far- 
mers, or 36,000 in all, liable to in- 
come tax. However, marginal relief 
will apply between £40 RV and-£49 
RV, so that a farmer with a holding 
of £40 RV will pay only one-tenth 
of his full liability, two-tenths at £41 RV and so on until the full liability 
becomes payable at £49 RV. 

All farmers who are Liable to income 
tax will be assessed on the basis of 
their profits as shown in accounts. I 
recognise, however, that farmers be- 
tween £40 and £50 RV entering the 
tax system= for the first time may 
have difficulty in preparing accounts. 
Accordingly I have decided that a 
simplified form of accounts should 
be used in these cases. The Revenue 
Commissioners, at my request, are 
consulting with the farming organisa- 
tions to examine the form such sim— 
plified accounts should take. A new 
mobile advisory service which I pro- 
pose to provide for taxpayers gene- 
rally, and to which I will refer later, 
should be of special assistance for 
farmers in this new category. 

As is normal when'the income tax 
threshold is lowered, farmers enter- 
ing the tax net for the first time will 
have the option of presenting current 
year’s accounts rather than the nor~ 
mal previous year’s accounts. This 
option will only apply this yearas the 
Government have decided that the 
tax threshold for farmers will not be 
further lowered within the next, 
three years. I think this is desirable 
to enable the Government to assess 
the operation of the scheme as it 
now stands. It will also enable farm- 
ers to plan ahead without the un- 
certainty in this area which can 
sometimes appear to act as a disin- 
centive. 
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Lump sum assessment abolished 

The notional basis of assessment will 
be abolished. The notional basis was 
introduced in 1974 and was designed 
to assist farmers who were not used 
to keeping accounts and in general to 
ease farmers into the tax system. It 
has ndw outlived its usefulness and 
can no longer be justified on equity 
grounds since it allows some of the 
highest-earning farmers to pay tax on 
only a fraction of their real incomes. 

As announced, a restriction of capi— 
tal allowances to 30 percent of net 
profit before deduction of capital al- 
lowances was to apply where acceler- 
ated allowances are claimed. How- 
ever, as I am anxious to encourage 
investment for further development 
and increased productivity, I have 
decided that the restriction should 
be confined to plant and machinery 
only. This means that the restriction 
will not apply to farm buildings or to 
farm works such as land reclamation 
or fencing. 

Over investment in plant and machi— 
nery inspired by tax avoidance is not 
in farmers’ own best interest; nor is 
it in the best interest of the commu- 
nity as a whole since the bulk of 
farm machinery has to be imported 
to the detriment of our balance of 
payments. In addition, there is not 
a limitless pool of available credit for 
agriculture and wastefully soaking up 
an undue amount on plant and ma- 
chinery which is not sufficiently em— 
ployedtopay its way, deprives other 
more deserving and productive areas 
of the necessary funds. The restric- 
tion which will not affect ordinary 
wear and tear allowances, represents 
merely a deferment to later years of 
part of the extra capital allowances. 
It should not affect genuine invest- 
ment which is so important to the 
development of agriculture. 

Rates on land 

As regards rates on land, which was 
another element of the scheme, the 
Minister for Environment has already 
announced that he will shortly intro- 
duce the necessary legislation to 
lower the cut-off point for rates re- 
lief under the Agricultural Grant 

from £60 _RV to £40 RV. The cut- 
off point will remain at £40 RV for 
three years. 

The scheme announced last year pro- 
vided that full-time farmers would 
no longer pay their income tax in a 
single payment on January lst, but 
rather in two instalments on Septem- 
ber 1st and January lst, in the same 
way as other Schedule D taxpayers. I 
have already announced that a single 
payment date of October lst is to be 
introduced this year for Schedule D 
taxpayers generally. However, if this 
were applied to full-time farmers, it 
would mean that they would pay two years’ tax in 1980 — their full 
1979/80 tax under the existing 
single-payment date system on Janu- 
ary 131; last, and'their full 1980/81 
tax under the new single-payment 
date for Schedule D taxpayers on 
October lst. I have decided to avoid 
this in the interest of equity in their 
case. I intend instead to postpone 
the payment of the first instalment 
of 1980/81 income tax to October 
1st to coincide with the single pay- 
ment .date of other Schedule D tax- 
payers. 

The resource tax on all holdings of . 

£70 RV and ovér at a rate of £3.50 
per £ RV will_ be introduced from 
April 6th 1980. It had been intended 
that this tax would have been pay- 
able in one instalment on September 
lst. But, in line with What I have al- 
ready indicated in relation to income 
tax, I propOse that this date should 
be October 1st. Marginal relief will 
apply to holdings between £70 TV 
and £79 RV. 
As I have indicated, I must provide 
in my Budget, as in all other cases, 
for an estimate of the revenue yield 
from the farm tax scheme. Accord- 
ingly the estimated 1980 yield will now be £86 million, consisting of 
£33 million from income tax, £46 
million from rates on land and £7 
million from the resource tax. This 
compares with £16 million from in- 
come tax and £36 million from rates 
on land in 1979. 

The income tax réliefs which I have 
announced earlier will, of course, 
apply also to farmers. 

This scheme of farm taxation is de- 
signed to move towards equity be- 
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tween taxpayers and indeed between 
farmers. I think that farmers them- 
selves Will recognise that it is in the 
interest of the farming, community 
generally that farmers with suffi- 
ciently high incomes actually pay —— 
and be seen to be paying —- their fair 
share of tax from the income which 
they have. ,As I indicated to the‘ 
farming organisations in my consul- 
tations with them, the operation of 
this revised scheme now being intro- 
duced will be kept under review in 
the interest of equity and in the light 
of experience of its operation. 

Gifts and inheritances 

I have received numerous representa- 
tions on the question of the liability 
of farmers to capital acquisitions 
tax, i.e. gift tax and inheritance tax, 
on the transfer of the family farm. 
Many farmers have been concerned 
about their possible liability to the 
tax in view of the big increase in land 
prices since the tax was introduced 
in 1976. Because of this land price 
rise the market value of many farms 
has in recent times been substantially 
higher than their income-earning ca- 
pacity. 

Despite a tendency lately for market 
prices to reduce more in line with use 
value and thereby easing this concern 
I have decided to increase the upper 
limit of the special agricultural relief 
from £100,000 to £150,000 in the 
Finance Bill, with effect from April 
lst next. This will mean that the 
market value of agricultural property 
for the purposes of the tax may be 
reduced by up to £150,000 for farm- 
er beneficiaries, thereby directly 
relieving the problem caused by the 
land price rise. The cost in the cur- 
rent year of this change.will not be 
significant because of the time lag 
between liability and payment. I 
firmly hope that this concession will 
act as a real incentive to transfers of 
farms to the younger generation of 
the farming community, and thereby 
promote produotivity and increase 
the income from family farms ~ to 
the benefit 0f the whole economy. 

It has been my experience and, I am 
sure, that of many Deputies that 

_ 

many taxpayers are bewildered about 
tax and find it difficult to come to 
grips with the complexity of the 
workings of the tax system. This 
may cause unnecessary apprehension 
which, in my opinion, can be over- 
come if the taxpayer could have 
acCess to an advisory service. Some 
people may not be aware that such a 
service is already provided in tax of- 
fices and is widely availed of. I have 
now arranged, in addition for the ac- 
quisition by the Revenue Commis- 
sioners of a mobile tax advisory 
office. This unit should be ready in a 
-few months and will provide an ad— 
visory service for those not resident 
near tax offices. I stress that this ser- 
vice will be purely for advisory work, 
to enable individual taxpayers who 
need it to have direct access to ad- 
vice, free of charge. 

I will keep the operation of this ser- 
vice under review in the light of ex- 
perience, to ensure that it is of maxi- mum benefit to those taxpayers who 
require it. 

Deputies will appreciate that its suc- 
‘cess will depend on the closest co- 
operation and understanding be- 
tween the people who have access to 
it and the Revenue officers who are 
always ready to provide guidance for 
the public in filling in their returns 
form. 

(-1

“ 

Inventory 

Stock relief was introduced as a tem- 
porary measure in 1975 in order to 
assist firms in certain sectors in cop- 
ing with the effects of inflation on 
the cost of replacing stocks. Under 
present legislation, stock relief is 
available in respect of accounting pe— 
riods ending before 6 April 1979. 
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The 1979 Budget cbntinued the re- 
lief for a further year at a rate of 
three-quarters of that previously al- 
lowed. I have decided that the relief 
should be continued for a further 
year at the level obtaining in 1979. 
This will cost the Exchequer £3 mil- 
lion in 1980. 

Manufactu re rs 

The 1977 Budget introduced an in- 
centive scheme whereby manufac- 
turers showing certain improvements 
in output and employment could 
benefit from a special 25 percent rate 
of corporation tax. The scheme, 
whose terms were made more favour- 
able in 1978, covered the years 
1977, 1978 and 1979. 

I have decided to extend the scheme 
to 1980 pending the introduction of 
the new 10 percent rate for manufac- 
turing profits generally. As Deputies 
are aware> a 10 percent rate of cor- 
poration tax will come into opera- 
tion as from 1 January 1981 and will 
run to the end of the year 2000. Pro- 
vision will be included in the forth- 
coming Finance Bill to give effect to 
this scheme. 

Entertainment 

Considerable disquiet has been caused 
by the fact that many business 
concerns are seen to entertain on an 
unduly lavish scale, ostensibly for 
the purpose of building up the good- 
will required to secure and retain 
customers. The stricter test for deter- 
mining the admissibility of expendi- 
ture incurred for business entertain- 
ment which was introduced in 1973 
does not appear to be having the de- 
sired effects. Unnecessary entertain— 
ment not only entails a subsidy from 
the taxpayer but also arouses a sense 
of inequity in the minds' of those 

' taxpayers who cannot afford to in- 
dulge in it themselves. Accordingly I 
propose to limit the allowance for 
business entertainment expenses for 
tax purposes to 50 percent in future. 

Financial institutions 

I am conscious of the vital role 
which the financial institutions play 
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in providing for the requirements of 
industry and comme_rce as well as in- 
dividuals. The question nevertheless 
arises as to whether the contribution 
to taxation by these institutions is 
fair and equitable having regard to 
the contribution being made by in- 
dividuals to income taxation. 

Intricate problems and interests 
other than those of the financial 
institutions themselves are involved 
and I am at present reviewing the 
matter. At the same time, I feel that 
this whole field might well benefit 
from the type of close and objective 
study which could be given to it by 
the proposed Commission on Taxa- 
tion. I will consider, therefore, ask- 
ing the commission, as soon as it is 
set up, to carry out such an investi- 
gation as a matter of urgency and, if 
practicable, to deal with the question 
by way of an interim report. 

I have considered, as a general matter 
of tax equity, the desirability of 
bringing forward the time of pay- 
ment of tax by companies in the 
light of the change now proposed in 
relation to individual taxpayers other 
than PAYE taxpayers. 
This could be justified in equity, but 
I am also conscious of the effect 
which such measures could have on 
liquidity and investment in present 
circumstances. While keeping the 
matter under review, I have decided 
to defer making such a change for 
the present. I have also in mind that 
it would be useful if the proposed 
taxation commission were to investi— 
gate the contribution to taxation by 
companies at large and I would pro— 
pose to ask them to include it in 
their programme of work. 

INDIRECT TAXATION 

There is of course no escaping the 
fact that the income tax improve- 
ments and social welfare improve- 
ments being announced today must 
be met from taxation and the only 
realistic source for the vast bulk of 
this is indirect taxation. There is no 
scope through other forms of income 
taxation or of direct taxation other- 
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Wise for raising the amounts in- 
volved. 

Pursuing the general social orienta- 
tion of my proposals, I have concen— 
trated my indirect tax proposals on 
discretionary expenditure as far as 
possible. In this way, the impact will 
be minimised on the necessities of 
life, and therefore on households and 
individuals whose means and com- 
mitments are such as to allow of 
only limited discretionary expendi— 
ture. 

There are of course limits to the ex- 
tent to which the wide range of es- 
sential public services can be financed 
from highly selective taxation, but 
my purpose has been to travel this 
road as far as I can. 

The one area where I have felt 
obliged to tax less discretionary ex- 
penditure has been oil products and 
related headings. Energy considera- 
tions, balance of payments conside- 
rations, and of course revenue con- 
siderations all arise here. The balance 
of payments and budgetary needs I 
have already explained. We simply 
have to reduce our dependence on 
highly priced imported oils. Our pat- 
tern of usage of private motor trans- 
port in particular derives from an era 
when our roads and streets were less 
congested and when the human, en- 
vironmental and financial costs of 
our habits were of little conse- 
quence. 

It is vitally important for economic, 
social and environmental reasons 
that we rationalise our consumption 
habits. Car-pooling, use of public 
transport, good driving habits and 
staggered arrangements for delivery 
of goods to congested urban and city 
areas can all play a major role in re- 
lieving the obvious problems and en- 
sure that motor transport can once 
again be an unqualified social and 
economic benefit for all. Some re- 
covery of the lost ground of latter 
years in petrol taxation is clearly 
called for, together with a greater 
balance in taxation of oil products 
generally. - 

has not been increased since 1976, 
and road diesel has remained at its 
present level since 1969. I purpose 
the following increases. 

First, I propose an increase of 20p 
per gallon for petrol, road diesel and 
liquid petroleum gas (LPG) used in 
motor vehicles. Revenue considera- 
tions demand that no undue encour- 
agement be given to switching away 
from the more highly taxed petrol. 

The rebate for diesel oil used in 
' buses on services scheduled in ac- 
cordance with the relevant legislation 
will be increased appropriately so 
that bus fares will not be affected. 

I am particularly concerned about 
the special case of handicapped 
drivers, a concern which I believe the 

' public share. 

In order to avoid imposing additional 
taxation on these drivers, I am. ar- 
ranging that the rebate to them will 
be increased by the full amount of 
the duty. In addition, I am increasing 
from 450 to 600 gallons the annual 
quota allowed to these drivers. 

Other oils 

I have‘ given very careful considera- 
tion to the effects an increase in the 
duty on “other oils” might have on 
different categories of users, to ener- 
gy conservation and to the alterna- 
tive tax measures which might be 
otherwise required. I have decided 
that it would be appropriate, taking 
all the relevant factors into account, 
as they affect both individuals and 
industrial concerns, to propose an in- 
crease of 5p per gallon on these oils. 
By way of extension of an existing 
concession, producers with glass- 
houses of a minimum area of one 
quarter of an acre and mushroom 
growers with not less than 3,000 
square feet of cultivation area will be 
rebated 3p of this 5p increase. 

The additional revenue in 1980 from 
the tax increases on hydrocarbon 
oils is estimated at £113 million. 

Hydrocarbon oils Private motor vehicles 

Excise on all of the hydrocarbon oils In the light of what I‘ have already 
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said, additional taxation on private 
motor vehicles also clearly falls to be 
considered. I propose that the excise 
duty on private motor vehicles, in- 
cluding motor cycles, should be in- 
creased from 35 percent to 40 per- 
cent, This can be expected to result 
in an increase of about 3.5 percent in 
the retail price. The estimated reve- 
nue yield in 1980 is £92 million. 

The total yieldfiin 1980 from the 
foregoing proposals for tax increases 
would be £1222 million. This would 
be far short of what is required to 
finance the cost of the reliefs in di- 
rect taxation so I must turn at this 
point to what are popularly known 
as the “old reliables”. In doing so I 
am encouraged by the fact that these 
are discretionary expenditures, and 
expenditures not without their social 
undertones in some cases. 

Tobacco 

I am proposing a tax increase of 10p 
in the retail price of the packet of 20 
cigarettes in the most popular price 
category, with pro rata increases for 
cigars and other tobacco products. 
These increases are estimated to 
bring in extra revenue of £19.0 mil- 
lion in 1980. 

Spirits 

An additional 16p tax is proposed in 
the retail price of a glass of spirits. 
This will mean an extra 8p on the 
normal half-glass measure. This is 
estimated to bring in extra revenue 
of £14.0 million in 1980. 

Beer 

An increase of 6p is proposed in the 
tax element in the retail price of the 
pint of beer. This is estimated to 
bring in extra revenue of £30.8 mil- 
lion in 1980. 
I also propose to increase the taxes 
on wine, cider and perry, and table 
waters. 

Wines 

An increase of 40p is proposed in the. 

tax element in the retail price of a 
bottle of table wine. The increase 
will be pro rata for stronger wines, 
and for sparklifig wines the proposed 
increase is 80p per bottle. 

Cider 

Following the restructuring of the 
excise duty on cider and perry in the 
1979 Budget, I propose a modest in- 
crease of 10p in the tax element of 
the retail price of the gallon of ordi- 
nary cider. The change represents an 
increase of roughly 2.0p in the price 
of the ordinary flagon of cider. The 
highest strength will bear excise duty 
at the new rate proposed for “made 
wine”, while cider and perry of inter- 
mediate strength will be increased by 
55p a gallon. 

Table waters 

The existing rate of excise duty of 
10p per gallon on table waters has 
not been altered since 1975. 1 pro- 
pose to increase the tax element in 
the retail price per gallon by 30p. 
The new 'rate will be equivalent to: 
6.6p on the family sized bottle (1 
litre), 2.2p on the 12 oz. can and 
0.7p on the 4 oz. mixer. 

I am very aware of the effects this 
increase could have on the smaller 
manufacturers of mineral waters so 
I propose to increase the existing re— 
bate provision pro rata. The new 
level of rebate will be: 12.4p on the 
first 20,000 gallons of output and 
6.2p on the next 80,000 gallons of 
output. 
The increases proposed for tobacco, 
alcoholic drinks and table waters are 
estimated to bring in extra revenue 
totalling £75.8 million in 1980. 

Value-added tax 

percent categories should remain un- 
altered but that an increase in the 20 
percent rate to 25 percent would be 
justified and least likely to cause 
hardship. This will take effect from 
1 May 1980. The additional revenue 
expected in 1980 from this change is 
£17.75 million. 

I turn now to other, less general, ex- 
cise and other duties where an up- 
ward adjustment of tax is necessary 
and appropriate. ' 

Televisions and records 

It is proposed that the specific duty 
of £69 on the top category of colour TV sets will be increased by £10 
with, pro rata increases for all other 
categories of colour and mono- 
chrome sets. It is also intended to in- 
crease the excise duty on gramo- 
phone records from 30 percent to 
40 percent. 

Cigarette lighters 

I am aware that for some time now 
there has been a rapid growth in the 
sale of disposable cigarette lighters. 
Lighters are not_ subject to excise 
duty while matches are. Notwith- 
standing the fact that lighters attract VAT at a higher rate, the overall 

' taxation favours lighters. For this 
reason I propose that a new excise 
duty of 20p per lighter be imposed 
on all lighters. 

Stamp duty on cheques 

I propose to increase in the Finance 
Bill the stamp duty on cheques from 
‘lp to 3p}. The 1p rate has applied 

, since February 1971. 
These"three changes will yield an ex- 
tra £1.6 million in 1980. 

I consider in the special circumstances 
of this year and particularly from 
a balance of payments point of view 
that some more general constraint on 
expenditure is needed. The Govern- 
ment gave careful consideration to 
the question of some fundamental 
alterations in value-added tax. They 
decided, for reasons of social con- 

.cern, that the present zero and 10 
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Minor excise duties 

There is a large number of miscella- 
neous licences issued which bear an 
excis‘e duty. They relate mainly to 
the alcoholic drinks industry and to 
auctioneering, betting arid gaming, as 
well as to many other activities. I am 
having these examined with a view to 
increasing the duty, where appropri- 
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ate, in order to bring them up to a 
realistic level in present day terms or, 
at least, to cover the present day 
costs of administering them. I would 
intend to make the bulk of these 
changes in the forthcoming Finance 
Bill. . 

I have already decided to increase 
the licence duty on gaming ma- 
chines. The proposed new rate is 

£100 for a full licence for each ma- 
chine and £25 for a quarter year. I 

am increasing the reduced rate li- 

cence to £16.50 a quarter, but at the 
same time extending it to cover Sa- 
turdays as well as Sundays and pub- 
lic holidays. I also intend to provide 
in the Finance Bill for an increase in 
the licence duty for gaming premises 
from £100 to £200. 

I also propose to double the existing 
rates for firearm certificates. ‘The 
new rate, for example, for a shotgun 
will now be £6.50 a year. 

The additional revenue in this aréa of 
miscellaneous licence duties is esti- 
mated at £12 million in 1980. 

I turn to two further revenue propo; 
sals, one affecting outdoor and the- 
other indoor recreation. I feel I voice 
a commonly held view when I say 
that racecourse betting and dancing 
might be called on to make a contri- 
bution to revenue needs. 

On-course betting 

There is a wide differential between 
the 20 percent excise duty which ap- 
plies to off-course betting and the 6 
percent levy which operates for on- 
course betting with bookmakers. I 
am having the general role of the lat- 
ter levy in the financing of the rac— 
ing industry reviewed but, in the 
meantime, I propose to impose a 
stamp duty of 1.5 percent on on- 
course betting with bookmakers, the 
proceeds to accrue to the Exchequer 
rather than to the racing industry as 
in the case of the levy. The benefit 
to the Exchequer in 1980 is esti- 
.mated at £05 million. Betting on the 
tote will be unaffected by this 

_ 
change. 
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Dances 

Dances, discos, cabarets, dinner- 
dances and the like comprise one area 
which can bear an additional element 
of taxation. I am considering the va— 
rious alternatives which may be open 
to me in this respect and I would in- 
tend to bring forward firm propo- 
sals at an early date. 

Before I leave the area of excises, 
there are . two subsidiary matters I 
would like to mention. 

Small brewers 

The first is the small brewers scheme 
which, by way of concession, I am 
continuing for a further year at a 
cost of £160,000 
scheme, introduced in the 1978 Bud- 
get, readjusts the incidence of excise 
duty on beer so that the smaller pro- 
ducers bear a somewhat lesser rate of 
duty While the larger‘producers pay 
somewhat more. 

Deferment of spirit duty 

The second matter concerns the way 
manufacturers of spirits pay excise 
duty. The duty is paid at the end of 
the month following that in which 
spirits are released from bond, ex- 
cept for the month of March when 
the payment may not be deferred. 
This catch-up arrangement is a hang- 
over from the old April to March fi- 
nancial year. I propose to replace it 
with a similar arrangement which 
would operate in December. 

This has the once-off advantage from 
the budgetary point of view of bring- 
ing forward to this year the duty 
which would have been deferred to 
end-January, 1981. The gain to the 
Exchequer in 1980 is estimated at 
538.3 million. 

Motor vehicle duties 

My next proposals concern motor 
vehicle duties and relate back, to 
some extent, to the duty increases 
on petrol and oils; they have both 
conservation and revenue implica- 

in 1980. The' 

tions. I propose an increase in the 
initial and annual registration charges 
for cars of.16 horse power and under 
from £5 to £10; an increase in the 
charges for motor cycles from £1 to 
£5; an increase in the annual charge 
on excavators, agricultural tractors 
and other agzicultural vehicles to 
£10; an increase in the driving 1i- 

cence fee from» £2 per annum to £3 
per annum. 

The new rates will apply from April 
lst, 1980. The extra yield in 1980 
from these changes will be about 
533.5 million. 

I have mentioned the matter of 
abuse of the social services. This 
brings me to the even graver matter 
of abuse of the tax system in various 
forms. 

The changes I have made in the in- 
come tax structure represent a major 
effort to make it a just and equitable 
system. It is no less important that 
the system should be seen to be en- 
forced fairly and equitably. The vast 
majority of citizens co-operate in a 
public spirited manner in paying 
[their taxes but there is unfortunately 
a minority in the community who do 
not act in this way. By evading pay- 
ment of taxes they pass on their 
share of the burden to their fellow 
citizen who in many cases may be 
less well-off and less well able to pay 
tax. The taxes payable by our com- 
munity are imposed in the name of 
the community and are expended on 
purposes determined by the commu- 
nity in'a democratic process. Evasion 
of those taxes cannot be condoned 
by specious argument. 

The tax evader, insofar as he engages 
in deliberate infringement of the law 
through fraud, misrepresentation and 
false declarations, can expect the full 
rigour of the law to be applied 
against him. I wish to reassure tax- 
payers that in all such cases prosecu- 
tions will be brought by the Reve- 
nue Commissioners instead of their 
seeking discreet settlements. Over 

© 1980 International Bureau of Fiscal Documentation — BULLETIN



the past few years, there has been a 
significant increase in the number of 
cases where proceedings were initi— 
a‘ted. 

While a person engaged in tax avoid- 
ance may feel he is operating Within 
the law, the margin between avoid- 
ance and evasion in many cases is no 
more than hairline. I would like it to 
be understood by those engaged in 
schemes of tax avoidance, particular- 
ly schemes which have no real econo- 
mic or commercial justification, that 
the operation of such schemes will 
not be immune from changes in the 
law. - 

There are people who are avoiding 
paying taxes because their business 
activity has not come to the notice 
of the Revenue Commissioners. Last 
year the provision of additional staff 
enabled the Revenue Commissioners 
to set up special inquiry units with 
an emphasis on outdoor investiga- 
tion, to uncover traders and land- 
lords and providers of services and 
others whose business is not on re- 
cord for tax. purposes or whose scale 
of business is not fully reflected in 
tax returns. In recent months 6,150 
such cases have been uncovered. 

There is an onus on all persons en- 
gaged in business to complete tax re- 
turns. If they do not, they must re- 
alise that when discovered, the trans- 
actions 'of previous years will be re- 
opened and arrears of taxes, together - 

with any appropriate interest and 
penalties, will be fully recovered 
from them. 

Very considerable changes have been 
made in recent years in the legal 
powers of the Revenue Commis- 
sioners to deal with tax evasion and 
omission to provide information. 
These powers are now being used by 
the Revenue Commissioners to pro- 
tect the interests of the vast bulk of 

. the community who are paying their 
share of taxation and, if it seems n_e- 

cessary to strengthen the law further, 
I will have no hesitation in putting 
forward new proposals for legisla- 
tion. 

If every wage earner has his tax cal- 
culated precisely on his income and 
deducted at source, surely justice 
and equity require that the self-em-, 
ployed and professional classes 
should also disclose their income 
fully and pay their tax accordingly. 
As Minister for Finance, I feel an 
obligation to secure that all tax- 
payers receive the same treatment 
and I will make available to the 
Revenue Commissioners all necessary 
resources to implement this prin- 
ciple. 

See for an analysis of the Irish Budget 1980 the articles which are 
published in 20 EUROPEAN TAXATION (1980): 

Norman E. Judge: Ireland: Changes in personal taxation (p. 76). 

C. Salomons: Ireland: An urban budget (p. 82). 
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ZAMBIA: 
Budget Speech 1980 
Extracts from the Budget Speech pronounced on January 25, 1980 by the Hon. 
K.S.K. Musokotwane M.P., Minister of Finance. 

REVENUE MEASURES 
127. Mr. Speaker, Sir, I have already re- 
ferred to the size of the Budget. Ihave 
pointed out that total expenditure (in- 
cluding lending) will be K1,030 million, 
and that recurrent revenue available will 
be K758 million, leaving an overall deficit 
of K272 million. Mr. Speaker, Sir, I have 
already explained the financing of this 
deficit. 

128. Sir, included in the recurrent revenue 
figure of K758 million is a sum of K27 
million which I hope to raise through new 
measures. Let me now turn to the discus- 
sion of these measures. 
129. Mr. Speaker, Sir, the measures I am 
introducing are aimed specifically at 
mobilising additional revenue. But some 
of these are introduced with the objective 
of discouraging consumption of luxury 
items and more importantly the promo- 
tion of conservation of expensive imported 
materials. This is primarily intended to 
help in strengthening our balance of pay- 
ments position, a policy objective I out- 
lined a little while ago. 

(a) Excise duty 

130. Mr. Speaker, Sir, I wish to commence 
with an outline of the measures under the 
category of excise duties. As Hon. Mem- 
bers are aware, the offtake from this source 
of revenue is a direct function of the 
volume of production or sales of goods. 
Government revenue thus does not change 
with any price increase decided on by a 
manufacturer. It is therefore necessary to 
protect our revenue offtake from inflation. 

(1') Clear beer 
131. Mr. Speaker, Sir, the demand of beer 
in Zambia continues to be relatively high. 
In some parts of the country the constraint 
seems to be insufficient supply which in 
many instances reflects production and 
distribution problems. I am therefore 
proposing that the price of beer should be 
raised by 5 ngwee per bottle. The manu- 
facturers will receive I ngwee of this in- 
crease. Furthermore the retailers will 
receive 2 ngwee of the increase. This will 

218 

improve the retailers’ margin to the extent 
where it should be profitable to distribute 
beer to all parts of the country. Finally, 
2 ngwee will accrue to the Government. 
I hope to raise ,K4.9 million in additional 
revenue from this measure which will take 
effect from midnight tonight. 

(ii) Opaque beer 
132. In the-same vein, Mr. Speaker, Sir, 
there is need to adjust the price of opaque 
beer. I therefore propose an increase of 
1 ngwee per litre with effect from 2400 
hours tonight. This measure will yield 
K2.6 million in additional Government 
revenue. 

(iii) Cigarettes 

133. Mr. Speaker, Sir, Hon. Members will 
agree with me that the prices of cigarettes 
are still comparatively low in this country. 
As long as production is maintained at 
reasonable levels, this is a valuable source 
of revenue for the Government. I propose 
that the prices of cigarettes be increased 
by between 10 percent and 17 percent, 
with the largest percentage increase for the 
top luxury grades. This will mean an in- 
crease of 10 ngwee per packet of 20 
cigarettes for the most expensive brands, 
6 ngwee for the middle priced brands and 
4 ngwee for the lowest priced brands. This 
measure will yield an additional K4.8 mil- 
lion in Government revenue and comes 
into effect from midnight tonight. 

(iv) Soft drinks 
134. Mr. Speaker, Sir, there is a general 
consensus in this country that the prices 
of various types of soft drinks are still very 
low. In fact some soft drinks are still 

cheaper than in the countries from where 
some of the ingredients are imported. 
Indeed, soft drinks are more commonly 
consumed by urban dwellers. I have de- 
cided, therefore, to propose an increase 
of 4 ngwee per 290 millilitre bottle. Out of 
this increase the manufacturers will get 
0.5 ngwee, the retailers 0.5 ngwee and the 
Government will receive 3 ngwee. This 
measure will yield an additional K3.5 mil— 
lion in Government revenue and take 
effect from midnight tonight. - 

(v) Petrol and diesel 
135. Mr. Speaker, Sir, this House must 
now be conversant with the turbulent 
situation prevailing in the world oil market. 
Earlier this afternoon, I informed this 
House that the oil market is now extremely 
volatile with a multi-varied pricing system 
where availability and security of supply 
are the overriding considerations. Iwould 
like, Mr. Speaker, Sir, to inform Hon. 
Members that we as a nation will this year 
spend K130 million in foreign exchange on 
oil imports. It is imperative that we, like 

. 
many other non-oil producing countries, 
take measures to reduce the wasteful 
consumption of expensive petroleum pro- 
ducts. Since the price mechanism is one 
way of reducing consumption. I am pro- 
posing that the prices of various grades of 
petrol be adjusted upwards as follows: 
Petrol - super grade to go up by 2 ngwee 

per litre; 
Petrol — regular grade to go up by 2 ngwee 

per litre. - 

136. I also submit here that contrary to 
popular belief, diesel is not a cheap fuel 
at source. It is an expensive item com- 
manding the same price as other fuels. 
To make matters worse diesel has become 
such a scarce commodity that suppliers 
may cut back on the amount they supply 
in our imported crude feedstock. In this 
situation we must take measures to prevent 
wasteful use. I am therefore proposing that 
the price of diesel should be raised by 2 
ngwee per litre. As usual, the necessary tax 
concession has been given to the United 
Bus Company of Zambia (UBZ) so that 
its users will not face any hardship. 
137. Mr. Speaker, Sir, I estimate that 
these measures will bring an additional 
K7.7 million in Government revenue and 
will take effect from 2400 hours tonight. 

(b) Customs duty 

138. Mr. Speaker, Sir, Hon. Members will 
recall that the rate of customs duty on 
capital goods was last adjusted upwards 
in 1978. This adjustment was from 5 per- 
cent to 7.5 percent on a specified list of 
items. The measure was intended to 
promote more labour intensive methods 
of production. Hon. Members will also 
agree with me that Zambia is one of the 
few countries in the world where capital 
goods are virtually free of duty. We must 
continue to encourage more use of our 
labour in keeping with our policy of‘ 
creating more employment opportunities, 
a policy to which I referred earlier this 
afternoon. 
139. I have therefore decided to adjust 
upwards the rate of customs duty on a 
selected number of capital items from 
7.5 percent to 10 percent. I hope that 
this will further strengthen our resolve 
to discourage labour-saving machines. Sir, 
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I have also decided to suspend the import 
duty on sports goods like football, hockey, 
cricket and other outdoor games, but 
excluding equipment for hunting, shooting 
and fishing. This is in response to the 
resolution of the National Council and to 
persistent requests and representations 
on the matter. ' 

140. Sir, there are also a number of minor 
proposals meant to tidy up the Customs 
and Excise Act. Included in this exercise 
are adjustments in the rates of customs 
duty on imported items competing with 
locally produced goods on which excise 
duty has been adjusted upwards. Such 
increase in customs duties are meant as 
a countervailing measure to discourage 
unnecessary imports. 
141. Mr. Speaker, Sir, I estimate that the 
measures on customs duty will yield 
an additional K1.7 million in Government 

‘ 

revenue and will take effect from midnight 
_ 

tonight. 

142. Mr. Speaker, Sir, I have proposed a 
small increase in the price of diesel. This 
will affect the agriculture industry. Many 
of our farmers are now using diesel in 
increasing amounts. As such they need 
some relief. Indeed farmers also need 
added incentives to increase their produc- 
tion. I am therefore proposing to amend 
the relevant regulations of the Customs 
and Excise Act to enable the Minister of 
Finance to give duty exemption on some 
imported agricultural equipment. This will 
be on a case by case basis and shall apply 
to deserving cases only. Sir, this is a very 
attractive incentive and I hope the response 
will be reflected by increased agricultural 
output next year. 

(c) Sales tax 

143. Mr. Speaker, Sir, laét year, my pre- 
decessor reduced the rates of Sales Tax on 
a number of essential household items. I 

do not propose to make any adjustments 
to these. However, in order to raise re- 
venue, I am proposing to raise the rates on 
a number of items as follows: 
Sugar confectionery — from 10 percent to 

15 percent 
Paints, varnishes and lacquers - from 10 

percent to 15 percent 
Gramophone records — from 10 percent to 

15 percent 
Tarpaulins, tents, awnings, etc. — from 10 

percent to 15 percent 
144. In addition, I propose to extend the 
coverage of Sales Tax to aerosols, in- 
secticides and metal holloware. The rate 
of Sales Tax on these items will be 10 
percent. 

145. Mr. Speaker, Sir, I expect these 
measures to yield about K1.8 million in 
additional Government revenue and will 
take effect from midnight tonight. 

(d) Passenger service (Interna- 
- tional) 

charges 

146. Mr. Speaker,- Sir, Hon. Members are 
aware that the cost of running our airports 
is considerable and increasing. This House 
will recall that in order to assist in the 
proper maintenance of airports, the Gov- 
ernment introduced a passenger services 
charge which is paid by passengers de- 
parting for destinations outside Zambia. 
This was first introduced in 1972 and was 
increased from K3 to K4 in 1978. In order 
to offset the effects of inflation on the 
value of revenue from this source, I pro- 
pose that with effect from lst April, 1980, 
all passengers on international flights de- 
parting from our airports for destinations 
abroad should pay a service charge of 
K8.00. This measure is expected to add 
K200,000 to Government revenue. 

(e) Income tax 

147. Mr. Speaker, Sir, I wish to inform 
this House that my Ministry has received 
numerous representations on income taxes 
from a cross-section of the population in 
this country. Some representations merit 
close attention. Others obviously are mere 
compliants. ‘ 

148. Earlier this afternoon, in my discus- 
sion of industrial and investment policy, 
I informed this House that the overall 
strategy of the Government is one of con- 
solidation and clarification of existing 
incentives to investors and manufacturers. 
In view of the need to encourage invest- 
ment, I have given considerable thought to 
all the submissions by our business commu- 
nity. Hon. Members will agree with me that 
if the Government were to accede to all 
the requests, the loss in revenue would be 
staggering. However, I have made some 
concessions which I hope will go some way 
in meeting the wishes of our business 
community. 
149. Firstly, I have decided, under capital 
allowances, to raise the maximum amount 
allowable as a deduction for the cost of a 
road vehicle used for business purposes 
from K4,000 to K6,000. This increase has 
become necessary in view of the rising 
prices of motor vehicles. This means that 
the ceiling on allowances for purposes of 
wear and tear will be much higher taking 
into account the effects of inflation. This 
comes into effect on lst April, 1980. 
150. Secondly, and in the same vein, I 
have decided to raise the ceiling amount 
allowed for purposes of initial wear and 
tear on low cost houses. The ceiling will 
rise from K4,000 to K10,000. This is an 
attractive concession which businessmen 
should utilise and help to relieve pressure 
on local authorities for low cost housing. 
This concession will come into effect on 
1st April, 1980. 
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151. Mr. Speaker, Sir, one of the areas 
in which there has been an outcry concerns 
Undistributed Profits Tax. Last year, the 
relevant section of the Income Tax Act 
which dealt with distributions of dividends 
was repealed and the Undistributed Profits 
Tax was introduced. Sir, I wish to inform 

' 

the House that I have found it impossible 
to completely do away with the Undistri- 
buted Profits Tax as most of the business 
community would want. However, I feel 
that certain provisions of the law are too 
rigid. I have therefore decided, that in 
order to satisfy some of the demands of 
the business community and to introduce 
some flexibility, the Act will be amended 
to allow for business expansion require- 
ments, i.e. reinvestments, reasonable re-. 
serve levels and other requirements to be 
taken into account before the Undistri- 
buted Profits Tax is applied. 
152. Sir, I am satisfied that my proposal 
is equitable to the business community and 
to the Government. It remains for me to 
commend the business community for the 
very constructive manner in which they 
have put forward their representations and 
suggestions. I hope businessmen will take 
advantage of the new arrangements and 
expand their enterprises. 
153. Last year, my predecessor intro- 
duced a job credit facility as an incentive 
to the manufacturing sector to create new 
jobs. Considering the fact that we also 
have the Industrial Development Act which 
extends tax incentives to all our economic 
sectors, I have found it necessary to 
rationalise this facility. Sir, instead of 
allowing a flat amount as credit, I have 
decided to tie the facility down to the 
salaries or wages payable to the qualifying 
employees. In the first charge year of the 
qualifying period in which an employer 
has commenced qualifying business, 10 
percent of the basic wages or salaries 
payable in respect of all qualifying em- 
ployees during such charge year, will 
apply. In subsequent charge years of the 
qualifying period, 5 percent of the basic 
wages or_ salaries payable will rank as a 
job credit against the manufacturer’s tax. 
The facility will also be on a once and for 
all basis instead of being carried forward. 
I have decided to introduce this amend- 
ment in view of the potential loss of 
Government revenue due to the loopholes 
I am now removing from the facility. I 
believe this will be fair to the Government 
as well as the manufacturers intending to 
use the facility. 
154. Mr. Speaker, Sir, there are also other 
minor amendments to the Income Tax 
Act which are merely part of the con- 
tinuing exercise of tidying up our legisla- 
tion in the light of new developments. 

155. Finally, Mr. Speaker, Sir, Hon. 
Members will recall that earlie; this after- 
noon I informed this House that the 
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Special Reconstruction Fund for the repair 
of bridges and other damaged installations 
now stands at just over K1 million from 
contributions by the people of this coun- 
try. In a further expression of appreciation 
for this- show of committment and patrio- 
tism, the Party and its Government have 
decided that all cash contributions to this 
Fund will be allowed in full for tax pur- 
poses. This will also apply to future cash 
contributions. Once again, I wish to 
publicly thank all those who have con- 
tributed so generously. 

CONCLUSION 
156. Mr. Speaker, Sir, Ihave now come to 
a stage where I must conclude my remarks. 
Before I do this, allow me the opportunity 
to summarise what I. consider the critical 
issues facing the Zambian economy. The 
paramount objective must be to ensure 
that the nation spends within the limits‘ 
of available resources. This will mean 
limiting recurrent expenditure to the most 
essential areas. It will also entail capital 
spending based on national priorities that 
aim at increasing employment and pro- 
ductivity. In addition we must not relax 
in our resolve to restrain inflation. We must 
also jealously protect the industrial peace 
which this country has enjoyed for a long 
time now. 
157. Hon. Members should have noted 
my call on all of us to temper ou‘r opti- 
mism with caution since a number of 
critical factors affectmg our economy are 
beyond our control. Indeed the world 
situation is so uncertain that it is difficult 
to confidently predict future develop- 
ments. We must therefore ensure that we 
prudently budget the use of scarce foreign 
exchange resources. This country has the 
natural resources and ability to uplift the 
well-being of its people. We have a duty 
to leave a better country for future genera- 
tions. We can only succeed if we follow 
the correct policies and determine the 
correct priorities. 
158. Mr. Speaker, Sir, we have been faced 

with problems as a nation since Indepen— 
dence. We have continued to overcome all 
these. These problems have made our 
national character ever stronger. Because 
of the difficulties we have gone through, 
we have been able to demonstrate and 
prove ~to ourselves and to the world that 
we are a strong and determined people. 
Let us therefore continue building 

V 

for 
ourselves and for posterity a Zambia that 
is happy and prosperous. 

159. Let us avoid servitude by continuing 
with individual and national self reliance 

. Investment Law 

0 Imports and Exports 

0 Company Law: — 

0 Tax Law: — 

0 Tax Treaties (full texts in English) 

and discipline. Let us use our past mistakes 
as lessons to learn from and our past 
successes as a foundation to grow from. 
Let us all work hard. Let us all work 
together. Let us remain united and con- 
centrate on working out solutions to our 
problems. Let us realise that the greatest 
asset of Zambia is the people themselves. 
Let each one of us in the leadership re- 
dedicate ourselves to the unity of this 
nation. We have in His Excellency the 
President Dr. K. D. Kaunda a uniting 
factor. Let each one of us exploit this to 
the full. 

Forms of doing business 
Establishing a business 

Tax on companies 
Taxes on individuals 
Withholding taxes 
Consumption taxes 
Avoidance of double taxation

~ Further in formation and free samples from: 
INTERNAT|ONAL BUREAU OF 
FISCAL DOCUMENTATION 
Sarphatistraat 124 — P.O. Box 20237 — = 1000 HE Amsterdam - the Netherlands 
Tel.: 020- 26 77 26 Telex: 13217 intax nI 
Cables: Forintax

' 

IRAN I 

' standing tax liabilities 
year 1357 (March 21, 

incurred during the Iranian 
1978 to March 20, 1979). 

To pag or not to pag:
I 

that is the question 
It has been brought} to our fiotice that the Re- 
volutionary High Council of the Islamic Republic 
of Iran passed a law on 14.9.1358 (December 5, 
1979) which facilitates the settlement of out- 

The major points of the law are subject to dispute 
but the first Article caught our eye. It must be one of the 
few, and maybe the only one, which leaves the discretion of 
the amount of tax to pay to the taxpayer. The gist of the 
Article is 'that taxpayers with a basic tax liability for that 
period of Rls.50,000 or less need pay only what they con- 
sider justified. They are protected from further recouise by 
the tax authorities as the Article goes on to say that the 
receipt obtained for this voluntary payment will be ac- 
cepted as evidence of final settlement. 
How much would you pay? 
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~ ~ ~ CONF-R-NCE DlARY~

~ 

JUNE 1980 
‘ Business International Institute: The Semi- 
nar on International Finance (including: 
Taxation of exchange gains and losses), 
Port Chester, New York (U.S.A.), June 
9-12 (English).

‘ 

.\\ 
\_ 

Georgetown University Law Center and 
' The Chamber of Commerce of the United 
States: Institute on multinational taxation 
(treaty problems anti-avoidance measures, 
use of computers in international taxation, 
currency gains and losses, international 
insurance transactions, Brazilian taxation), 
Washington DC. (U.S.A.), June 11-13, 
1980(English). 

European Study Conferences Limited: In- 
ternational tax planning conference; pro- 
tection of assets of companies and trusts in 
the face of risk (including exchange of in- 
formation between tax authorities), Lon- 
don (United Kingdom), June 12-13 (Eng- 
lish).

‘ 

European Study Conferences Limited: In- 
vesting in United States real estate in the 
light of the current and proposed financial. 
and taxation considerations, Amsterdam 
(the Netherlands), June 19-20 (English). 

Institute for International Research: Suc- 
cessful trading in commodities (including 
the tax angle — consider it before you 
trade!), London (Upited Kingdom), June’ 
24-25 (English). 

Inter-American Center of Tax Administra- 
tors (CIAT): Fundamental tax audit c_onsi- 
derations (including: Components of 

I 
an 

audit program, organization of a tax audit» 
department, EDP and tax audit, resource 
management support, legal aspects of tax 
audit), Washington (U.S.A.), June 22-27 
(English, Spanish). 

JULY 1980 
Management Centre Europe: The China 
Briefing (including: Tax aspects of doing 
business in China), Brussels (Belgium), 
July 3-4 (English). 

Management Centre Europe: Managing and 
developing foreign subsidiaries seminar (in- 
cluding: Tax in international operations), 
Brussels (Belgium), July 24 (English). 

Management Centre Europe: International 
tax management seminar (including: Anti- 
tax haven legislation, tax treatment on 
technology import and technology export, 
handling of disputes between tax admin- 
istrations), Brussels (Belgium), July 10-11 
(English). 

AUGUST 1980 
Management Centre Europe: International 
cash management seminar (including: In- 
ternational tax aspects in cash manage- 
ment), Brussels (Belgium), August 20-22 
(English). ' 

SEPTEMBE R 1980 
34th Annual Congress of I.F.A.: I. The 
dialogue between the tax administration 
and taxpayer up to the filing of the tax re- 
turn; II. The determination of the source

, 

of income. For the seminar the subject is 
the flight to tax havens, their use and 
abuse, Paris (France), September 14-19 
(English, French, German, Spanish). ’ 

NOVEMBE R 1980 
Confédéra tion Fiscale Européenne (C. F.E. ): 
Second congress of European tax consul- 
tants (subject: “La pratique de la fiscali- 
té en Europe”), Rome (Italy), November. 
6 and 7_ (English, French, German).

' 

SEPTEMBER 1981 
35th Annual Congress of I.F.A.: 1. Mutual 
agreement procedure and practice; 11. Uni- 
lateral measures to prevent double taxa- 
tion. Berlin (German Federal Republic), 
September 21-25 (English, French German, 
Spanish). 

FOR FURTHER 
INFORMATION 
PLEASE WRITE TO: 

Business International Institute, 12-14 
chemin Rieu, 1211 Geneva 17 (Switzer- 
land). ‘ 

CIAT: P.O. Box 2129, Panamé 9A (Pa- 
nama). 
Confédération Fiscale Européenne, Se- 
crétariat Général (C.F.E.), D—5300 Bonn 
1, Dechenstrasse 14, German Federal 
Republic of Siége Social F-7 5009 Paris, 
9 rue Richepanse (France). 

European Study Conferences Limited, 
Kirby House, 31 High Street East, 
Uppingham, Rutland, Leics. LE 15 9 PY, 
United Kingdom. 
Georgetown University Law Center, Of- 
fice of Continuing Legal Education, 600 
New Jersey Ave., N.W., Washington 
DC. 20001 (U.S.A.). 
Institute for International Research, 70 
Warren Street, London, W1? 5PA 
(United Kingdom). 
International Fiscal Association (I.F.A.): 
General Secretariat, Woudensteih, Burge- 
meester Oudlaan 50, RC. Box 1738, 
3000 DR Rotterdam-(Netherlands). 
Management Centre Europe, Avenue des 
Arts 4, B-1040 Brussels (Belgium). 
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Englewood Cliffs,

' 
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USA. - 

To order a one—year introductory 
subscription to this unique 
publication at the low rate of 
'only $ 120, address 
Department S-TT-103. 

PREN’I‘ICE-HALL, INC. 
Englewood Cliffs, 
New Jersey 07632 
USA, 
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An indispensable aid for American businessmen, investors and 
corporations engaged in- or planning foreign operations and for those 
in foreign countries planning or doing business in the United States — 

TAX memes 
This definitive guide is ihdispensable for any businessman or corporation that sells, 
buys, manufactures2 or invests-in the United States — as well as for any American 
businessman or corporation that does business in foreign countries. It’ tells you: 
he How and where to handle yourvinvestmehts while eliminating the chance of v 

double taxation». 
0 How niilch of your investment income will be protected by tax treaty exemp- 

tions.
V 

o H9w much business Americans can carry on in a foreign cpuntry and vice versa 
w1thout becoming taxable as a “permanent establishment.” 

o How to protect your employees who are temporarily at work abroad from a 
double tax burden.

I 

In Tax Treaties, you’ll also find: 
1. The full official text of every existing treaty, supplementary treaty, or protocol 

relating to income taXes and estate and gift taxes between the United States and 
each of its tax-treaty countries, including model treaties showing the latest 
trends. 

2. Annotated editorial text arranged in a Uniform Paragraph Plan . .. makes for 
easy dinect comparison of provisions of one tax treaty country with another . . . 

permits a single unified index which works hand in hand with this unique setup. 
You’ll make sure, speedy decisions at the flip of a wrist. 

3. Official reports on each treaty giving you the background behind the provisions; 
why particular treaty articles were included; and what each provision means to 
you. 

4. A Special Finding List at the beginning of the editorial summary for each 
'country . . . speeds you quickly to explanatory and official material that affects 
on. ‘ 

5. 3I\,/Ionthly REPORT BULLETINS, analyzing the latest treaties, decisions and rul- 
ings, keep you right on top of today’s fast breaking tax treaty developments . . . 

(plus Current Matter containing the most recent US. court decisions and IRS 
rulings giving you the latest judicial and official word on tax treaties.) 

In today’s constantly expanding international commerce, expert tax-managing or 
tax-counseling of business activities between the United States and each of its' 
treaty countries is a must — so keep up to date with Prentice-Hall’s TAX 
TREATIES. -

‘ 
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TAX GLSSARY 
by H.W.T. PEPPER * 

R ETROG RESSION (RETRO-ACTION), 
RULE AGAINST — It isa generally ac- 
cepted principle of taxation that new 
tax laws, or Court decisions on cases 
brought before them, should not ordi- 
narily seek to change the incidence of 
tax on transactions that had already 
taken place before the law was enacted 
or the Court decision handed down. 
There have been one or two excep- 
tions to this rule in practice; for ex- 
ample, in Britain an income tax provi- 
sion charging tax on GOLDEN HAND- 
SHAKES,(q.v.) was enacted as a part 
of one year’s budgetary proposals after 
a warning had been given in the previ- 
dus year that such action would be 
taken if the practice of making such 
transactions did not cease. The retro- 
gressive effect in this particular case re- 
lated only to transactions that had 
taken place following the warning 
given. 

The latest development in the running 
battle between tax administrations and 
professional “avoiders” was the state- 
ment in a 1979 Budget Speech in the 
U.K. to the effect that any new tax 
avoidance schemes would be counter- 
acted by law retrospectively. 

REVENUE ERROR —- See REMISSION 
ON REVENUE ERROR. 

REVENUE-SHARING — A system intro- 
duced in the U.S.A. in 1974 whereby 
State and local governments were 
granted a share of certain Federal reve- 
nues for which, however, the Federal 
Government remained the collecting 
agent. The system is also known as 
PIGGY—BACKING. In Sweden, joint 
collection of national and local govern- 
ment income taxes has been in opera- 
tion for many years, as has a system in 
the U.K. for joint collection of income 
tax and certain pension contributions 
—- systems which are broadly similar to 
revenue “sharing”. 

REVENUE TAXES — Taxes which are le- 
vied to produce revenue rather than to 
serve any particular fiscal of economic 
purpose. 

R ECOVERABLE SETTLEMENT '— Under 
U.K. tax law, settlements which trans- 
fer income to other persons, but which 
are subject to any form of revocation, 
are set aside for tax purposes by Sec- 
tions 445 and 446 of the 1970 tax 
code, the income involved being re- 

ROAD TAX — It is common to levy vari— 
ous forms of taxation on vehicles 
using public roads, the justification be- 
ing the cost of maintenance of the 
roads themselves, the main wear of 
which is caused by those using such ve- 
hicles. The tax may be based on the 
horsepower of a vehicle or the cubic 
capacity of its cylinders, or may be re- 
lated to the laden weight of goods ve- 
hicles or the passenger-carrying capaci- 
ty of buses and coaches. (See also 
ROAD TOLL.) 

ROAD TOLL — During the era of turnpike 
roads in Britain, private entrepreneurs 
or land owners were authorised to 
build roads and charge tolls, the tolls 
being collected at turnpikes from 
those who used them. Because those 
entitled to collect the tolls tended to 
be more diligent about collecting them 
than maintaining the roads for which 
they were paid, 'the system fell into 
disrepute and was abolished. At the pre- 
sent time, however, a number of coun- 
tries charge tolls on motor roads and 
bridges which are available for certain 
types of vehicle only, the roads and 
bridges, however, being provided and 
maintained by the government, Such 
charges are, for example, made in the 
U. S.A., Italy and France. The essential 
basis for such a tax must be that the 
road is used by a large volume of traf- 
fic, so that the cost of collection 
would only be a small fraction of the 
total tolls collected and that the pay- 
ment process will not unduly slow 
down the flow of traffic. The term 
“turnpike’ to denote a road on which 
tolls are charged is still used in the 
U.S.A. 

ROERENDE VOORHEFFING — (Bel- 
gium) Advance payments (usually 
withholding tax) of tax on dividends, 
royalties and interest. 

garded ‘as the income of the settlor. 

RETURNS — Declarations ofincome, sales, 
and other details required by tax au- 
thorities, often on forms officially pro- 
vided, which are to be “returned” to 
the authorities. 

RIBICOFF AMENDMENT —- See OVER- 
SEAS EMPLOYMENT. 

ROLL-OVER RELIEF. — Relief from ca- 
pital gains of income tax' granted "RING" —- In connection with a single . where assets of one class are dlsposed 

REVALUATION 0F (DEPRECIABLE) 
ASSETS — An alternative to a system 
of REPLACEMENT-COST DEPRECI- 
ATION (q.v.), where inflation in a 
country has increased the replacement 
cost of assets considerably above histo- 
ric cost, is to revalue the asset and 
then re-calculate depreciation allow- 
ances on the revised values. It is not 
usually administratively possible to 
calculate indices of revaluation for 
each of the many types of asset in- 

volved, so that in practice some estab- 
lished index of prices compared with a 
base year would normally be used even 
though the results may be anomalous 
between different industries. 

stage sales tax where tax is payable 
only on sales to non-registered traders 
or consumers, the traders who are 
registered are said to form a “ring” in 
that purchases and sales among such 
traders (i.e. transactions within the 
“ring”) are not taxable, but as soon as 
goods are disposed of outside the 
“ring”, tax becomes payable. 

. "RING FENCE“ — A term used in connec- 
tion with PETROLEUM REVENUE 

' TAX (q.v.). The profits of each field 
are dealt with separately — there is a 
“ring fence” placed around them in 
that external losses may not be offset, 
except in the case of a final loss in an-_ 
other terminating field.

_ 
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of and the proceeds of disposal are re- 
invested in replacement assets of the 
same class and where the profit on dis- 
posal would otherwise have been 
chargeable to tax. Such relief is pro- 
vided, for example, in the U.K. (see 
Section 33 RA. 1960 and Section 60 
EA. 1971). _In Britain the relief is ap- 
plied to business assets; in'the U.S.A. 
it is also applied for capital gains tax 
purposes (in lieu of exemption) to 
private residences. 

With the assistance of the staff of the Interna- 
tional Bureau of Fiscal Documentation. 

223'



ROOM TAX — A tax charged on the occu- 
pancy of rooms in a hotel, usually at a 
fixed rate per head per night, but 
sometimes on a' graduated basis ac- 
cording to the price of the rooms. A 
room tax is thus a tax on hotels (and 
sometimes others providing accommo- 
dation for tourists at a fee) but the tax 
is not usually extended to the other 
services provided by the hotel, includ- 
ing the provision of meals in its dining 
rooms. 

ROYALTIES,' COPYRIGHT — The most 
important international flow of copy- 
right royalties is. usually that of sums 
paid for the hire or rental of cinema- 
tograph films. Other copyright royal- 
ties may be taxed by deduction at 
Source, particularly where the royal- 
ties are payable to a non-resident, but 
double taxation treaties often mutual- 
ly exempt such payments from taxa- 
tion in the country of payment. (See 
FILM HIRE TAX, FOOTAGE TAX.) 

ROYALTIES,‘ MINERAL — See MINE- 
RAL ROYALTIES. 

ROYALTIES, PATENT — As in the case of 
copyright royalties, tax is often de- 
ducted at source from payments of pa- 
tent royalties made to non-residents 
(in Britain, from all such payments), 
subject to exemption which may be 
granted on a mutual basis in double 
taxation treaties, the country of resi- 
dence taking full poWers to tax. 

ROYALTIES WELFARE LEVY — A levy 
originally concurrent with MINERAL 
RIGHTS DUTY (q.v.) in Britain im- 
posed in 1910 on coal royalties and 
abolished when coal deposits were na- 
tionalised in 1946.

’ 

RUCKLAGE — (Germany) Reserve for 
future contingencies. ' 

‘RUCKSTELLUNG — (Germany) Reserve 
for debts or losses existing at the bal- 
ance sheet date, the amount of which 
is not precisely known. 

RUMMAGE — The process of making a 
detailed search of a ship by Customs 
officials in a quest for contraband is 
known as.“rummaging” the ship.

S 
SAERBESKATNING — (Denmark) Sepa- 

rate assessment. 

SAFETY EXPENDITURE — Expenditure 
on fire prevention, accident preven- 

_tion, and so on, usually is given favour- 
able tax treatment: either the expen- 
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diture may be deducted when in- 
curred, or the total cost may be 

‘ 

written off over a period of years. 

SALE AND LEASE-BACK — See LEASE- 
BACK. 

SALE. OF INCOME ~ The device of selling 
present o_r future earnings for a capital 
sum in order to avoid or reduce tax lia- 
bility (see, per‘ contra, SPREADING)is 
countered in some countries’ tax codes 
(UK, USA.) by making the result— 
ing' lump sum taxable as income. 

SALES AND USE TAX — The scope of 
sales taxation in a country with a fede- 
ral government, where the individual 
states 01‘ provinces have the power to 
lévy sales taxation, is often expanded 
to a charge on “sales and use”. The 
“use” element deals with the case 
where residents of the taxing state pur- 
chase taxable goods outside the taxing 
state frOm other states within the same 

’ 

federal jurisdiction, sometimes from 
“inter-state” enterprises .that operate 
in several different states within the 
country. The scope of the tax is thus 
extended to cover sales outside the 
state, but within the country as a 
whole, which are made to residents of, 
in respect of goods used in, the taxing 
state. Thé “use” provision counters 
tax avoidance and equalisés the tax po- 
sition of traders Within the taxing state’ 
with traders outside who sell to resi- 
dents of that state.

' 

SALES TAX — An ad valorem tax on sales 
of goods, and sometimes services also, 
usually calculated at a percentage rate, 
and collected at regular intervals (e.g. 
monthly or quarterly) from traders 
who are entitled to “shift” thé tax to 
their customers by suitably adjusting 
the prices of thegoods or services the 
traders provide. 

SALES TAX LOTTERY — See LOTTE- 
RIES FOR CONSUMERS. 

SALVAGE VALUE — The residual value 
(which may be merely a scrap value) 
of depreciable assets at the end of 
their service life when capital or depre— 
ciation allowances are given in respect 
of the cost of providing the asset. The 
sale proceeds or salvage value of the 
asset when it is taken out of service are 
usually credited in computing the total 
deduction for depreciation (see BAL- 
ANCING ALLOWANCES AND 
CHARGES). An estimate of the ulti- 
mate salvage value of an asset may be 
taken into account, along with esti- 

mated service life, when computing 
the appropriate depreciation allow- 
ances. 

SAMBESKATNING 

SAMBESKATNING —- (Denmark) Joint 
assessment of combined incomes of 
husband and wife. 

SELVANGIVELSE 
TIL — (Denmark) To file a joint re- 
tur'n. 

SAMTIDIGHEDSSKAT — (Denmark) Pay 
As You Earn (P.A.Y.E.) 

SANDWICH EFFECT — The term “sand- 
wich effect”, in 'connection with a 
V.A.T., is applied to the situation 
when an exempt trader buys taxed 
goods and sells them, after processing, 
to a taxable trader. In the absence of 
special provisions, no relief would be 
due to the trader who finally sells to 
the consumer in respect of the tax ori- 
ginally embodied in the goods when 
they were purchased by the exempt 
trader. In fact, relief in these circum- 
stances has in some instances been al- 
lowed to the final trader, notably in 
Brazil’s V.A.T. (I.C.M.), and another 
remedy is to allow the “sandwiched” 
trader who buys the taxed goods to 
have “zero tax” treatment so that he 
may re-claim the tax he'paid on pur- 
chase. In the latter case the goods then 
pass free-of-tax to the next trader, 
who has to account for the total tax 
on his sales but at least has incurred no 
pre-payment of tax which cannot be 
requited. (See also ZERO RATE.) 

. SATS (SKATTESATS) — (Denmark) Tax 
rate. 

S.A.Y.E. — Save-As—You-Earn, the name 
given to various schemes whereby 
employees and others may contribute 
regular sums by way of savings which 
are refundable after five or more years 
with the addition of interest and/or a 
bonus or premium. Such schemes have 
relevance for taxation only where, 
either, some tax deduction is allowed 
fof the contributions made, 'e.g. by 
employees who authorise deductions 
from their pay for the purpose, , or 
where the bonus or interest element in 
the amount realised at the termination 
of the deduction period (i.e. the excess 
of the sum paid out‘over the amounts 
contributed) is exempted from tax. 

SCHACHTELBETE I LIGUNG — Participa- 
tion of at least 25 percent by a Ger- 
man company in the control of an- 
other German company. 

SCHACHTELVERGUNSTIGUNG (also 
SCHACHTELBEFREI_UNG or 
SCHACHTELPRIVILEG) — Exemp- 
tion from corporate income tax grant- 
ed to German parent companies in re— 
spect of dividends from their German 
subsidiary companies. 
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SCHEDULAR TAXATION — Taxes on 
particular items of income which are 
applied as separate taxes, often at 
fixed rates, in contrast to the system 
of aggregating all income accruing to 
the same person and applying gradu- 
ated rates thereto, which is the more 
usual form of income taxation at the 
present day. An example of a country 
which retains s'ome elements of sche- 
.dua.lr taxation in its income tax system 
is provided by Hong Kong. 

SCHEDULES A TO F — Under the British 
income tax system tax is levied under 
different “schedules” 'or divisions ac- 
cording to the nature and source of 
the income. This compartmentalisa- 
tion does not affect the incidence of 
the tax, which is a graduated charge 
upon total aggregated income. Income 
is classified under the various sche- 
dules, as follows: 
Schedule A: Net profits from rents on 
leases of land, ground rents, feu-duties 
and other annual payments from land 
and other receipts arising from the 
ownership of, or rights over, real prop- 
erty. 
Schedule B: Income from the occupa- 
tion of certain wbodlands if the occu- 
pier has not opted to be assessed under 
Schedule D.
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Schedule C: Interest from certain secu- 
rities of the British and certain over- 
seas Governments where it is paid in 
Britain, the tax being paid by the pay- 
ing authority and deducted from the 
interest paid to the investors. 
Schedule D: Profits on trades, busi- 
nesses, and professions, and woodlands 
where the owner has opted to be taxed 
on his commercial profits therefrom, 
and certain other income including in— 
terest on loans, rents and other income 
from real property, and certain income 
from abroad. This Schedule is subdi- 
vided into a number of “Cases” and 
the Short-Term Gains Tax (abolished 
April 1971)'was formerly included in 
Case VII. 
Schedule E: Income from offices, 
Schedule E: Income from offices, em- 
ployments or pensions. The schedule 
is subdivided into “Cases”, according 
to the territorial source of the income. 
Schedule F: Dividends and other dis- 
tributions of resident companies. 

SCHENKINGSRECHT —- (Holland) Gift 
Tax. 

SCHENKUNGSTEUER — (Germany) Gift 
Tax. 

SCHIJVENTARIEF — (Holland) Tax rate 
computed on slices of income. 

SCISSION — (France) Company splitting. 

SCISSORS TRANSACTIONS — A tax 
avoidance device whereby a company 
trading in securities would buy (a con- 
trolling interest in) another company, 
arrange for its assets to be realised (or 
“stripped”) then re-sell the company 
at -a loss, deductible from its own 

' trading profits. 

SCOPE OF TAX — The “scope” of a tax, 
sometimes referred to as the “tax 
base”, _is its coverage, which includes 
the geographical area to which it is ap- 
plied, the nature of the capital, in- 
come, or transactions which is to be 
taxed, and the persons, e.g. resident; 
and non-resident individuals, corporate 
bodies and other bodies or artificial 
persons to whom, and in some cases 
the period of time (e.g. the duration of 
a war, emergency, or of inflation or 
depression) during which, the tax is to 
be applied. 

SCRIP DIVIDEND OPTION —— During the 
time that Governmental rules limiting 
dividend payments (an anti-inflation 
device) were in operation some compa- 
nies offered shareholders an option to 
take scrip (stock) dividends instead of 
cash. Initially the move, which enhanc- 
ed the anti-inflation effect of the Gov- 
‘ernment’s restrictions, was encouraged 
by the exemption of such dividends 
ffom income tax, though subsequent 
sale of the extra scrip would have en- 
tailed capital gains tax. After April 
1975, however, such scrip dividends 
were made liable to incomevtax and 
options were thenceforward no longer 
offered. 

SCUTAGE — A medieval levy in Britain 
under the Feudal system (the word 
literally means a shield tax) exigible by 
_a feudal chief from others who owed 
him military service, as a cash payment 
in lieu of such service. 

SECURITY FOR TAX — Where a taxpayer 
handles tax monies (PAYE deduc- 
tions, V.A.T.) on behalf of a tax de- 
partment, the question arises whether 
some security should be sought from 
the person involved because he is ef- 
fectively in a position of trust regard- 
ing public money. In practice it is 
rather unusual for security to be actu- 
ally sought by the tax department. 
Good tax administration, however, 
normally secures that where money is 
withheld at source in respect of in- 
come taxation, or in effect collected 
from customers by traders under a 
sales tax or V.A.T. regime, it should be 
handed over reasonably promptly after 
receipt. 
In practice P.A.Y.E. tax is usually re- 
mitted monthly, sales tax and V.A.T. 
may be remitted monthly, quarterlyt 
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etc. according to the size of the 
amounts’ involved. In Brazil, where 
VAT (I.C.M. ) is to a large extent collect- 
ed by the banks on behalf of the ad- 
ministration, there are precise rules as 
to the number of days that may elapse 
between receipt by the bank and pay- 
ment to the Treasury. 
Where a taxpayer seeks to leave the 
country when he owes tax, and there 
is a genuine risk that the tax could not 
be collected in the event of his not re- 
turning, there is often provision in the 
tax law ensuring that some security be 
given by the departing taxpayer. See 
also PERIODICITY OF PAYMENTS, TAX CLEARANCE. 

SECURITY TAX .— In the 1970s, because 
of the prevalence of the hijacking of 
airliners by terrorists and criminals, 
many countries instituted body-sear- 
ches and electronic surveillance of per- 
sonal luggage in respect of passengers 
boarding aeroplanes at the main air- 
ports. Some couhtries have financed 
the cost of such security measures by 
a levy or tax on all passengers. 

SE LECTIVE EMPLOYMENT TAX (S.E.T.) — A tax which operated in the UK. 
from 1966 to March 1973, in effect as 
a levy on the cost of services, with the 
stated object of encouraging the move- 
ment of employees from service ,in- 
dustries to manufacturing industries, 
although some economists considered 
the latter already over-manned. The 
tax was levied at a relatively high spe- 
cific amount (in a sénse a “poll tax”) 
in respect of each employee (initially 
£2.40 per week per man, £1.20 per 
woman or boy, £0.80 per girl; one- 
third only of the levy was made on 
elderly or part-time workers). The levy 
was payable by employers who were 

' permitted to shift the tax to the con- 
sumer. The selective nature of the tax 
was in the refund system. Refunds of 
the total lev'y were granted to manu— 
facturers, but none to service indus- 
tries, while manufacturers in Develop- 
ment Areas were also paid a premium 
(see REGIONAL EMPLOYMENT PRE- 
MIUMS). 

SELF-ASSESSMENT — See ASSESSMENT, 
SE LF. 

SELF-CHECKING — One of the merits 
claimed for V.A.T. is that because 
each trader pays tax on his sales and 
deducts the tax embodied in the pur- 
chases passed on to him by his sup- 
pliers, each trader has a vested interest 
in the accuracy of the certification to 
him of the tax paid by the traders 
from whom he purchases goods or' 
services. This feature is thus claimed to 
be a means whereby the tax is “self— 
checking” or “self-enforcing”. 
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SELF-ENFORCEMENT — See SELF- 
CHECKING. 

SELF SUPPLY — In V.A.T. systems, e.g. 

that in the U.K., there may be a charge 
to tax on goods produced in the tax- 
payer’s business which he uses him- 
self. See also HOME CONSUMPTION. 

SELSKAB —— (Denmark) Company (Cor- 
poration). 

SELVANGIVELSE — (Denmark) Income 
tax return. 

SEPARATE ASSESSMENT —— In the 
a husband is assessable on the joint in- 
comes of hifnself and his wife, but a 
wife may elect to be separately assess- 
ed On her income, from which she will 
then be granted a proportion of the 
total reliefs. Somewhat similar provi- 
sions exist in the U.S.A. (see also IN- 
COME-SPLITTING). 

SERVICE LIFE - The period during 
which it is estimated an asset will pro- 
vide useful service to the business in 
which it is employed. The. rate of de- 
preciation allowed will normally de- 
pend upon the length of service an 
asset may be expected to give. 

SERVICES TAX —- A tax, usually on ad va- 
lorem lines, on various types of ser- 
vices, sometimes included within the 
scope of a general sales tax including a 
V.A.T., but sometimes levied separate— 
ly (e.g. the former French T.P_.S. (Taxe 
sur la Prestation des Services» and at 
other times a seriés of individual levies 
on different types of service often at 
different rates of tax; e.g. a higher tax 
may be charged on entertainments, 
particularly those of a luxury kind, 
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gaming or betting taxes may be levied 
on casinos, horserace betting, etc., and 
there may be special levies on the 
stakes in football pools. The services 
of artisans may be exempted or 
charged at lower rates in some in- 

stances, and it is fairly common to ex- 
empt from tax the services of the libe- 
ral professions, including lawyers, ac- 
countants, doctors, dentists and archi- 
tects. 

SEVERANCE PAYMENTS — Non-contrac- 
t_ual gratuities payable to an employee, 
usually on redundancy and usually 
non-taxable.‘ (See, however, GOLDEN 
HANDSHAKE, GOLDEN BOWLER, 
also LOSS OF OFFICE, REDUNDAN— 
CY.) In Italy an employer may obtain 
a tax deduction for provisions made 
for severance payments which may 
arise, so-long' as the provision is in ac- 
cordance with statutory and contrac- 
tual obligations concerning employ— 
ment. In Japan payments on cessation 
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of employment, including lump-sum 
retirement or pension allowances, and 
severance payments, are taxed separa- 
tely from other income. Deductions 
are made for the period of .service 
(¥ 250;000 p.a. up to 20 years, 
1% 500,000 for each year over 20, plus ¥ 5,000,000) and tax is applied to 50 
percent of the remaining amount. 

SHARE FOR SHARE ACQUISITIONS # 
1 

Where the shares in a company are 
taken over in exchange for the shares 
of another company which has as- 

sumed control of the first company,_ 
the “disposal” is often disregarded for 
capital gains tax purposes, though a 
charge may arise if the shareholder 
subsequently realises the shares he has 
received in exchange for the old ones. 

SHARE (STOCK) OPTIONS FOR -EM- 
PLOYEES — Some companies allow 
directors and key employees to have 
an option to buy at some future date 

- shares or stock in the company at a 
price usually in keeping with current 
stock market value. The theory is that 
those benefitting will have an'incen- 
tive to make the company more pro- 
fitable and thus enhance the value of 
its shares which they are enabled to 

' buy at specified future dates at the 
option price. 
The tax treatment of the difference 
between the market value'and option 
price of shares under such schemes» 
varies in different countries and over a 
period of time. For example, in the 
UK. such gains were free of tax alto- 
gether until capital gains tax was intro- 
duced in 1965. Then in 1966 the gain 
was made chargeable to income tax. In 
1970 some tax relief was given for for- 
mal schemes for share acquisition at 
fixed prices and there was further libe- 
ralisation in 1972. On a change of 
Government in 1974, however, the be- 
nefits were made taxable to personal 
income tax. Most countries tax the be- 
nefits in one way or another. 

SHIFTING OF TAXES — In the case of in- 
direct taxation the tax is normally in- 
tended to fall upon consumption and 
be borne by consumers, so that a tra— 
der who pays the tax on his sales or 
deliveries in general passes on the tax, 
or “shifts” it “forward”, to the con- 
sumer 'by adjusting his prices approp- 
riately. Such taxes are said to be shift- 
ed “backwards”, particularly in the 
case of a new or increased levy, when 
some traders or manufacturers are 
forced to absorb some of the tax if 

they fear or find that their products 
are unable to bear an increase in price 
of the same dimensions as the tax be- 
cause the demand for their products is 
elastic (see also TAX PUSH INFLA- 
TION). 

SHIP-MONEY —- A mediaeval tax for the 
support of the Navy, levied in Britain 
on coastal towns, revived by Charles I 

in_ 1634-36, when refused financial 
supplies by Parliament, and declared 
illegal by Parliament in 1641. Refusal 

1 to pay ship-money by John Hampden 
and others was among the events lead- 
ing up to the Civil War of 1642-45. 

SHIPPING CENTRE -‘ A country which 
provides (inter alia) FLAG OF CON- 
VENIENCE facilities for ship-owners 
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and charterers. The tax pattern is usu- 
ally exemption from income (compa- 
ny) tax on the profits from operating 
shipping, but fairly substantial registra- 
tion or tonnage dues are charged on an 

~ annual basis. Usually the labour laws 
and other relevant legislation are less 
onerous in the haven country than in 
the countries of origin of the ship- 
owners. The term “shipping centre” is 
a euphemism adopted since Flag of 
Convenience vessels have become un- 
popular in 'some spheres, and the 
haven country may develop financial 
and other services for the benefit of 
the shipping companies. 

SHORTFALL ASSESSMENT — A charge 
made on CLOSE COMPANIES (q.v.) 
in Britain prior to the 1972 Finance 
Act where the distributions made by 
such companies fall short of the [statu- 
tofy limits. 

SHORT-TERM GAINS TAX — A number 
of countries tax short-term capital 
gains, generally defined as gains ac- 
cruing from the acquisition and dispo— 
sal of an asset, usually within a period 
of six months to two years (the period 
is six months in the U.S., 12 months in 
the Philippines while France and Swe- 
den use a two-year period). Such gains 
are deemed by the tax law to be in- 
come chargeable with income tax, but 
in some systéms may be charged at 
rates which are lower than income tax 
fates but higher than the rates applic- 
able to gains which have accrued over 
a longer period. 
At one time Britain taxed only short- 
term gains, there being no charge upon 
longer term gains. The tax law was spe- 
cially designed to tax short-term gains 
which were. defined as gains from dis- 
posals of securities which had been ac- 
quired Within 12 months of the dispo- 
sal date. As regards other property, 
gains were taxable if the disposal took 
place within three years of the acqui- 
sition of the asset. This tax survived 
the introduction of Va general capital 
gains tax in 1965, but was finally re- 
pealed following the Budget of Apfil 
1971. (See also SPECULATION, 
LAND, TAX.) 
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SIEGE SOCIAL ,— (France) Residence of 
company. 

SIGHT ENTRIES — The procedure where- 
by 'goods are allowed into a country 
by its customs officials, on an urgent 
basis, e.g. 'in the case of perishablés, 
leaving full documentation and forma- 
lities to be'completed later. (See also 
PERFECTION OF ENTRY.) 

SINGLE STAGE SALES TAX — A sales 
tax which is applied at a single level of 
production or; distribution, examples 
being: the manufacturers’ sales tax in 
Canada, the purchase tax in Britain 
and the retail sales taxes in the USA. 
and Eire. 

SINGLE TAX — A theoretical concept 
held by Henry George (1839-97) and 
his followers who advocated that all 

tax revenue should come from a single 
tax upon the increase in land values. 
-In general, however, governments need 
to draw revenue from a number of dif- 
ferent taxes, since the levying of all 
revenue by means of a single tax, 
whatever the tax base, would—tend to 
be' regarded as a rather oppressive levy. 
In practice, however, certain small 
countries, in' effect, derive all their re- 
Venue from a single tax, notably the 
tax on minerals applied where the 
country has exceptional deposits of 
oil, phosphates or other minerals and 
the revenue derived from their exploi- 
tatién is adequate to cover government 
expenditures because such revenue is 

large in proportion to the number of 
' the population. In the USA. over 80 
'percent' of federal revenue is derived 
from the federal income tax, so that it 
is conceivable that the federal govern- 
ment could rely on a single tax if it 

were decided that other forms of reve- 
nue were undesirable, although present 
tendencies are rather in the opposite 
direction, adoption of a federal V.A.T. 
being mooted from time _to time. 

SITE VALUE TAXATION — A form of 
property taxation where the tax base 

‘ is yestricted to the value of the site, 
nothing being included for the value of 
the buildings or other improvements 
erected thereon. The tax is advocated 
by its proponents as a method of en- 
couraging development, since the 
owner of a suitable site has no tax dis- 
incentive to deter him from developing 
the site to the limit of its capabilities. 
In practice, where site value taxation is 
in force it is often supplemented by 
an urban tax on buildings and the 
purity of the concept is in other cases 
diluted by provisions that when the 
total value of improvements to the site 
exceeds a certain percentage of the 
value of the site, site value tax will be 

payable on the value of the improve— 
ments as well as the site. 
Use of the tax as an economic stimulus 
to development has proved of dubious 
value in practice. Developers tend to ' 

erect commercial or residential build- 
ings when the time is judged right for 
being able to let them at a profit, 
rather than by reference to the degree 
of beneficence of the tax system. In 
any event PROPERTY TAX or RATES 
(q.v.) is normally shifted to the occu- 
piers of buildings, not borne by de- 
velopers. 
In practice, also, where site value taxa- 
tion has been used in developing coun- 
tries it has often been found that the 
tax does not yield sufficient revenue 
to meet the budgetary needs of the 
taxing authority unless tax is levied at 
a rather high rate, which‘ would accen- 
tuate anomalies in the tax structure. 

SITUS RULE — A provision in a tax law, 
or in a DOUBLE TAXATION TREA- 
TY (q.v.), establishing in what place or 
country a_ source of income may be 
deemed to be situated for tax pur- 
poses. See also SOURCE RULE. 

SITZUNTERNEHMEN — A company do- 
miciled in Liechtenstein. 

SKATTEFRI — (Denmark) Tax-free. 
SKATTELEMPELSE — (Denmark) Abate- 

ment or reduction of tax. 

SKATTEPLIGT — (Denmark) Tax liability. 
SKATTESVIG —- (Denmark) Tax fraud. 
SKATTETILSVAR — (Denmark) Tax lia- 

bility. 

SKATTEUNDDRAGELSE, LOVLIG — 
(Denmark) Tax avoidance. 

SKATTEUNDDRAGELSE, ULOVLIG — 
(Denmark) Tax evasion. 

SKATTEYDER — (Denmark) Taxpayer. 

SKATTEAR — (Denmark) Year of assess- 
ment (tax year). 

SLAB SYSTEM —- A system of charging 
increasing rates of tax varying with in- 
creases in the taxable base such that 
the whole of the taxable sum is 

charged at the higher rate instead of 
successive slices or tranches being 
charged at a separate rate in the gradu- 
ated scale. The slab system was used in 
cohnection with the estate duty in Bri- 
tain until replaced by the slice or 
tranche system in 1969. Some coun- 
tries still adhere to the slab system. 
The nomenclature is not universally 
adopted; some use the term “slab sys- 
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tern” to mean what others would term 
the slice or tranche system. The defini- 
tion of slab system given above is that 
adopted in the Green Book published 
in Britain in March 1972 on the 
“Taxation of Capital on Death”. 

suce 'SYSTEM — See TRANCHE sys- 
TEM. 

SMALL BUSINESS CORPORATION — 
Under Section 1371 of the U.S. Inter- 
nal Revenue Code a small business cor- 
poration is defined as a company with 
not more than ten shareholders, all of 
whom must be individual and none a 
non-resident alien and the company 
must only have one type of equity 
share. Such corporations may, in 
effect, elect to have the corporation 
income taxed as if it were the personal 
income of the shareholders. 

SMALL BUSINESS RELIEF — Various 
types of relief tend to be made avail- 
able in tax codes for small businesses. 
One economic factor in favour of spe- 
cial relief is that small businesses seem 
to have a greater capacity for rapid 
growth than larger ones and greater 
need to conserve capital for re-invest- 
ment. In the UK: there are conces- 
sions in the impact of CAPITAL 
TRANSFER TAX (q.v.), and a lower 
rate of corporation tax on corporate 
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income applies up to a certain level. 
See also SMALL TRADERS, SPE- 
CIAL TAX REGIME FOR; SMALL 
BUSINESS CORPORATION. 

SMALL DISPOSALS RELIEF — To re- 
duce the administrative burden of ope- 
rating a capital gains tax, disposals 
below a certain level of value may be 
excluded from consideration. The 
growing tendency, however, is to ex- 
clude a certain level of gains from the 
scope of the tax, this being a fairer 
way of exempting small gains from 
tax. 

SMALL INCOME RELIEF — Apart from 
the basic personal reliefs granted in 
computing personal income tax, some 
countries establish an exemption limit 
somewhat higher than the reliefs due 
to a single person, so as to eliminate 
many small cases from the tax field. 
MARGINAL RELIEF (q.v.) may also 
be granted where the actual income is 
slightly above the exemption limit. In 
some '-tax codes higher exemption 
limits are also set for married persons, 
and those aboVe certain age limits. The 
U.K., which was one of the pioneers of 
this system, has now abolished it in fa- 
vour of higher personal reliefs. (See 
also ZERO BRACKET AMOUNT.) 

SMALL TRADERS, SPECIAL TAX RE- 
GIME FOR -— It has been a feature of 
some sales tax systems to make spe- 
cial provisions for small traders, de- 
fined as those whose sales are below 
certain limits. For example, in Federal 
Germany’s V.A.T. system the small 
trader may opt to be assessed at a 
small percentage rate of his total sales, 
instead of on the ordinary V.A.T. sys- 
tem of paying a higher rate on sales 
and receiving a deduction for tax em- 
bodied in his purchases which has been 
passed on to him by his suppliers. 
Under the V.A.T. systems generally, 
traders whose sales are below a certain 
level are exempted altogether from 
V.A.T., while those whose sales are 
above the exemption limit but below 
a further “abatement” limit will have 
their tax bill abated by a formula 
which provides a sliding scale of abate- 
ment giving maximum relief where 
the exemption limit is slightly exceed- 
ed and the minimum relief where the 
upper limit is almost reached. Special 
regimes are also sometimes applied 
under income tax systems, somewhat 
simpler forms being required of the 
smaller trader than are expected from 
the large ones. 

_SNAKE IN A TUNNEL — The European 
Monetary System (EMS) which applies 
to most of the members of the Euro- 
pean Economic Community (E.E.C.). 
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While the currencies of the EMS coun- 
tries may together vary against other 
countries freely, the value of each 
member country’s currency with re- 
gard to other EMS members may only 
vary between narrow limits, in effect 
between the roof and floor of the 
“tunnel”. 

SOCIAL SECURITY LEVIES — Levies for 
social securitymay take the form of a 
tax such as a payroll tax on the total 
remuneration paid by an employer to 
his employees, which is not related to 
the circumstances of individual em- 
ployees (see PAYROLL TAX) or may 
be a contributory scheme whereby 
the employer and employee contribute 
jointly for the benefit of the em- 
ployee, whose ultimate benefits are 
specifically related to the contribu- 
tions made by and for him. The third 
alternative is a scheme whereby com— 
pulsory contributions are made pro- 
portionate to the salaries and wages of 
employees, but the benefits are related 
to their circumstances at the time of 
retirement, for example, there may be 
a minimum pension for the lower 
grades of employees, the actuarial 
value of whose contributions would 
not have produced the level of pension 
granted. 

SOCIETA A RESPONSABILITA LIMITA- 
TA (S.R.L.) — (Italy) A company 
whose members are liable only up to 
the nominal value of their quotas. 

SOCIETA PER AZIONI (s.P.A.) — (Italy) 
A company whose members (sharehol- 
ders) are liable for the company only 
up to the nominal value of their 
shares. 

SOCIETE CIVILE — (France) A company 
formed as a partnership. 

socu’ETé HOLDING — A holding compa- 
ny, especially those in Luxembourg, 
which receive special tax treatment. 

SONDERAUSGABEN — (Germany) De- 
ductible personal expenses. 

SOURCE RULE -— In a DOUBLE TAXA- 
TION TREATY (q.v.) it is customary 
to indicate, either in a separate article 
(the “sourcé rule”) or in a clause in 
each relevant article déaling with a par- 
ticular type of income, which of the 
contracting countries should be regard- 
ed as the source country for such type 
of income. 

SQMANDSSKAT — (Denmark) Seamen’s 
Tax. 

SPECIAL CHARGE — A charge which was 
imposed in Britain becomes payable 

on 1 January 1969 on investment in- 
comes of more than £3,000. The levy 
operated in the form of an additional 
surtax charge which was applied in 
conjunction with the taxpayer’s nor- 
mal rates of income tax and surtax. 
The rates adopted were such that any- 
one receiving an investment income of 
over £15,000 had to pay'more than 
100 percent of it in tax; the charge 
thus amounted to 3 CAPITAL LEVY 
(q.v.) on those with investment in— 
comes above that figure. The tax was 
similar to the SPECIAL CONTRIBU- 
TION (q.v.) levied 20 years earlier. 

SPECIA‘L CONTRIBUTION — A tax intro- 
duced in Britain in the 1948 Budget 
imposing tax at graduated rates on in- 
vestment income. The tax was charged 
for the fiscal year 1948/1949 (payable 
January 1949) on the investment in— 
come of 1947/1948 Where that in- 
come exceeded £250. The rates of tax 
were graduated up to a maximum of 
50 percent which, when added to ordi- 
nary income tax and surtax, involved a 
total tax levy exceeding 100 percent, 
representing a CAPITAL LEVY (q.v.) 
on~ taxpayers with higher investment 
incomes. 

SPECIFIC DUTIES — Customs and excise 
duties which are levied at a certain 
sum per unit, or per unit of volume or 
weight, are known as specific duties. 
Current examples include the duty in 
the U.K. on each mechanical cigarette 
lighter, which is a kind of COUNTER- 
VAILING DUTY (q.v.) to the duties , 

on matches avoided by using a fighter, 
and the duties on tobacco, and on a]- 
coholic beverages, usually quoted as so 
much money per unit of weight or 
volume, respectively. 

SPECULATION, LAND, TAX — A land 
speculation tax has been introduced in 
the Isle of Man to levy tax at the stan- 
dard income tax rate on land and real 
property which is disposed of within 
five years of acquisition in the case of 
a non-resident, and within three years 
in the case of residents. The tax is 

charged on the excess of disposal price 
over cost and forms a SHORT-TERM 
GAINS TAX (q.v.). 

SPENDINGS TAX —- Another term for EX- 
PENDITURE TAX (q.v.), i.e. a tax on 
the total amount of expenditure in- 
curred, or money spent, on “consump- 
tion” by the taxpayer. 

SPLITTING, INCOME — See INCOME- 
SPLITTING. 

[to be continued] 
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Books 
The publications listed in this bibliography have 
recently been acquired by the Bureau ’3 library which 
will gladly supply further information upon request 
(please quote the, reference numbers). They should, 
however, be ordered through a bookseller or direct 
from the publisher indicated, and not through the 

‘ Bureau. m 

ARGENTINA 
TAXATION IN ARGENTINA 
International Tax and Business Service. New York, Deloitte 
Haskins & Sells, 1979. 60 pp.

‘ 

Booklet on taxation in Argentina in the series “International 
Tax and Business Service” prepared by Deloitte Haskins & Sells 
based on material available as of May 1979. (B. 15.954) 

ASIA 
WORLD SOURCING SITES IN ASIA 
Manufacturing costs and conditions in Hong Kong; Korea, 
Singapore and Taiwan. Prepared and published by Business 
International Asia/Pacific, Ltd., Hong Kong, 1979. 456 pp. 
Research report analyzing investment decisions for companies to 
measure the relative advantages or disadvantages for 10cating 

. manufacturing or assembly operations in Hong Kong, the Republic 
of Korea, Singapore and Taiwan. (B. 51.492) 

AUSTRALIA 
FOREIGN INVESTMENT REVIEW BOARD REPORT 1979 
Canberra, Australian Government Publishing Service, 1979. 38 pp. 
Annual report on the 1979 activities of the Foreign Investment 
Review Board. (B. 51.490) 

PUBLIC FINANCE IN AUSTRALIA 
Theory and practice. By Peter Groenewegen. Sydney, Prentice- 
Hall of Australia Pty., Ltd., 1979. 282 pp. 
Textbook on public finance in Australia. A .bibliogrrpahy is 
appended. (B. 51.469) 
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AUSTRIA 
DAS EINKOMMENSTEUERGESETZ 
Gesetzestext unter Beriicksichtigung der EinkommensteuergeSetz- 
Anderung 1979 (Stand 1. Jinner 1980). By Franz Weiler. Vienna, 
Industrieverlag Peter Linde, 1980. Schriftenreihe der Oster'r'ei- 
chischen Steuer- und Wirtschaftskartei, Nr. 42, 139 pp., 105 OS. 
Annotated text of the Individual Income Tax Law as amended 
by the 1979 amendments. (B. 102.447) ' 

DIE EINKOMMENSTEUERRICHTLINIEN 1979 
By Franz Weiler. Vienna, Industrieverlag Peter Linde, 1979. 
Schriftenreihe der Osterrejchischen Steuer- und Wirtschafts- 
kartei, Nr. 41. 190 pp., 111 Os. 
Annotated text of the 1979 Regulations to the Individual Incbme 
Tax Law. (B. 102.448) 

STEUER-ERLASSE 
Stand 1.1.1989. Vienna, Industrieverlag Peter Linde, 1980 
600 pp., 180 OS. . 

Source book containing the text of implementing regulations to 
Austrian tax laws and the tax tables of the individual income 
tax and wage tax as per January 1, 1980. (B. 102.446) 
STEUER-INDEX UBER RECHTSMI’I‘TELENT- 
SCHEIDUNGEN, ERLASSE UND SCHRIFTTUM 
DES JAHRES 1978 
By Kurt Neuner and Oskar Zechmeister. Vignna, Wirtschafts— 
verlag Dr. Anton Orac, 1979. 238 pp.,650 OS. 
List of case law, regulations, books, double taxation treaties 
and essays on Austrian tax matter published in 1978. (B. 102.449) 

BANGLADESH 
BANGLADESH TAX DECISIONS (B.T.D.) 
Volume IV, 1976. Dacca, Kazi Abdul Gofran, 1976. 720 pp. 
Bound volume of 1976 issues of Bangladesh Tax Decisions 
containing reports on tax cases, the texts of Finance Acts, rules, 
notifications, circulars and the budget speech. (B. 51.472) 

BANGLADESH TAX DECISIONS (B.T.D.) 
Volume V, 1977. Dacca, Kazi Abdul Gofran, 1977. 650 pp. 
Bound volume of the 1977 issues of Bangladesh Tax Decisions, 
containing reportspn tax cases, the texts of Finance Acts, rules, 

229’



texts of Finance Act 1977, rules, notifications, circulars, orders . 

and the budget speech and some articles (“Tax evasion in under- 
developed countries” by Shamsuddin Ahmad; “Public finance 
and taxation” by Shafi Ullah). (B. 51.473) 

BANGLADESH TAX DECISIONS (B.T.D.) 
Volume VI, 1978. Dacca, Kazi Abdul Gofran, 1978. 700 pp. 
Bound volume of 1978 issues of Bangladesh Tax Decisions, 
containing reports on tax cases decided in Bangladesh courts, 
texts of Finance Act 1978,,rules, notifications, circulars and 
orders and the budget speech. (B. 51.474) 

BRAZIL 
ESTUDOS E PARECERES DE‘ DIREITO TRIBUTARIO 
(Imposto ‘sobre a renda). By Gilberto de Uihoa Canto. Sé'o 
Paulo, Editora Revista dos Tribunais, 1975. 518 pp. 
Compilation of different studies connected with income tax 
and some other tax problems. (B. 15.956) 

ESTUDOS E PARECERES DE DIREITO TRIBUTARIO 
2 Volumes. By Geraldo Atalibo. Sio Paulo, Editora Revigta dos 
Tribunais, 1978. 253 + 413 pp. 
Studies and opinions of the author on several subjects related 
to general tax law and also to Brazilian tax law. (B. 15.955) 

FUNDO DE INVESTIMENTOS DO NORDESTE 
Rio de Janeiré, Banco do Nordeste do Brasil, 1978. -101 pp. 
Discussion of the Investment Fund for the North-Eastern region 
and its operation. (B. 15.951) 

IMPOSTO DE RENDA 1980 
Imposto de renda na fonte sobre rendimentos do trabalho n50 
assalariado para o ano de 1980. 8'50 Paulo, Revista Imposto 
Fiscal, 1979. 256 pp. 
Wage tax table for 1980. (B. 15.961) 

OBRIGACAO TRIBUTARIA 
By Américo Masset Lacombe. Sio Paulo, Editora Revista dos 
Tribunais, 1977. 100 pp. 
Theoretical study about the tax obligation coverning both its 
origin and its structure. (B. 15.959) ‘ 

PROCEDIMENTO ADMINISTRATIVO TRIBUTARIO 
By Eduardo 'Domingos Bottallo. 8’50 Paulo, Editora Revista dos 
Tribunais, 1977. 78 pp. 
Discussion of principles and rules governing the administrative 
procedures regarding taxation. The study covers both general 
principles and Brazilian law. (B. 15.958) 

CANADA 
PREPARING YOUR INCOME TAX RETURNS 
For filing 1979 income tax returns plus planning your 1980 
return. 
By R.A. Lachance and G.D. Eriks. Don Mills, CCH Canadian 
Limited, 1979. 340 pp.,' $7.75. (B. 102.460) 

CHINA (People’s Rep.) 
BUSINESS PROFILE SERIES: THE PEOPLE’S 
REPUBLIC OF CHINA . 

Hong Kong, The Hong Kong and Shanghai Banking Corporation, 
1979. 36 pp. , 

Booklet providing information on business operations and eco- 
nomic facts and figures in the People’s Republic of China. 
(B.51.488) " 

CHINA 
Hamburg, Deutsche Bank, 1979. 95 pp. 
Book providing information on the development and economic 
policy of the People’s Republic of China. (B. 51.487) 
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CHINA’S FINANCE AND TRADE 
A policy reader. Edited by Gordon Bennett London, ME. Sharpe, 
Inc., 1978.249 pp. . 

Compilation of studies with respect to the development of the 
two disciplines of political science and economics in China. 
(B. 51.338) 

CHINA’S FOREIGN TRADE AND MANAGEMENT 
Hong Kong, Chung Hwa Book Co., Ltd., 1978. 157 pp., HK$30. 
Collection of papers delivered at the seminar on China’s foreign 
trade and its management jointly sponsored by the Ministry of 
Foreign Trade of the People’s Republic of China arid UNCTAD, 
held in China between October 16 and November 12, 1978. 
Experts from individual departments of China’s foreign trade 
business discuss the policy, organization and management of 
China’s foreign trade. (B. 51.478) 

CHINA NU, VAN CULTURELE NAAR INDUSTRIELE 
REVOLUTIE 
By W.E.C. van Kemenade. Rotterdam, NRC Handelsblad, 1978, NRC Handelsblad, Kortschrift No. 13. 24 pp. 
The author describes the present move in China from the cultural 
to the industrial “four modernizations” revolution. (B. 51.484) 

CHINA’S SEARCH FOR PLENTY 
The economics of Mao Tse-tung. By Leo Goodstadt. New York, 
Longman Group (Far East), Ltd., 1973. 266 pp. 
An assessment of the economic policy to construct a socialist 
economy during the first twenty years of the existence of the 
People’s Republic of China. (B. 51.484) 

CONTEMPORARY CHINESE LAW: RESEARCH PROBLEMS AND PERSPECTIVES 
Edited by Jerome Alan Cohen. Cambridge, Harvard University 
Press, 1970. Harvard Studies in East Asian Law. No. 4. 380 pp. 
Compilation of studies on contemporary Chinese law contributed 
by various authors. Subjects include the following: “Chinese‘ 
legal publications: an appraisal” by Tao-tai Hsia; “Methodological 
problems in studying Chinese communist ‘civil law’” by Stanley 
Lubman; “Soviet perspectives on Chinese law” by Harold J. 
Berman. (B. 51.485) 

DOING BUSINESS WITH CHINA 
By Juanita M. Kreps and Frank A. Weil. Washington, US. Depart- 
ment of Commerce, Industry and Trade Administration, 1979. 
Introduction to business opportunities in China. (B. 51.489) 

HOE VER IS CHINA? 
Protocollen en artikelen naar aanleiding van de'studiereis naar 
de Volksrepubliek China in' oktober 1977 van de China Studie- 
groep van de Erasmus Universiteit Rotterdam. Rotterdam, 
Erasmus University, China Studiegroep, 1978. 619 pp. 
Report containing the findings of the study trip to the People’s 
Republic of China by the China Study Group comprising students 
and lecturers from several disciplines at the Erasmus University, 
Rotterdam, Holland. (B. 51.481) 

INVESTOR’S HANDBOOK: “THE SHEKO'U INDUSTRIAL 
ZONE IN SHENZHEN” 
Hong Kong, China Merchants Steam Navigation Co., Ltd., 1980. 
15 pp. (B. 51.501) 

SOZIALE SICHERHEIT IN CHINA 
By Holger Dohmen. Hamburg, Institut fiir Asienkunde, 1979. 
Mitteilungen des Instituts fiir Asienkunde, No. 105. 82 pp. 
Study of the social security system in the People’s Republic of 
China. (B. 51.480) 

TEN GREAT YEARS 
Statistics of the economic and cultural achievements of the 
People’s Republic of China. Compiled by The State Statistical 
Bureau. Introduction by Feng-hwa Mah, Washington, Western 
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Washington State College, Program in East Asian Studies, 1974. 
Occasional Paper No. 5. 154 pp. 
Reprint of the English version of the publication concerning 
economic statistics pertaining to the first ten years since the; 
founding in 1949 of the People’s Republic of China. (B. 51.444) 

VERSLAG VAN DE STUDIEREIS NAAR DE VOLKS- 
REPUBLIEK CHINA DOOR STUDENTEN EN DOCENTEN 
EKONOMIE, SOCIOLOGIE EN RECHTEN VAN DE 
KATHOLIEKE HOGESCHOOL TILBURG, MEI 1975 
Tilburg, Buro Buitenland, 1975. 292 pp. 
Report containing the findings of the study trip to the People’s 
Republic of China ‘by students and lecturers in the disciplines of 
economy, sociology and law of the Catholic University of Tilburg, 
Holland. (B. 51.483) 

VOLKSREPUBLIEK CHINA 
Een economisch-commerciéle oriéntatie. The Hague, EVD (Dienst 
voor Economische Voorlichting en Exportbevordering), 1979. 
95 pp. 
Study of economic and commercial perspectives in the People’s 
Republic of China. (B. 51.364) 

COLOMBIA 
LA INVERSION EXTRANJERA EN COLOMBIA 
Normas bésicas. Bogota, Departamento Nacional de Planeacién, 
1979. 96 pp. 
Main provisions for foreign investment in Colombia. (B. 15.960) 

DEVELOPING COUNTRIES 
TOWARDS DISTINGUISHING BETWEEN TRADITIONAL AND MODERN ACTIVITIES IN THE NATIONAL ACCOUNTS 
OF DEVELOPING COUNTRIES 
By Harry Schimmler. Paris, Organisation for Economic Co- 
operation and Development, 1979. 78 pp. (B. 51.503) 

ECUADOR 
INVIERTA EN EL ECUADOR 
Quito, Banco Central del Ecuador, 1979. 76 pp. 
Information about opportunities for investment in Ecuador and 
tax benefits granted. (B. 15.962) 

FRENCH POLYNESIA 
INVESTIR EN POLYNESIE FRANCAISE 
Paris, Bureau de Développement, 1979. 60 pp. 
Investment guide providing information on investment opportuni- 
ties in French Polynesia. Taxation survey is included. Text of 
the investment law is appended. (B. 51.497) 

GERMAN FEDERAL REPUBLIC 
AUSSENSTEUERGESETZ (AStG) 
Kommentar. Stand Februar 1979. By Winfried Wéhrle. Stuttgart, 
Fachverlag fiir Wirtschafts- und Steuerrecht, 1979. 466 pp., 58 DM. 
Updated edition of a loose-leaf publication on the German Foreign 
Tax Law, containing the text of the law, comments thereon, the 
rulings and the German-Swiss double taxation treaties on income, 
capital and succession duties. (B. 102.439) 

DIE BESTEUERUNG VON AUSLANDSBETRIEBSTA'TTEN 
By Paul-Hermann Schieber. Cologne, Verlag Dr. Otto Schmidt, 
1979. Praxis des Internationalen Steuerrechts, Band 1. 178 pp., 
48 DM. 
Monograph dealing With the taxation of permanent establishments 
of German firms abroad, the taxationof building sites and con- 
struction projects abroad and of personnel of such firms sent 
out to work abroad. (B. 102.404) 
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DAS GESAMTE LOHNSTEUERRECHT 
Kommentar. 5., véllig neubearbeitete Auflage. Stand: Oktober 
1979. By Heinz Oeftering, Hans Gal-hing and Heinz Wehmeyer. 
Munich, Verlag Franz Vahlen, 1979. 
Fifth updated and revised edition of a loose-leaf publication on 
the German legislation with respect to the wage tax, containing 
the text of the law, comments thereon, ministerial rulings and 
other implementing regulations and an extensive index. 
(B. 102.440) 

MEl'NE EINKOMMENSTEUER-ERKLARUNG FUR 1979 
1. Auflage 1980. Stand: 1. November 1979. By DietmarSchreyer. 
Munich, Verlag C.H. Beck, 1980. Beck-Rechtsberater im dtv, 
Band 5213. 315 pp., 6.80 DM. 
Practical guide for filing the 1979 German individual income tax 
return. (B. 102.406) 

MEIN L0HNSTEUEVR-JAHRESAUSGLEICH FUR 1979 
9., neubearbeitete Auflage. Stand: 1. November 1979. By Dietmar 
Schreyer. Munich, Verlag C.H. Beck, 1980. Beck-Rechtsberater 
im dtv, Band 5212. 284 pp., 6.80 DM. 
Practical guide dealing with questions in relation to the levying of 
the wage tax in 1979/1980. (B. 102.407) 

RECHTSAUSISUNFT UND RECHTSSCHUTZ BEI 
STEUERBEGUNSTIGTEN KAPITALANLAGEN 
By Reinhard Hein and Dieter Quast. Cologne, Peter Deubner 
Verlag, 1979. 102 pp. 
Monograph dealing with the right of the tax administration to 
require relevant information and the right of the taxpayer to legal 
protection with respect to the information delivered on tax- 
favored capital investments. (B. 102.402) 

STEUERPLANUNG IM NATIONALEN UND TRANS- 
NATIONALEN UNTERNEHMEN 
By Wilhelm H. Wacker. Berlin, Erich Schmidt Verlag, 1979. 
Steuerberatung, Betriebspriifung, Unternehmensbesteuerung, 
Band 1. 224 pp., 44 DM. 
“Tax planning of national and transnational enterprises” is the 
first book of a series entitled “Tax advising, accountancy and 
taxation of enterprises”. (B. 102.403) 

MEHRWERTSTEUER 
Textsammlung mit Gesetz, Durchffihrungsverordnungen und 
Verwaltungsvorschriften. Stand vom 1. Oktober 1979. Munich, 
Verlag C.H. Beck, 1979. 
Second revised and updated edition of a loose-leaf publication 
in one volume dealing with the German Value Added Tax Law, 
including the full text of the law, its implementing regulations 
and decrees. Comprehensive indices are appended. (B. 102.438) 

UMSATZSTEUERGESETZ 1980
' 

By Giinter Rau. Cologne, Verlag Dr. Otto Schmidt, 1979. 
358 pp., 49 DM. . 

Book containing an introductory commentary on the new 1980 
German Value Added Tax Law (adapting German law to the 
sixth EEC Directive on VAT). A list with cross references to the 
old law, the texts of the new law and the implementing regulations 
are appended. (B. 102.409) 

UStG — MEHRWERTSTEUER 
Mit Durchfiihrungsbestimmungen und Ergéinz'ungsvorschriften. 
Stand Januar 1979. By Otto Sblch, K. Ringleb and Heinrich 
List. Munich, Verlag C.H. Beck, 1979. 
Updated edition of a loose-leaf publication explaining the German 
turnover tax system (value added tax). Texts of the law and 
implementing regulations are appended. (B. 102.441) 

GUATEMALA 
TAXATION IN GUATEMALA 
International Tax and Business Service. New York, Deloitte 
Haskins & Sells, 1979. 46 pp. 
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Booklet on taxation in Guatemala in the series “International 
Tax and Business Service” prepared by Deloitte' Haskins & Sells 
based on material available as of January 1979. (B. 15.952) 

HONG KONG 
HONG KONG EXTERNAL TRADE 
Hong Kong, Trade Research Section, Census and Statistics 
Department, 1979. 64 pp. (B. 51.500) 

REPORT OF THE ADVISORY COMMITTEE ON 
DIVERSIFICATION 1979 
Hong Kong, Government Printer, 1979. 426 pp. 
Report of the Advisory Committee on the process of diversifica- 
tion of the Hong Kong economy, with particular reference to 
manufacturing industries. (B. 51.496) 

INDIA 
TAX ON CAPITAL GAINS IN INCOME TAX LAW 
By T.A. Ramakrishnan and T.A. Venkataraman. Madras, Company 
Law Institute of India Private Ltd., 1979. 260 pp. 
Monograph describing the general principles relating to tax on 
capital gains with reference to important tax cases, with a sub- 
ject index of cases for easy reference. Relevant texts of statutes, 
circulars and notification on the subject are appended. (B. 51.468) 

INDONESIA 
DASAR-DASAR HUKUM PAJAK DAN PAJAK 
PEN DAPA'I‘AN 1974 
Cetakan IX. By Rochmat Soemitro. Jakarta, Pt. Eresco Bandung. 
1979. 358 pp. 
Ninth edition, which is a reprint of the eighth revised edition, . 

of a textbook on Indonesian individual income tax. 
(B. 51.494/494a) 

DOING BUSINESS IN INDONESIA 1978 
Jakarta, The SGV Group —— Utomo, 1978. 78 pp. 
Informative guide describing business environment, business 
regulations and taxation for those interested in doing business 
in Indonesia. (B. 51.471) 

VARIA PAJAK 
By A.J.L. Loing. Jakarta, Ichtiar, 1978. 274 pp. 
Compilation of essays on taxation in Indonesia including 
humorous tax anecdotes to liven things up. (B. 51.470) 

INTERNATIONAL 
THE EFFECT OF LOSSES IN ONE COUNTRY ON THE IN- COME TAX TREATMENT IN OTHER COUNTRIES OF AN 
ENTERPRISE OR OF ASSOCIATED ENTERPRISES EN- 
GAGED IN INTERNATIONAL ACTIVITIES 
XXXIII Congrés International de Droit Financier et Fiscal, 
Copenhagen 1979. Deventer, Kluwer, 1979. Cahiers de Droit 
Fiscal International, Volume LXIVb. 470 pp. 
Congress report for the International Fiscal Association con- 
taining general report and national reports on the above-mentioned 
subject. A summary of each report in English, French, German 
and Spanish is appended. The report by the general reporter, 
Gerhard Laule, is given in full in the four languages. National 
reports include the following countries: German Federal Republic, 
Argentina, Australia, Austria, Belgium, Brazil, Canada, Denmark, 
Spain, U.S.A., Finland, France, Israel, Italy, Japan, Luxembourg, 
Mexico, Norway, New Zealand, the Netherlands, the United 
Kingdom, Sweden, Switzerland and Uruguay. (B. 102.443) 

DIREITO TRIBUTARIO ROMANO 
By Silvio Meira. Sfio Paulo, Editora Revista dos T‘ribunaié, 1978. 
151 pp. 
Public finance under Roman law. Discussion of taxes and some 
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fiscal institutions under Roman law. (B. 15.957) 
STRATEGIC PLANNING FOR INTERNATIONAL 
CORPORATIONS 
Organization, systems, issues & trends. New York, Business 
International Corporation, 1979. 98 pp. 
Research study on the use of various planning techniques by 
international companies to identify and analyse global changes 
in their markets. (B. 102.410) 

THE TAXATION OF TRANSFERS 0F FAMILY-HELD 
ENTERPRISES ON DEATH OR INTER VIVOS 
XXXIII Congrés International de Droit Financier et Fiscal, 
Copenhagen 1979. Deventer, Kluwer, 1979. Cahiers de Droit 
Fiscal International, Volume LXIVa. 492 pp. 
Congress report for the International Fiscal Association contain- 
ing general report and national reports on the above-mentioned 
subject. A summary of each report in English, French, German 
an Spanish is appended. The report by the general reporter, 
Thbger Nielsen, is given complete in four languages. National 
reports include the following countries: German Federal Republic, 
Argentina, Australia, Austria, Belgium, Canada, Colombia, 
Denmark, Spain, U.S,A., Finland, France, Israel, Italy, Luxem- 
bour, Mexico, Norway, New Zealand, the Netherlands, the 
United Kingdom, Sweden and Switzerland. (B. 102.433) 

TAX & TRADE PROFILES: BERMUDA, BAHAMAS, 
THE CARIBBEAN - 

London, Touche Ross International, 1979. 119 pp. 
Information on ten countries in the Caribbean for investors 
contemplating doing business in the Caribbean, Bermuda and the 
Bahamas. The Caribbean countries include Barbados,“ Cayman 
Islands, Dominican Republic, Guyana, Jamaica, Netherlahds 
Antilles, Puerto Rico, Trinidad and Tobago. (B. 15.947) 

ITALY 
DAS NEUE ITALIENISCHE KéRPERSCHAFTSTEUER- 
RECHT 
Ein Model] fiir eine Vereinfachung des deutschen KStG? 
By Augusto Fantozzi, Siegfried Mayr and Johannes P. Muller- 
Dott. Munich, Verlag C.H. Beck, 1979. 66 pp., 38 DM. ‘ 

Printed text of papers and ensuing discussion at a Munich sympo- 
sium dealing with the Italian corporate income tax prior to the 
introduction of an imputation system and thereafter with refer- 
ence to the German corporate income tax schem. (B. 102.423) 

KOREA (Republic of) 
KOREAN TAXATION 1980 
Seoul, Tax System Bureau, Ministry of Finance, 1980. 235 pp. 
Revised and updated publication providing a summary of the 
Korean tax structure and administration for f0reigners engaged 
in business activities in Korea and providing information on the 
Korean tax system for foreign countries, in particular those 
negotiating tax conventions with the Republic of Korea. 
(B. 51.498) 

LIBERIA 
LIBERIA AS A CORPORATE DOMICILE 
Associations Law. Title 5 of the Liberian Code of Laws Revised, 
1976. Prepared by The International Trust Company of Liberia. 
Reston, Liberian Corporation Services, Inc., 1977. 
Loosevleaf publication containing the text of the company law 
(Associations Law of Liberia) and model forms concerning the 
articles of incorporation, etc. effective January 3, 197 7. 
In addition it contains the text of the Internal Revenue Code, 
income tax, effective as of July 1, 1977. (B. 13.050) 

LIBERIA AS A CORPORATE DOMICILE 
Prepared and published by The International Trust Company of 
Liberia, Monrovia, 1979. 10 pp. 
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Short explanation of the Business Corporation Act of Liberia 
effective January 3, 1977, applicable to forming a non-resident 
domestic Liberian corporation. (B. 13.051) 

THE NETHERLANDS 
BOUWSUBSIDIES EN -FACILITEITEN 
Wonen - werken - welzijn. Deventer, Kluwer, 1979. 
Loose—leaf publication describing all the subsidies and financial 
regulations with respect to forestry, building construction, housing 
projects, renovation, recreation facilities, road construction and 
other connected activities. (B. 102.445) 

FISCALE ASPECTEN VAN NV’S EN BV’S 
Tweede druk. By J.C.K.W. Bartel and J.H. Christiaanse. Deventer, 
Kluwer, 1979. 350 pp. 
Second printing of book dealing with the tax aspects of public 
and closed companies under Netherlands tax legislation. 
(B. 102.450) 

KLUWER BELASTINGGIDS 1980 
Voor de aangifte inkomstenbelasting 1979 en vermogensbelasting 
1980. Deventer, Kluwer, 1980. 286 pp., 12.90 Df]. 
Annual tax guide for filing 1979 individual income tax returns 
and 1980 net wealth tax returns. (B. 102.451) 

NETHERLANDS ANTILLES 
DE NEDERLANDSE ANTILLEN ALS VESTIGINGS- 
PLAATS VOOR BEDRIJVEN 
(Uitgave december 1979). Opgesteld door Klynveld Kraayenhof 
& Co., Accountants. The Hague, Fenedex, 1979. 25 pp. 
Guide to the Netherlands Antilles as a business place for investors. 

, Taxation is dealtwith. (B. 15.937) 

PAKISTAN 
TAXATION 7---- ,. 

The leading monthly journal on Pakistan’s taxation laws. Volumes 
37 and 38, 1978. Lahore, Taxation, 1978. 
Bound volumes 37 and 38 (1978) of Taxation, containing statutes, 
circulars, text of the double taxation treaty between Canada and, 
Pakistan and articles on taxation and reports of cases of the 
Supreme and High Courts of Pakistan and India on income tax, 
gift tax, sales tax, net wealth tax and estate duty. (B. 51.467) 
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~ 
STUDY OF TAX RATES 
Made at the Eighth Hispano— Luso-Americanas Meeting 

~~ by Enrique Jorge Reig* 

I. INTRODUCTION 
During the Jornadas, a convention of Spanish and Portuguese speaking 
countries held in Buenos Aires in September 1979, discussions on the subject 
of tax rates took place. As an introduction to this paper we begin with a 
brief outline of the areas covered in the discussions on tax rates as well as the 
form and development of the dialogue that led to various conclusions on the 
subject. The objectives to be achieved by these discussions were stated in 
directives that were used as a basis for the analysis of the tax rates (either 
progressive or proportional), their structure and level (the amount of tax), 
but special note was taken of the type of tax —- on income, capital, net 
worth or consumption — to be imposed and the ends to be achieved by its 
imposition. 

In order to study the various factors that influence the rate structure of the 
different taxes, particularly the problems involved with public expenditures 
and public administration (especially the tax administration), a questionnaire 
and psycho-social study were prepared. This questionnaire, answered by the 
reporters from Argentina, Brazil and Uruguay, was a study of taxpayer 
attitudes that was included in the directives issued in order to form the basis 
of a comparative study of the tax rates in the participating countries. 

Although many different factors that influence the tax rates were analyzed 
and their importance discussed 'they were not all included in the conclusions 
reached and recommendations made by the group. Such topics as the varying~ 
degrees of compliance and tax evasion that exist among the different 
countries were studied along with problems relating to public expenditure 
and public administration; however, no conclusions were reached on these 
subjects nor was a decision made on the actual effect of inflation upon the 
economies of the countries attending this meeting in the context of a 
comparative analysis of their tax systems and tax rates. 

The materials used in this comparative study were the national reports. 
Because Argentina requested that they be submitted in advance it was 
possible to use them as a basis of the report. Among the ideas used in the 
analysis of the tax ratés was Argentina’s proposal that a mathematical formula 
be used in order to maintain continuous progressive rates, which provoked a 
lively and interesting discussion. However, before there could be any use of 
the proposed formula the whole question of whether or not taxation should 
be based upon a progressive scale had to 'be decided. In contrast to the 
utilitarian theory that looks at the usefulness of additional wealth or income 
to an individual or family group to determine the rate of taxation, the 
progressive tax theory rests upon a taxpayer’s ability to pay the tax that is 
imposed upon ,him. The group considered a progressive tax rate therefore 
inherent to the general principles of equity that underlie taxation. 

In order to‘ determine clearly and precisely what is ability to pay taxes, as 
defined in the progressive scheme, the group devised an objective definition 
that was based upon the economic welfare potential of a given taxpayer. In 

Contents 
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addition, in order to define the framework within which 
the rates were to be studied we agreed that the pattern 
that the progressive tax rate should take is dependent 
upon the current consensus and the political philosophy 
of the party in charge of the particular country in 
question at a given moment. Such is the case when, for 
example, a redistribution of wealth becomes an objec- 
tive of the government’s taxation policy; the progressive 
theory of taxation is then strengthened. ' 

The recommendations proposed by the general reporter 
to facilitate the discussion on tax rates and to elaborate 
upon the conference’s conclusions were made in 14 
separate points, in addition to those made for each of 
the three tax groups (income, sales and exercise, capital 
and net worth) that comprise a modem system of 
taxation. Discussions were held based upon these points 
as well as the 17 conclusions that were finally approved 
by the Jornadas. 
Because of the explicitness of the resolutions and the 
explanation contained in the preamble (“whereas” 
section) of the conclusion reached by the Jornadas it 
was not considered necessary to make comments on 
each of the individual proposals listed in the Recom- 
mendations. However, it was believed that it might 
prove helpful to review some of the considerations 
taken into account in the discussions of the different 
taxes. 

(a) Taxation on income 

Recommendation 1, which deals with the pattern of 
progressive income tax rates, refers to the fact that it 
would be desirable to reduce the spread between the 
marginal and average tax rates in the middle range, in 
such a manner that it would also result in a reduction of 
the average rate of tax in the corresponding tax bracket. 
This was viewed as an indication of the pattern to be 
established by a progressive tax rate. This notion was 
based on the premise, accepted by all the participants in 
these discussions, that the tax produces a less adverse 
effect on the productive activities undertaken by the 
groups of taxpayers classified in the medium income 
brackets (income effect) in contrast to the effect it may 
have on those in the high level income groups (substitu- 
tion effect). 
Recommendation 2 also presented interpretational 
problems which were clarified in discussion. The sugges- 
tion that the exemptions and exclUsions from the 
personal tax base be kept to a minimum only refers to 
their number but by no means to the fixed personal 
minimum exemption permitting a taxpayer and the 
members of his family a minimum subsistence level (i.e. 
a so-called “non-taxable minimum” and “family allow- 
ances”). It was only intended to recommend that the 
number of exemptions and franchises be kept as low as 
possible with a View to their effect upon the erosion of 
the tax bases in general. Neither was the suggestion 
meant as a comment on the policy behind the establish- 
ment of the personal minimum exemptions which may 
relate to the efficient administration of a great number 
of lower income taxpayers, whose exemption also is 
often justified considering the fact that they suffer from 
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the proportionally heavier burden that consumption 
taxes impose on them. 
Another interesting discussion resulted .from the termi- 
nology in the writing of the resolutions due to the use 
of the term “rate”. There was some confusion on the 
part of some of the participants as to its meaning. In the 
Spanish language, “rate” (tasa) is also a certain type of 
revenue. Therefore, it was noted, it was best not to use 
“tasa” in the text when the term was employed to refer 
to a portion of the share of the taxable base but that 
such words as “aliquotes” (alicuotas), “tariffs” 
(tarifas), or “types” (tipos) should be used instead. 
An important comment on the type of rate that should 
be imposed on those who derive income from personal 
services was made by an Argentinian participant (see 
Recommendation 8). Because social security payments 
have become such an important governmental task and 
social security contributions constitute a significant 
portion of government tax revenue, it was suggested 
that coordination of income and social security contrib- 
utions be made. In order better to coordinate and 
consider these two forms of taxation when establishing 
a rate and in order to follow equitable tax principles, 
the bases upon which both social security contributions 
and income tax are calculated for those with earned 
income should be similar. 
Another important recommendation — Recommenda- 
tion 6 - related to the taxation of corporations or 
businessses is that the income from a corporation or 
business should be included in the tax base for the 
progressive personal income tax; it was pointed out at 
the same time, however, that corporate income tax is 
not applied at progressive rates but only at proportional 
or uniform rates. 
The Preamble and Recommendations 3, 4 and 5 show 
that the group was aware of inflationary aspects 
although it generally limited the analysis to those 
aspects more directly related to the effectiveness of tax 
rates and to the fulfillment of the tax obligations by the 
taxpayers. The participants agreed on the need to 
extend the remedies formulated in the tax rate area to 
other spheres of tax, e.g. non-taxable minimum and 
family allowances, loss carry forward provisions and 
exemption limits. The group felt that it was understood 
that the meeting was to be confined/to a study of the 
tax rates, so that the discussions did not extend to these 
other phases of taxation. 

(b) Taxation on consumption 

In the conclusions reached at the meeting, Recom- 
mendations 9 through 13 deal with consumption tax. It 
is interesting to note that despite the form this tax may 
ultimately take in the various countries, the recommen- 
dations all emphasized the need to keep the number of 
exemptions to a minimumuBecause of the practice of 
allowing numerous exemptions to consumption taxes, 
higher rates than would otherwise result presently exist 
on those items subject to the tax. It was also suggested 
that these exemptions ,be limited to those that are 
absolutely necessary so as to reduce the burden of this 
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type of tax upon taxpayers in lower income tax groups 
(that is, to reduce its regressivity). 
In addition, after considering the importance of the 
type of E 1, one must fix the rates (cumulative, 
one-stage, value added, etc.). It was decided that in the 
establishment of any form of consumption tax, it would 
be advantageous to both the tax administration and the 
taxpayer if only one rate were employed. Even though it 
was admitted that differentiated rates may be necessary 
to improve the distribution of the tax burden, it was 
also thought advantageous that their number be limited. 
They should be confined to two or three different rates 
and at the same time restrict the number of goods and 
services subject to another rate than the standard rate. 

(c) Taxes on capital and net wealth 

The four Recommendations which were adopted with 
respect to the taxation of capital and net wealth, 14 
through 17, voice the need for a progressive rate scale, 
structured simila'rly, as in the case of income tax, 
applicable to net wealth and inheritance taxes; in 
addition, they emphasize the supplementary nature of 
the individual net wealth tax to the income tax. It was 
therefore believed advisable, when establishing the rate 
of this tax, to take into consideration both income and 
net wealth taxes and to evaluate the additional burden 
of the tax upon capital income. 
Another important proposal which was adopted refers 
to the inequity that results from the use of progressive 
tax rates levied on certain isolated types of property. 
One recommendation accented the need, when fixing 
the tax rate, to observe the principles of non-confisca- 
tion. Another expressed the need to note that the 
individual net wealth tax considers as part of the taxable 
net wealth of an individual his investment in shares of 
stock companies and his interest in any business 
enterprise. It was therefore believed necessary to inte- 
grate individual and corporate net wealth tax when a 
corporate net wealth tax is imposed as a method of 
making collection easier, so that corporate net wealth 
tax is considered as an integrated part of, and not a 
separate revenue, from the individual net wealth tax 
itself. 

II. THE BASIC CRITERIA USED IN THE ANALYSIS 
The following discussion reproduces a substantial part 
of the general report, mainly from the section on the 
structure and level of tax rates. These were the basic 
criteria used in the analysis of the subject. 

A. Introduction 

1. Scope 
The subject, “The tax rates applicable in the Spanish 
and Portuguese speaking countries”, was analyzed from 
two points of View: — the rate structure; and — the limits or the maximum amounts that would be 

applicable. - 
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The first problem encountered in the analysis is how 
should the tax burden be distributed among the 
taxpayers in keeping with the generally accepted princi- 
ples of equity. This difficulty is recognized by Due and 
Friedlaender in their study of taxation when they 
remark: “What is “fair” or equitable in taxation is 

unavoidably a value judgement; no scientific specifica- 
tion of an equitable distribution pattern is possible.”1 
On the other hand, Due and Friedlaender point out: 
“the conflict created between equity rules and deter- 
mined economic goals [such] as saving, investment and 
economic growth, could complicate the administration 
and compliance, to a point [at] which evasion could be 
of importance.”2 
The fundamental reason for choosing this subject for 
the Jornadas was to come to some conclusions about 
the adequacy of thé structure and level of the tax rates 
currently in use in the countries which participated in 
this conference. This subject was therefore chosen in the 
hope that its analysis would aid in achieving compliance 
on the part of the taxpayers and with the expectation of 
reaching some conclusions and recommendations on the 
form and limits of the tax rates in keeping with the 
social and economic patterns that prevail in the interest- 
ed countries. 
Before analyzing the subject and the objectives to be 
achieved, it might prove useful to outline the current 
state of thought on the subject of fairness or equity in 
taxation. 

2. The equity principle 
Equity or justice in taxation, as defined by Seligman, is 
generally discussed in relation to the problem of 
progressive taxation, which from the first half of the 
sixteenth century was based on the “ability to pay” 
theory. 
A vast literature has developed on the subject of the 
impossibility of measuring the various benefits to the 
individual of the aggregation of additional wealth or 
income to that which he already possesses. The use of 
the notion of sacrifice as the basic for the test of the 
“ability to pay” has gradually been abandoned because 
of substantial defects. Thus, this theory is only studied 
from an academic point of view and has been replaced 
by the “faculty theory”. Thus Due and Friedlaender3 
are of the opinion that the concept of sacrifice is 
irrelevant and reduce their anlysis of its impact to a 
footnote and base the theory of equity on the “ability 
to pay” theory, defining this within the framework of 
economic welfare. ' 

Fagan in his works on the economics and theories of 

1. Due, John F. and Friedlaender, Ann R, Anélisis econémico de 
los impuestos y del sector pfiblico. El Ateneo, ‘Buenos Aires, 
1977, p. 219. 
2. Due and Friendlaender, op. cit., p. 222. 
3. Op. cit. 
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taxation4 is clearly of the opinion that “ability to pay” 
is a separate and independent doctrine from that of 
measuring the sacrifice on the part of the taxpayer. He 
attributes the broader acceptance of the “ability to 
pay” theory to its higher degree of objectivity, although 
it maintains sufficient subjectivity to keep it in line with 
the “sacrifice” theory. 
Neumark in his study on the principles of taxation5 
refers to the problem by declaring that the “ability to 
pay” should permit that the loss suffered by individual 
taxpayers because of the effect of the imposition 
of taxes upon their financial situation, be an equally 
onerous burden in relative terms after taking into 
account all the important personal factors. 
The well known Carter Report on Taxation6 defines the 

‘ “faculty” theory using only economic criteria. It ex- 
plains the “ability to pay” as proportional to the 
“discretipnal economic potential” of the taxable units; 
“discretional economic potential” is the product of the 
total economic capability that the taxable unit can 
contribute to the total expenses. In short, according to 
the Carter Report, the “ability to pay” is equal to the 
real and potential economic capacity of the taxable unit 
to acquire goods and services to the extent it is not 
required to support the members of these taxable units 
in a comfortable standard of life measured in relation to 
other taxable units. ' 

Thus, the currently accepted View of the “ability to 
pay” theory is based upon the concept of measuring 
that part of the economic potential of the taxable unit 
that can be disposed of without affecting an adequate 
standard of living for the unit members. It is evident 
that this concept, by making itself more objective and 
disassociating itself from the “sacrifice” doctrine, does 
not give a solution as to the manner of distribution of 
the required taxburden. This will depend on the income 
to be used to cover necessities out of the total funds 
available in each stratum of wealth or income. 

3. The redistribution effect 
The use of the “ability to pay” principle as a basis for 
achieving justice‘or equity in taxation and in conformity 
with its definition involves a redistribution of wealth or 
income by the use of progressive taxes. But according to 
Neumark,7 such redistribution is not in and of itself an 
objective of the “ability to pay” theory. Only when 
redistribution is considered a socio-political and ethical 
aim does any levy surpassing that which is necessary to 
accomplish such theory become different and acquire a 
separate identity. As Neumark mentions, this occurs 
when the distribution of the fiscal levies among indivi- 
duals is progressive in a higher proportion than is 
necessary to fulfill the “ability to pay” theory. 
The adoption of redistribution as a nowadays generally 
accepted objective of taxation starts with the premise 
that the distribution of wealth and income that occurs 
under free market conditions in a liberal economy is not 
the best and has a tendency to magnify the differences 
between the various social classes. Thus, the effect of 
redistribution transforms itself into a political end that 
is different from that of justice or equity, this being 
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acceptable, according to Neumark, if the results, com- 
pared with the fundamentals of the economic order 
based on a market economy, are considered just in the 
general concensus. Thus the idea of justice also becomes 
part of the criteria taken into consideration when 
discussing redistribution. 
The redistribution of wealth or income, on the other 
hand, is not the only objective that can be accomplished 
through taxation; to a significant extent it can also be 
achieved through a public expenditure program. In 
countries with developing economies where education, 
medical and hospital services, retirement pension funds 
and so forth are totally or partially financed at 
government expense, and these programs specially bene- 
fit the lower income class, do the government’s expenses 
fulfill an important function of redistribution. This does 
not mean, however, that in order to obtain an income 
level that is considered “just” that the tax system could 
not be used in order to put into action such a plan. 

B. Structure and ‘level of the rates 

In analyzing the structure and level of the tax rates, 
recent American contributions in this area will be taken 
into consideration with respect to each of the following 
types of tax that form the fiscal system: income tax, 
consumption tax and taxation of capital and net wealth. 

1. Structure of the rates 

(a) Progressive rates 
The problems involved in structuring the tax rates 
cannot be presented in a general manner because they 
are so closely related to each type of tax imposed. 
The taxes on income and on capital, in the latter cate- 
gory particularly the taxes on inheritance and individual 
net wealth, demonstrate more frequently than any other 
type of tax the application of progressive tax rates. As a 
result, their imposition gives rise to the discussion on 
progressivity. On the other hand, consumption taxes are 
not consistent with the theory, and their fairness can be 
maintained only by the proper selection of exemptions 
from the tax or by the use of differentiated proportion- 
al rates of tax on groups of products that are consumed 
by the various income groups of the population. 
There are three different methods of establishing pro- 
gressivity, by groups or classes,- by scales and by the 

4._ Fagan, Elmer D., Recent and contemporary theories on 
progressive taxation, Journal of Political Economy, XLVI: 
August 1938, reproduced in Readings in the Economics of 
Taxation, selected by a Committee of The American Economic 
Association formed by Richard A. Musgrave and Carl S. Shoup. 
Richard D. Irving Inc., Homewood, Illinois, 1959, p. 12. 
5. Neumark, Fritz, Principios de la imposicién. Instituto de 
Estudios Fiscales, Madrid, 1974, p. 176. 
6. The Carter Report. Spanish translation of the Report of the 
Royal Commission on Taxation. Kenneth L. Carter, President, 
Ottawa, Canada, Madrid, 1975, vol. II of the Spanish issue (3 of 
the Report), p. 5. 
7. Neumark, Fritz, op. cit., p. 242. 
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linear or continuous method (Without taking into 
account the use of exemptions on the basis, as this 
method is generally not utilised as a form of progressivi- 
ty because they produce an unsatisfactory distributional 
curve). 
The use of the progressive method of taxation for 
groups or classes of taxpayers is inconvenient. Measuring 
the tax on the basis of one rate for each group or class 
of taxpayer in each level of the scale leads to abrupt 
changes in the level of taxation when going from one 
group or class to the next causing.inequjties in the 
transition zones. Thus, it cannot be considered to be an 
acceptable manner to effect progressivity. 
The second alternative, namely, the so called progressi- 
vity by scales, eliminates the anomaly which occurs 
under the preceding method. Progressivity is accom- 
plished by increasing the marginal tax rates that are 
applicable successively to the taxable sums located 
between the lower and higher limits (i.e. “brackets”) of 
each step in which the base of the tax is divided. This 
method undoubtedly has greater merit for which reason 
it has been generally accepted. 
The linear or continuous method makes use of a 
mathematical formula that permits a more rational 
application of the progressive principle. Once the basic 
parameters are chosen it is easy to fix a progressive tax 
rate curve. This method is criticized, however, because 
of the difficulty to the taxpayers in applying it. 
Taking into consideration the above, it was concluded 
that the analysis of the structure of the rates must focus 
upon the use of the progressivity by scales method. The 
variables to be considered in this analysis include: — the number of steps (or' scales) that must be 

established; - the criteria to be used to determine the limits 
between the different steps; and — the pattern to be used to increase the marginal rates 
in each step. 

As the Kaldor report8 demonstrated and as also is said 
in the conclusions of the Interamerican Conference 
where this work was presented9 — and in most of the 
other studies on the use of progression for determining 
tax rates — it is better to limit the number of brackets in 
structuring the scale. 
It is more difficult to come to any conclusion about 
constructing the scale, when this would mean deter- 
mining whether the limits of each step must be constant 
or variable, and, if it is to be variable, then what would 
be the best pattern of variation. 
The Carter Reportlo proposes that the brackets within 
the scale used for the imposition of income tax should 
be increased in geometric progression. This can be 
accomplished by multiplying by two each step on the 
scale in order to reach the next one until reaching the 
maximum rate within the individual- scale. By so doing 
the large number of taxpayers who are located on the 
bottom of the income distribution pyramid can be 
divided into a reasonable number of brackets. The last 
of these brackets would be the largest and the number 
of taxpayers would be smaller. The resulting curve will 
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reveal a rapid increase invthe earlier steps and then a 
flattening out as it progresses. 
However, we believe it would be difficult to determine 
with sufficient precision the rules necessary to establish 
’the limits of each tax bracket which would also take 
into account the distribution of the taxpayers among 
the proposed brackets. The distribution of the tax base 
in the different brackets within the scale is a problem 
that effects both its limits, the highest and lowest, as 
well as fixing the marginal rate applicable in each 
bracket. The Carter Report proposed that in order to fix 
the marginal rates, the rates should increase step by step 
following an arithmetical progression, as long as the 
limits of the brackets grow progressively in a geometical 
trend. This is the most difficult area in which to make 
decisions about hovy to structure a progressive tax rate 
because they must not only take into account the 
general consensus in the respective country, in conform- 
ity with what is accepted to be fair, but they also must 
involve definitions on the redistribution of wealth and 
in achieving the socio-economic objectives that are being 
pursued in each country. 
The National Report on Argentina for the Jornadasll 
incorporated what were believed to be the goals to be 
achieved by the introduction of a tax scale as proposed 
by Carter. Under this scheme the intermediate steps of 
the scale would be increased gradually but would then 
level off at the highest point. This method would reflect 
the principles of equity based on both the “ability to 
pay” principle and the socio—economic objectives. 
This method may entail the least adverse effects on the 
incentive to work. Because of the “income effect”, 
taxpayers in the lower income categories may increase 
their efforts whereas the imposition of heavy taxes in 
the higher tax brackets reduces re-investment and 
productivity. Several factors also come into play that 
can define the form of the step by step curve in the 
marginal rate scale. These factors include the total 
amount of revenue to be earned from the levying of the 
tax without, however, exceeding the previously estab— 
lished maximum rate of tax and the amount of income 
to be generated by the various steps. 
Once having fixed the exact number of brackets to be 
established and the criteria to be used to determine the 
parameters of those brackets, the final element to be 
taken into consideration when forming the rate struc- 
ture is to what rates will the marginal rates conform at 
each step. This must be done in order to axrive at the 
total tax due from the prospective taxpayer, which can 
be calculated by totalling the tax due in each step, 

8. Kaldor, Nicholas, El papel de la tributacién en el desarrollo 
econémico, Reforma tributaria para América Latina, t. 11, 
Problemas de polftica fiscal, Documents and Minutes of the 
Conference held in Santiago de Chile in December of 1962. Joint 
Program on Taxation OEA-BID-CEPAL, Panamerican Union 
1964, p. 122. 
9. Op. cit. 
10, The Carter Report, vol. II, p. 10. 
11. Prepared by Jorge Macon. 
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taking into consideration the bracket of the scale which 
the taxpayer reaches. 
Once again a value judgement must be made on the 
principles of equity to be applied and of the socio- 
economic objectives that are to be achieved by taxation. 
In order to solve this dilemma the Carter Report_ 
proposes the use of a linear progressive ascending tax 
rate, with geometric progression to delineate the limits 
of each bracket. Nothing, however, in either instance 
should prevent the progression (in either the higher or 
lower brackets) from being constant over the whole 
length of the rate scale or being variable in its run. 
Therefore, the only rule that can be recommended is 
that any formula to be adopted should be reasonable in 
order to justify any differentations that may be 
introduced so that they may not be seen as arbitrary or 
anomalous. 
Garcia Garzén demonstrated mathematically in his 
work on tax rates,12 using the Argentinian income tax 
rates to clan'fy his analysis, that a steeper progression 
occurs immediately after a demarcation point than 

‘ before. Consequently, this situation points to the fact 
that the progression is subject to as many ups and 

‘ downs as there are divisions in the rate scale. His 
observation, based on this mathematical analysis, leads 
him to the conclusion that the system of progression by 
scales contradicts the theory of uniform progression and 
does not conform to the theory of a uniform reduction 
of the marginal utility of the successive amounts of 
income or wealth. This would seem to be a valid 
observation for any system that‘uses a progressive scale. 

(b) Proportional rates 
Up to this point there has only been a study of the 
progressive rates of tax; hereafter will follow a discus- 
sion of proportional tax rates which is a much simpler 
problem. 
In general — and under the fundamental principles by 
which progressive rates were analyzed above - progress- 
‘ive rates are only acceptable when applied to income or 
property taxes levied upon an individual or family unit 
as the taxable entity. However, when taxes are imposed 
upon profits, business operations or isolated, trans— 
actions (objective or real taxes), then progressive rates 
are not justifiable. The rates uniformly acknowledged to 
be acceptable for such types of taxes and that are used 
in various legislation when establishing tax rates are 
“proportional”, also called “constant” or “uniform”. 
This term is applied to either a tax levied as a percentage 
of values of the taxable base (ad valorem tax) or as an 
amount imposed on each unit of same (kilogram, 
meter, liter, etc. -'— specific tax), the percentage and 
amount not varying no matter what the size of the tax 
base. There are two structural problems that must be 
resolved when a proportional tax rate is to be applied. 
First a choice must be made between two different tax 
rate systems, either a single rate, or various rates 
applicable to sundry goods or services or groups of 
goods or services Which it is considered desirable to tax 
differentially. The second problem is upon what basis 
should the tax be used, an ad valorem basis or a specific 
one. 
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The first decision to be made in the choice between a 
single or multiple rate structure was discussed in connec- 
tion with rates for a general sales tax and more specifi- 
cally with regard to the value added tax. ‘The emphasis 
of the analysis of this problem was placed on the admi— 
nistrative problems caused by using a differentiated rate 
system. This same difficulty was discussed in 1971 at 
the Buenos Aires Conference held by the Joint Program 
on Taxation OEA — BID — CEDALl3 which dealt with 
such topics as the administrative criteria required to 
establish the structure of sales and excise taxation. At 
that time comment was made upon the work presented 
by John F. Duel4 who pointed out the administrative 
advantages of using a single rate of tax. Not only does 
this method eliminate definitional problems which are 
similar to those which arise if exemptions are granted 
but it also prevents pressure which might be placed 
upon the Secretary of the Treasury by various interest 
groups seeking to change the position of their products 
on the tax rating lists. 
On the other hand, as a controversial point for this 
analysis, the advantages afforded under a differentiated 
tax rate scheme can be evaluated. It enables a higher 
rate of tax to be imposed on non-essentials or luxury 
articles and in this manner it also helps to influence a 
better use for the country’s resources. This variation in 
the rates, provided it takes into consideration the 
taxpayer’s ability to pay the tax imposed on the items, 
would thus provide a way of introducing a certain 
amount of progression into the tax system which would 
in that way balance the fact that income tax is generally 
relatively less important in the Latin American coun- 
tries. 

The simplicity or ease of administration of one rate of 
tax is again demonstrated when applied to the problems 
of tax payments and tax inspection. With just one rate 
there is no need to classify different taxable operations 
into different groups subject to different rates of tax. 
This problem is particularly complicated when seeking 
to control the amount of tax credits in cases where 
multiple stage taxes are imposed and credit is given for 
taxes paid in the previous stages such as occurs under 
the usual form of value added tax. 
Among the tax experts writing on tax rates, Due 
proclaimed himself firmly in favor of uniform rates of 
tax. In a paper presented at the First Annual Meeting 
of CIAT he said: “The use of a certain number of rates 
for the purpose of increasing the equity of the tax and 
decreasing the consumption of certain luxury articles, 
creates the same difficulties as the exemptions, inter- 
pretative problems with regard to the rate to apply and 

12. Garcfa Garzén, Juan Oscar, Paper presented to the Jornadas, 
entitled Alfcuotas en la imposicién progresiva (“Rates in progres- 
sive taxation”).Mimeographic. 
13. Programa Conjunto de Tributacién OEA-BID-CEPAL, Refor- 
ma Tributaria para América Latina, vol. I, Problemas de Adminis- 
tracién de Impuestos. Documents and minutes of the conference 
held ‘ in Buenos Aires, October 1961, Panamerican Union, 
Washington 1963. 
14. Op. cit., p. 436. 
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dauses complications in the taxpayer’s compliance and 
application of the law.”15 
The model tax system proposed by the OEA in the 
Third Inter-American Conference on taxation, held in 
Mexico in 1972, also was in favor of the use of a single ' 

tax rate for the levying of a general sales tax accom- 
panied by‘a selective tax on specific merchandise or 
services.16 

It can be seen from the comments made on the 
proposed model tax system that there was a noticeable 
difference between the type of tax rates that should be 
imposed from Herschel’s and Due’s point of view.17 
Herschel gave preference to the “redistribution” effect 
of the variation in tax rates. He emphasized the results 
which would be achieved by the use of selective 
consumption taxes. Taxes on consumption, he believed, 
would serve an important function by influencing the 
direction of consumption. He therefore recommended 
that these taxes be given as broad an application as 
possible within the limitation imposed by the feasibility 
of its administration. Due, on the other hand, main- 
tained that with any form of general sales tax, but 
especially with value added tax, a uniform tax rate is 

very important.18 He then suggested that any selective 
tax on consumption should be limited to a relatively 
small number of goods and that the income tax was a 
better tool to’use in order to achieve progressivity and 
redistribute income. 
The above analysis exceeds the scope of the conferen- 
ce’s topic (the structure of rates) for it is a discussion on 
the policy behind the establishment of tax rates. It must 
be emphasized, however, that this problem is an 
important one when decisions are being made on 
proportional tax rate systems. Because of the conflict 
between the goals sought to be achieved through the use 
of a tax rate that is administratively simple and just with 
those of a rate that will reflect economic goals and the 
redistribution of wealth, it is important to note that 
policy differences do exist and can be influential in 
making a decision on the type of system that will be 
used. This fact was demonstrated recently when Argen- 
tina announced that it was changing its hitherto 
two—rate value added tax system, in force since 1975, 
into a single rate of tax. 
It must be confessed that it is difficult to come to 
conclusions on the subject of the structure of a system 
of proportional rates. The ease of administration and 
control of a single rate of tax clearly argues in favor of 
its adoption. On the other hand, in order to accomplish 
other objectives in developing countries, it is not always 
possible to realize such objectives through income of 
wealth taxes so that the use of various rates in 
consumption taxes is desirable. 
Another problem that arises in discussion on selective or 
specific (excise) taxes on consumption is whether the 
rates imposed should be levied on an ad- valorem or 
upon a specific unit basis. Specific rates of tax are still, 
however, the prevailing method of imposition despite 
the generally recognised advantages of using an ad 
valorem basis when imposing a tax on consumption, 
thereby using the sales values of the taxable good or 
service as the basis for levying the general sales tax, 
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which is also a principal element for determining taxable 
income in the income tax. 
During periods of inflation an ad valorem tax avoids the 
pitfalls that a specific tax on the taxable goods or 
services would have. 
If a specific per unit tax were imposed on such goods or 
services during periods of inflation the tax would not 
keep up with the rapidly increasing rise in prices. The 
tax would therefore prove to be insufficient as a source 
of revenue. Under these circumstances such a tax would 
fail to achieve its stated goals because the basis of its 
imposition was expressed in units others than its real 
value. ' 

As was mentioned in an earlier paper on the subject of 
taxes and inflation,19 for the above-mentioned reasons 
Argentina changed. in October 1976 to an ad valorem 
taxing system on a majority of the consumption taxes 
imposed by the government. 
Since the functions assumed by modern states vary 
according to the prevailing political philosophy of the 
government which dictates the amount of governmental 
intervention necessary to provide general services, in- 
cluding the infrastructure needed to supply such services 
to its citizens, the general level of tax rates and its 
structure are also due to the role played by the 
government. In a state where socialist tendencies prevail, 
taxes generally are higher owing to the fact that the 
state provides many services that must be financed by 
the revenue from taxes. In contrast, in a non-socialist 
state public expenses are lower, therefore the state’s 
need for revenue is lower, which results in a lower tax 
pressure. 
Nevertheless, it is not only the degree -to which the 
government needs to raise revenue, generally known as 
“fiscal pressure”, that determines the level of the 
different rates of tax, but also the number of taxes that 
are imposed that determines such level. 
In general, tax rates can be lower if the number of taxes 
is large. Therefore in a tax system in which there are 
numerous taxes the required revenue can be obtained 
even though the rates of the particular taxes are low. In 
contrast, in those systems where very few taxes are 
levied higher rates are imperative in order to raise the 
same amount of revenue. The amount of efficiency or 
lack thereof in the management of public funds is also a 
determination of the total amount of money needed by 

15. CIAT, Centro Interamericano de Administradores Tributa- 
rios. Documents and Minutes de la Primera Asamblea General, 
1967. Panamé. Volume issued in Buenos Aires, 1968, Paper 
entitled Estructura y operacién de los impuestos sobre ventas, 
p. 445. 
16. Programa de Finanzas Pfiblicas de la OEA. Reforma Tributa- 
ria para América Latina, t. IV, La politica tributaria como 
instrumento de desarrollo. Documents and conclusions of the III 
Interamerican Conference on Taxation, General Secretary, OEA 
Washington, DO, 1973, p. 17. 
17. Herschel, Federico, volume mentioned in note 16, p. 210. 
18. Due, John F., volume mentioned in note 16, p. 233. 
19. Inflation and taxation. Paper presented as the National 
Report to the IFA Congress. International Fiscal Association, 
Cahiers, Vol. LXIIa, Rotterdam 1977, p. 191. 
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the state. Consequently the need to increase or decrease 
the taxes imposed under a given system of taxation is a 
direct product of this situation. This same efficiency 
factor is also an important point that can influence ' 

taxpayer compliance which must also be included in the 
calculations that fix the rates for the various taxes. It is 
a well known fact that because of all-pervasive tax 
evasion, governments are compelled to increase the tax 
rates thus placing a relatively heavy tax burden on 
honest taxpayers. However, other criteria also influence 
tax rates for there is a definite relationship between the 
amount of a particular tax imposed by a given fiscal 
system and the amount of revenue expected from other 
sources of the same system which, taken into account, 
influence any decision made on the structure and limits 
of the tax rates. 

‘ Finally, in an effort to give some structure to the 
\ discussion, the author feels that it would be appropriate 
; 

to offer guidelines to be used for the analysis under- 
taken when a determination is made on what should be 
the extent of the 'tax rates applicable to the different 
types of taxes. It is well known that the steeper the tax 
rate the more the taxpayers are reluctant to pay the tax. 
Because of this, the first recommendation made with 
respect to the level of tax rates is that it should be kept 
within the level acceptable to most taxpayers. The rates, 
therefore, should not be so exorbitant that they would 
prove to be unacceptable to the taxpayers and thereby 
lead to a greater incidence of tax evasion. Taking into 
consideration the fact that the Carter Report20 recom- 
mended that the maximum marginal income tax rate for 
Canada should be 50 percent, it is evident that in the 
countries represented at the Jornadas there is an 
exceptionally high rate of tax on income. Although 
these countries (based upon their gross national pro- 
ducts) are poorer than Canada, their tax rates in many 
cases are the same as or even higher than those in 
Canada. 
On the other hand, this observation must be tempered 
by the following considerations. First of all, there is no 
uniform tax base in the various countries as a result of, 
for instance, the individual govemments’ policy towards 
tax exemptions or because of the fact that dividends 
distributed by joint stock companies are not included in 
the tax basis for the computation of individual progres- 
sive income tax. 
Secondly, some taxes have political restraints placed on 
their imposition. For example, taxes on property owned 
or transferred as a result of an inheritance are frequently 
resisted on the basis of the philosophy that taxes should 
not be so excessive as to become confiscatory. This 
concept is often seen in the individual national‘constitu— 
tions such as in Argentina in which the inviolability of 
private property is guaranteed. 
When considering taxes on consumption the reason 
behind the restrictions placed on their level seems to be 
mainly the attitude of the taxpayer towards the rate of 
tax. This is so except in those types of multiple stage- 
cumulative taxes (e.g. “cascade” taxes) where there is an 
additional element to take into consideration: the tax 
must not distort the form of business organisation 
(vertical integration). For other taxes, e.g. customs 
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duties, that are imposed for reasons of protection, or ah 
expenditure tax used to lower consumption, rather high 
rates can be imposed that even exceed 100 percent 
when they are in keeping with the purpose of the tax. 

III. CONCLUSIONS OF THE JORNADAS 
Preamble 
The following 17 recommendations were made as a 
result of the discussions held during the Jomadasv 
(summarized in part 1 of this paper). Most of the 
proposals upon which the recommendations are based 
are included in the general report to the Congress but 
are not reproduced herein due to the fact that they are 
.very similar to the ones approved. 
The recommendations are as follows: 
Whereas 
1. The papers were presented to these Jornadas by the 

national reporters from Argentina, Mr. Jorge Macon; 
Brazil, Mr. Ives Gandra Da Silva Martins; Chile, Mr. 
Juan de Dios Vergara Baeza; Spain, Mr. Mariano 
Sebastién Herrador; Mexico, Mr. Javier Moreno 
Padilla; Portugal, Mrs. Antonio Joaquin Carvalho 
and Mr. Manuel Henrique de Freitas Pereira; and 
Uruguay, Mrs. Betis Inglés de Forecella and Mr. 
Horacio Fernéndez Susena. 

2. The technical communications were added by Mr. 
Juan Oscar Garcia Garzén, Mr. Safil Witis, Mr. 
Ricardo Calle Safz, Mr. José Alberto Parejo Gamir, 
Mr. José Luis Perez de Ayala and Mr. Angel 
Schindel. 

3. The report of the general reporter, Mr. Enrique 
Jorge Reig, was presented. 

'4. The propositions and suggestions offered during the 
discussions that took place during the working 
sessions of the Commission have been compiled. 

Considering 
1. That the problem of the tax rates, tariffs or types21 

of tax is based upon a series of factors the most 
significant being, first, the dominant political philo- 
sophy in the particular social-economic community 
in which it is employed which determines the level 
of taxes imposed on the taxpayer and, second, the 
consensus which is reached in that community on 
the criteria to be used to judge the fairness of the 
distribution of the tax burden among the popula- 
tion. 

2. That it is the efficiency of the government in 
managing and directing public expenditure, as well 
as the reasonableness and efficiency of the public 
administration, in particular the tax administration, 
that are important elements in establishing differen— 
tiated tax rates, which because of their sensibleness 
Will be capable of obtaining the acceptance and the 
compliance of the taxpayers. 

3. That the presence of inflation in most of the 

20. The Carter Report, vol. I (1 and 2 of the Report), p. 277. 
21. See introduction for the term “tax rates, tariffs and types”. 
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countries attending this meeting makes it necessary _ 

to take into account the distortions it causes in the 
distribution of taxes and in the taxable base, 
affecting the fairness that was envisioned when 
establishing the taxes and the taxpayer attitude with 
regard to compliance. 

4. That likewise, before analyzing the problem of the 
tax rates and tariffs and types,22 to achieve an 
effective imposition of these taxes in the desired 
amounts as foreseen by the legislature, it is neces- 
sary to stress the fundamental importance of the 
correct and uniform determination of the taxable 
base. 
In economies suffering from inflation, the rules for 
estimating the taxable base ought to refer to the 
same period of time whatever the taxable matter, so 
that may reflect, for the particular tax, the tax- 
payer’s ability to pay; the time of payment also 
should be fixed to correspond with the moment the 
tax arises in the different taxpaying sectors and in 
the different taxes. If this is not done distortions 
would result from the failure to consider the above- 
mentioned factors, so that the fairness sought by 
distributing the taxes among different sectors of 
taxpayers is lost and compliance with the obligation 
of paying taxes is disturbed along with those objec- 
tives sought to be achieved by the tax. 

5. It must be emphasized that taking into account in 
the tax system the distortion caused by inflation is 
not meant to imply an acceptance or agreement 
with the latter and, on the contrary, fiscal policy as 
one of the instruments able to do so ought to be 
utilized to fight inflationary trends. ’ 

The fiscal adjustment of the distortions produced by 
inflation helps to maintain adequate tax collection 
levels and to prevent treasury deficits. 

6. That the economic and social objectives which are at 
present achieved through the use of taxation can, in 
connection with the public expenditure policy, 
achieve a redistribution of wealth and economic 
stability and development, intended to improve the 
well-being of all, also establish general guidelines 
related to rates, tariffs or types of tax. 

7. Before formulating any recommendations about the 
structure of tax rates, it is felt that given the 
harmful effect thzit tax evasion has upon the 
achievement of the above-mentioned purposes of 
taxation, as well as being the cause for an increase in 
tax rates by governments wishing to maintain a 
specific level of revenue, it is necessary to think 
about the desirability of funding programs to 
educate the public on the need for taxes since such 
knowledge may encourage compliance by giving 
them a proper picture of the functions of taxation 
and public expenditure in a modern society. 

In view of this, the Eighth Meeting on Tax Studies of 
Spanish and Portuguese speaking countries recommends 
the following: 

Recommendations 
The meeting recommends the following guidelines that 

248 

must be taken into consideration, when structuring the 
rates of the various taxes: 

(a) _|ncome taxation 

1. Individual income tax should be progressive through 
the use of a system of scales in which the rate 
applicable in each bracket exceeds the rate in the 
preceding bracket but in which the marginal rate 
gradually approaches the average rate thus taking 
into account the distribution of the taxpayers’ 
incomes. 
The rationale for the differences in the width of 
each bracket, the marginal rate and the number of 
brackets, should reflect the prevailing consensus on 
the fairness of the tax, the policy of redistribution 
of the country’s wealth, the administrative efficien- 
cy of the tax and the taxpayers’ compliance. 
However, this proposed scale system bears an 
inherent structural conflict since on the one hand it 
should for simplicity ’s sake have as few brackets as 
possible, whereas on the other hand an adequate 
continuity of graduation would require a large 
number of brackets. This does not mean that the 
advantages of the continuous or linear scale method 
are ignored but it is advised to continue research 
with the view of finding a simple formula enabling 
its practical application. 
Exemptions or exclusions from the taxable base of 
the individual income tax should be kept to a 
minimum so that it would not be necessary to raise 
the tax rates in order to maintain a determined level 
of tax revenue. 
In view _of the fact that inflation is present in most 
of the Spanish and Portuguese speaking countries, in 
order to maintain the level of the tax imposed on 
the taxpayers there should be a permanent adjust- 
ment made in the tax brackets of the progressive 
scale to compensate for this inflationary trend. 
In cases where inflation turns out to be significant 
and permanent, in order to eliminate its effect and 
the lack of compliance on the part of the taxpayers 
with the resulting loss of revenue and a probable 
fiscal deficit, it would be desirable to use a system 
that adjusts the debts owed and credits granted, and 
taking into account the inflation in the calculation 
of the advance payments of taxes, when these are 
based on figures declared in the previous year’s tax 
return. 

Similarly, with respect to taxable bases during 
periods of inflation, they too should be adjusted to 
avoid distortions. 
The corporate income tax should be applied at a 
“proportional” or “uniform” rate since progressive 
rates are not considered to be appropriate f9}: 
corporations, and also encourage its artificial struc- 
tural division. However, as was recommended by the 
Fifth Jornadas (held in Cordoba, Spain in October 
1972), corporate income, at the moment it is 

22. See note 21. 
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considered to have been distributed to the share- 
holders or partners, should be taxed at the progres- 
sive rate levied on the individual income tax. 
The rates of the capital gains tax ought to relate to 
those of the regular income tax, and in order to 
avoid distortions caused by inflation, the tax adjust- 
ments should also apply in a manner similar to that 
proposed for regular income tax. Preferably, capital 
gains should be included as part of the taxable 
income. In order to correct the impact that a 
progressive tax rate would have upon earnings that 
have accrued during periods of over a year, among 
the several suggestions proposed, the most accept- 
able was considered the so called “pro-rata system” 
that might be used to modify such impact. 
In cases when income is derived from personal 
services and social security contributions are paid 
based upon this income, the similarity between the 
bases of these contributions and income tax should 
be taken into consideration in order to co-ordinate 
and integrate them upon the principles of tax 
equity. 

Taxes on consumption (sales and excise taxes) 
It would be desirable that a change be made in the 
form of tax used, in countries which have adopted a 
cumulative multiple stage or cascade general sales 
tax so that these taxes are applied only once to the 
price. In this way distortions could be avoided in the 
organization of businesses caused by cumulative 
taxes and the taxpayers’ attitude towards compli- 
ance could be improved in particular when the rates 
are significant.

‘ 

. At preSent due to the great number of exemptions 
that frequently exists in the various types of 
multiple and single stage sales taxes including VAT, 
higher rates of tax are required on those items which 
are subject to tax. Therefore, it would be advisable 
to reduce the exemptions, limiting them to those 
which are unavoidable to lessen the regressivity of 
the tax.

' 

. When establishing the appropriate size of the pro- 
posed tax rate, besides the fiscal purpose of the tax, 
the .type of sales tax should be taken into consider- 
ation and whether it should be cumulative or not in 
different stages of the economic process as well as at 
what stages it will be placed, in order to avoid any 
possible economic distortions between the nume- 
rical amount fixed as the rate and the actual 
incidence of the tax. In addition, taxes similar to a 
sales tax imposed by different levels of government 
such as the provinces or the municipalities should be 
taken into consideration when determining the rate 
of the proposed tax. 
.Due to the advantages to both the tax administra- 
tion and the taxpayer of a one-rate tax it would be 
desirable not to use differentiated rates based upon 
the ability of the taxpayer to pay as revealed in the 
consumption of the taxable goods or services. 
Nevertheless, when it may be necessary to have 
graduated rates as a means of improving the distrib- 
ution of the tax burden among the taxpayers, it 
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would be advisable to limit the number of tax rates 
to two, or at the most three. Likewise it would be 
advisable to reduce the number of such goods and 
services subject to such different rates. 
It is also advisable with respect to specific excise 
taxes, that only a limited number of goods and 
services be included under this special category of 
taxation separated from the general sales tax. In 
order better to achieve the purpose of distributing 
the tax burden according to the “ability to pay” 
principle and to avoid rates lagging behind, atten- 
tion should be paid to the possibility of transform- 
ing specific per unit taxes into ad valoremones. For 
this type of tax the rate can be much higher than 
those used in the general sales or consumption tax, 

- this tax being levied upon sizeable taxpayer uni‘ts 

(c) 

14. 

15. 

16. 

17. 

and its aims are different from those of other such 
taxes. 

Taxes on capita| and net wealth 

The criteria listed in paragraph 1 under income 
taxation are also applicable to any plan to use 
progressive scales for wealth, inheritance and gift 
taxes. By taking into consideration the complemen- 
tary nature of the individual net wealth tax with 
regard to the income tax, the wealth tax rates 
should be significantly lower than those of the 
income tax so that the total tax burden, considering 
jointly both taxes, would be a reasonable one. 
In those countries that levy taxes on inheritanceé 
and gifts, the same criteria used for structuring 
progressive scales should be used to plan these rates 
in addition to the traditional criteria that take into 
consideration the degree of familial relationship, 
with the lower rates assigned to transfers between 
parents and children and to direct ascendants and 
descendants. 
The rates of tax on inheritances and gifts as well as 
net wealth should be graduated so that the results 
are not confiscatory, a principle which determines a 
limit to the rates, varying. this according to the 
prevailing opinion of what is the purpose of the tax 
in the pertinent country. 
Real property tax and other taxes levied upon 
determined properties should not use progressive 
rates when the tax is based upon the isolated value 
of the property, because they are taxes on goods or 
things as opposed to personal taxes. Progressive rates 
are better applied to those taxes to which indivi- 
duals or families are subject on all or a major part of 
the properties they possess, less deduction of debts, 
among which the individual net wealth tax is the 
most complete expression. 
It is advisable that the tax on a company ’3 net worth 
should use proportional or uniform rates for the 
same reasons expressed above in point 6 under the 
discussion of corporate income tax. Furthermore, 
capital invested in companies subject to net worth 
tax should integrate the net worth tax base with the 
individual net wealth tax imposed upon its share- 
holders and partners. 
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ALLOCATIONS OF FOREIGNBLOCKED 

In two recent Private Letter Rulings,‘ 1' the Internal 
Revenue Service (IRS) has taken a position which 
not only raises a number of conceptual difficulties 
but may also create significant practical problems 
for taxpayers doing business with affiliates in 
countries which have stringent e5cchange control 
regulations. In both rulings, the IRS National Office 
issued Technical Advice Memoranda which sup- 
ported an, allocation of income from a foreign 
subsidiary to its U.S. parent even- though the 
local law of the foreign country had precluded 
such payments.

i

l

l
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~~ 

~~ 

~~ 

~~~~ 

~~~ 

~~~~ 

~~~ 

~~~ 

~~ 

~~~ 

~~~ 
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~ 
~~~ 

~~ 

~~~ 

~~~ 

~~~ 

THE BLOCKED'INCOME A'LLOQATION RU‘LI_N_GS‘ 
thé first ruling (No. 7923003), 2 the'U.S. taxpayer 

ad entered into two technical assistance contracts 
ith its subsidiary in an unnamed foreign country. These 
ntracts required the U.Sp parent to- provide the 
ientific and technical information and documentation 
ecessary-to manufacture, process-and'sell'certain pro- 
cts.’ In return, the foreign subsidiary was obligated 

' 

pay a technical assistance fee in the ambunt of 5 
ercent of the revenues generated from the sale of 
ch. products. _The agreements were to ‘last. forvfive 
ears. and, if permitted under local law,.cou1§i be-ex: 
nded for an additional five. years. The agreements 
ere specifically subject to the laws of the susidiary’s 
ost country.” ' « 

' ' 
- 

'

. 

nder the latter’s governing law, however, the maximum 
lowable‘ fee in any particular case could bqvaried by 
e authorities, although it could in no.event be higher 
an 5 percent. The law also allowed the authorities to 
it the duration during which technical assistance 

es .could legally be paid. This law applied to dealings 
oth between related parties and unrelated parties.-Thé 
levant authorities in this instance had reducedthe 
lowable fee to 4 percent in the case of one contract 
d 2 percent in the case of the second contract, and, 
addition, had shortened _the' duration of both of 

em. 3 . _ 

' ' 

evertheless, the IRS ruled that'if the payments which 
ere 'allowed under local law did not constitute arm’s 
ngth charges, Section 482 of the Internal Revenue 
ode of 195.4 (I.R.C.)4 could be used to allocate 
ditional income to the' parent despite the fact that 
e foreign law prohibited the payment of such ad- 
'tional income. The ruling does not itself state what 
e arms length fee should have been, but it does note 
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that the amount of any allocation need not be limited 
according to the terms of the technical assistance agree- 
ments. Any such. allocation should instead .be based 
upon all the facts and circumstances surrounding the 
rendering of the services and the transfers of intangible 
property in question, applying the standards-set forth 
in the Treasury Regulations. 5- Thus, under this ruling 
it'is conceivable that. the arm’s length charge could be 
determined. to be in excess ofuthe 5 percent fee pro— 
vided for o'riginallyin the two agreements, despite the 
absolute upper limit of 5. percent, established by the 
applicableforeign law. ‘

’ 

In the second ruling (No. '8001017), 6 a similar factual 
background Was presented. A foreign subsidiary of a 
U.S. corporation had entéred into a license agreement 
with its parent-under 'which it was to pay royalties to 
the latter. Subsequently, the 'foreign country' enacted 
a law whereby _all royalty payments to. foreign affiliates 
or parent companies were prohibited. The law also 
limited the aniountpf net dividends payable‘to foreign 
shareholders. For this reason, the U.S. taxpayer amended 

* Howard M. Liebm‘an (A.B., A.M., Colgate-University, 1974, 
1975; J.D., Harvard Law School, 1977) is amember ofthe'Dfstrict 
6f Columbia Bar and a fesi'dent‘ assbciaté in the Brussels office 
of Oppe'nheiiner, Wolff, Foster, Shepard and Donnelly. He is a 
member of the Committee on'foreign activities of U.S. taxpayefs 
of~the "Section of taxation of the American Bar Association, and 
has written numerous tax'articles, including recent contributions 
for European Taxation, Tax Management International Journal, 
Internatio‘nal Tax Journal, and the Journal of World Trade Law. 
1.‘ IRS Priv. Ltr. Rul. 7923003, Feb. 22, 1979, noted in Fuller, 
U.S.: IRS Private Letter Ruling Report, 80-1 INT’L TAX REP. 1 
(Jan. 28, 1980); IRS Priv._Ltr: Rul, 8001017, Sept. 28, 1979, 
reprinted in [1980] 10 STAND. FED. TAX REP. (CCH) R6954, 
noted in 7 TAX PLANNING INT’L 60 (Mairch 1980). 
2. Seenote1.' " ' 

‘ ~
_ 

3’. The approved d'uration's were not specified in the ruling. 
4. “In any case of two or more organizatidns,‘trades, or busi- 
nesses (whether or not. incorporated, whether or not organized 
in the United States, and whether 6r not affiliated) owned or 
controlled directly or indirectly by the same interests, the Secretary 
may distribute, apportion; or allocate gross income, deductions, 
credits, or allowances between or among such organizations, 
trades, or businesses, if he determines that subh distribution, 
apportionment, or allocation is necessary. in order to prevent 
evasion of taxes or clearly to reflect the income of any of such 
organizations, trades,'or businesses.” (26 U.S.C. §482.) 
5. See Treas. Reg. §§1.482-_2(b) (services); 1.482I-2(d)' (transfers 
of intangible property). See 'generally Surrey, “Reflections on the 
Allocatibn of Income and Expenses 'Among National Tax Juris- 
dictions”, 10 L. & POL. INT’L BUS. 409, 420-424 (1978). 
6. See note 1.

‘ 
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its license agreement to suspend the payment of royalties 
until such time as they would no longer be prohibited 
under local law. 7 Once again, the IRS ruled that the 
income “may be allocated under Section 482 of the 
Code to ...[the U.S. parent] from [the foreign sub- 
sidiary] even though [the foreign subsidiary] is pro- 
hibited under the laws of [its corporate domicile] 
from paying such royalties”. 8 

II. THE IRS’ RATIONALE 
The IRS has opted for doctrinal purity of sorts in 
issuing these two rulings, implying that the overarching 
principle of the arm’s length standard should be suf- 
ficient reason to ignore the constraints of foreign law. 
Instead of offering any further analytical insight into 
such a proposition, however, both rulings merely 
concentrate on distinguishing the precedent estab- 
lished by the Supreme Court in the case of Com- 
missioner v. First Security Bank of Utah, NA. 9 That 
case involved an attempt by the IRS to allocate com- 
mission income to two national banks as a result of 
credit life insurance policies which their customers had 
purchased from a related, non-bank subsidiary which 
was a licensed insurance carrier. The Court took note 
of the fact that it was a customary practice for a sales 
commission to be paid by the insurer to the party which 
had sent it the business. Nevertheless, by a 6-3 majority, 
th Court refused to uphold the IRS allocation on the 
grounds that, legally, “the Banks could never have 
received a share of these premiums”. 10 The reason for 
this restriction was found in Federal banking law, which 
had been interpreted in a number of court decisions as 
prohibiting a Federally-chartered bank from acting as 
an insurance agent unless it was located in avery sparsely 
populated area. The IRS had not contested the fact that 
the taxpayer—banks were covered by this prohibition. 
As the Court could find no precedent “wherein a person 
has been found to have taxable income which he did not 
receive and which he was prohibited from receiving”, 11 
it therefore would not sanction the allocation in question. 

The IRS has sought to distinguish the First Security 
Bank of Utah case on the grounds that the latter only 
applies when it is illegal for a taxpayer to receive the 
income “under the laws of the United States”. 12 
Both Private Letter Rulings use the exact same language 
in this regard. Relying on a previous published ruling, 1 3 
they both asset that: - 

It is the position of the Service that the restriction on 
the Commissioner’s authority to allocate under 
Section 482 set forth by the Supreme Court in First 
Security Bank of Utah is limited to that situation 
where the taxpayer is prevented from receiving in- 
come under United States law. 14 

Given this interpretation, the IRS has no difficulty in 
finding that I.R.C. Section 482 may be applied to 
allocate income among related taxpayers when it is 
a foreign law which prevents the receipt of the income 
in question. 
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III. A CRITIQUE OF THE IRS POSITION 
An analysis of the decision in First Security Bahk 
Utah would appear to indicate that the IRS’ narro 
interpretation is entirely misdirected. The basis f 
the Supreme Court’s decision lay in the fact that th 
taxpayers could not legally receive the income bein 
allocated. 15 Although the Court naturally explaine 
why the taxpayers were prohibited from receiving th 
income and therefore discussed the U.S. Federal la 
which were behind the prohibition, the Court’s rational 
is entirely unrelated to whether the U.S. or foreign la 
is the grounds for the prohibition. According to th 
Court, “[t]he underlying assumption always has bee 
that in order to be taxed for income, a taxpayer mu 
have complete dominion over it”. 16 The decision the 
restated the principle propounded in the seminal case 
Corliss 'v. Bowers, 17 namely: 

The income that is subject to a man’s unfettere command and that he is free to enjoy at' his ow 
option may be taxed to him as income whether h 
sees fit to enjoy it or not. 

7. The ruling states that in anticipation of the entry into for 
of the new law, the U.S. parent had first amended the licen 
agreement in order to increase the royalty rate and that it

' 

fact collected this increased rate for at least one year pri 
to the blocking of all further payments. IRS Priv. Ltr. Ru 
8001017, see note 1. 
8. Idem. 
9. 405 U.S. 394 (1972) (per Powell, Jz), 1972-1 CB. 135. 
10. Idem, 1972-1 C.B. at 137. 
11. Idem, (emphasis added). See also Beecham, Inc. v. U.S 
73-2 U.S.T.C, R 9719 (ED. Tenn. 1973). It should be noted th 
the decision in First Security Bank of Utah was not received wi 
entirely favorable reviews. One commentator criticized it f 
ignoring the basic thrust of I.R.C. Section 482 and for lacki 
“foundation in the relevant casue law”. 14 BC. IND. & CO 
L. REV. 165, 168 (1972). See also Aland, “Can IRS Use Secti 
482 to Allocate Income which Cannot be Earned under A 
plicable Law?”, 52 J. TAX. 220 n.2 (1980). 
12. IRS Priv. Ltr. Rul. 7923003, see note 1; IRS Priv. Ltr. R 
8001017, see note 1. 
13. Rev. Rul. 76-243, 1976-1 CB. 134. 
14. IRS Priv. Ltr. Rul. 7923003, see note 1; IRS Priv. Ltr. Ru 
8001017, see note 1. Cf. IRS Priv. Ltr. Rul. 8003011, Oct. 
1979, reprinted in [1980] 10 STAND. FED. TAX REP. (CC 
R6966 (in the context of a Subpart F question, the Servi 
applied the Biddle rule from the foreign tax credit areas, vi 
[I]n the application of United States income tax laws, the co 
cepts established by that body of law are controlling, despi 
the fact that a particular transaction under consideration In 
have had its origin in a foreign country and, to that extent, m 
have been affected by a foreign income tax law. 
Query whether this same principle can also be extended 
other areas such as I.R.C. Section 482. 
15. See the discussion in the text at notes 10 and 11. 
16. Commissioner v. First Sec. Bank of Utah N.A., see note 
1972-1 C.B. at 137. 
17. 281 U.S. 376, 378 (1930). See also Helvering v. Horst, 3 
U.S. 112, 116 (1940) (taxable income includes that which 
constructively derived by the taxpayer from the “use or (1‘ 

position of his power to receive or control the income as 
procure in its place other satisfactions which are of econom 
worth”). 
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The Court noted that the Treasury Regulations under 
I.R.C. Section 482 reflect this principle in assuming that 
the Commissioner’s reallocation authority is to be 
utilized in cases of related taxpayers which have “com- 
plete power to cause each controlled taxpayer so to 
conduct its affairs that its transactions and accounting 
records truly reflect the taxable income...” 18 But, as 
the Court concluded, this assumption of “complete 
power" cannot be extended to include “the 'power to 
force a subsidiary to violate the law”. 19 Thus, the 
Court felt that “fairness requires the tax to fall on the 
party which actually receives the premiums rather than 
on the party which cannot”. 20 In View of the Court’s 
broad rationale, it is difficult to understand how the 
IRS can limit the decision to cases in‘ which the pro- 
hibition involves U.S. law. 21 The fact that the prior 
case law only discussed the issue in terms of U.S. law 
is also no reason to hold that the general principle 
should be narrowed since such prior cases naturally 
reflected the facts and circumstances at issue, and the 
fact that such cases involved U.S. as opposed to foreign 
restrictions was a mere fortuity. 22 

To a certain extent, the recent decision of the Sixth 
Circuit in the case of Salyersville National Bank v. 

U.S. 23 highlights this point. In that case, the IRS 
attempted to allocate commissions for credit life in- 
surance premiums paid by a bank’s customers to the 
bank although the purchases were effected by the 
bank’s president, a licensed insurance agent. Federal 
law was inapplicable since kthe taxpayer was not a 
national bank. Instead the taxpayer argued that it 

was prohibited under' Kentucky law from receiving 
the commissions since it was not a licensed agent. For 

' at least part of the taxable period in question, it was 
in fact barred by state law from becoming an insurance 
agent. Although the state insurance code was sub— 
sequently amended, the taxpayer had not qualified as 
an agent under the new law and therefore remained 
barred‘from earning or receiving commissions. The 
IRS argued and the District Court agreed that once the 
bank was no longer precluded from becoming an in- 
surance agent, an allocation was permissible. Basically, 
the IRS took the position that “if the bank had the 
capability of making itself eligible to receive any com- 
missions it was required to do so, even if it could 
legitimately choose not~to do so”. 24 The Sixth Circuit 
refused to accept this argument, however, and reversed 
the decisions, including First Security Bank of Utah, for 
the principle that a taxpayer need not arrange its affairs 
so as to maximize its tax liability. 25 In fact, quite to 
the contrary. 26 A taxpayer may lawfully structure its 
business in such a way as to minimize its taxes as long 
as there is a legitimate business purpose in doing so. 27 
In this case, the taxpayer was able to provide a number 
of reasons why it would prefer, as a business decision, 
not to qualify as an insurance agent -- e.g. insulation 
from primary liability on the insurance policies; avoiding 
the requirement to pay fees, and avoiding the necessity' 
of amending its charter if it were to engage in the selling 
of insurance. The IRS, on the other hand, did not pro- 
vide the Court with any authority for why the taxpayer 
should be required to have qualified as an insurance 
agent. 28 Thus, the Court, after having determined that 
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it would have been illegal for the taxpayer to have re- 
ceived the commissions being allocated to it, determined 
that the allocation was impermissible. Naturally, it relies 
heavily on the precedent established by the decision in 
First Security Bank of Utah. In so doing, it interprets 
the latter in its broadest sense. 29 It does not get stuck 
at all on the question of whether the Supreme Court 
only intended the case to apply to bankinglaw, “Federal 
banking law”, federal law in general, or any U.S. (in- 
cluding state) law. 30 Nor do other cases which rely upon 
the First Security Bank of Utah precedent in any way 
interpret the latter as implicitly having certain geographic 
limits to its applicability. 31 In fact, the case was even 
applied to preclude the IRS from attempting to allocate 
credit life insurance commissions using I.R.C. Section 

18. Treas. Reg. §1.482-1(b)(1). 
19. Commissioner v. First Sec. Bank of Utah N.A., see note 9, 
1972-1 GB. at 138. 
20. Idem. 
21. The only time the Court makes such a limiting reference is 
when it noted that the taxpayer, in effect, lacked the power to 
shift income among its subsidiaries, “unlessit acted in violation 
of federal banking laws”. (Idem.) But this phrase if probably 
intended as a statement of fact and not of principle. If it were 
to be treated as a statement of principle, its effect would be even 
more restrictive than the principle which the IRS has attempted 
to invoke. At the very least, it would mean that the case could 
only stand as precedent in the event of prohibitions under U.S. 
Federal law. The Supreme Court’s opinion has not been inter- 
preted so narrowly however. See, e.g., Salyezsville Nat’l Bank v. 
U.S., below note 23, and the discussion in the text at notes 23—28 
below (prohibitions under state law). 
22. For example, the Supreme Court in First Security Bank of 
Utah discussed the case of L.E. Shunk Latex Products, Inc., 18 
TC. 940 (I952), acq. in part and nonacq. in part, 1953-1 C.B. 
6,7 Comm’r’s appeal dismissed nolle prosequi (June 5, 1953), in 
which an IRS attempt to allocate income to a taxpayer was 
frustrated by the CPA Price Regulations of World War II which 
prohibited the former from increasing its prices. 
23. 80-1 U.S.T.C. 12 9190 (6th Cir. 1980), reu’g 77-2 U.S.T.C. 
B 9711 (ED. Ky. 1977). 
24. Idem, 80-1 U.S.T.C. at 83,273. 
25. Idem., 80-1 U.S.T.C. at 83,274. 
26. It is well established that a taxpayer may legally “decrease 
the amount of what otherwise would be his taxes, or altogether 
avoid them, by means which the law permits...”. Gregory v. 
Helvering, 293 U.S. 465, 469 (1935). 
27. Salyersville Nat’l Bank v. U.S., above note 23, 80-1 U.S.T.C. 
at 83,274. Cf. Hansche v. Comm’r, 457 F.2d 429, 433 (7th Cir. 
1972) (taxpayer may arrange its affairs to minimize or eliminate 
tax, although the IRS is not bound to accept “self-serving” 
characterizations). 
28. Salyersville Nat’l Bank v. U.S., above note 23, 80-1 U.S.T.C. 
at 83,276. 83,276. 
29. In CIR v. First Security Bank of Utah, 405 U.S. 394 (1972), 
the United States Supreme Court held that income could not be 
reallocated to a taxpayer who did not receive the income and 
who could not lawfully receive it. Idem, 80-1 U.S.T.C. at 83,275. 
30. The First Security Bank of Utah decision has been applied as 
an analogy in other State law contexts as well. See, e.g., Delta 
Life Ins. Co. v. U.S., 363 F.Supp. 410, 73-2 U.S.T.C. R9663 
(E.D. La. 1973) (computation of life insurance reserves pursuant 
to I.R.C. Section 801 under governing State law). 
31. See, e.g, U.S. v. Basye, 410 U.S. 441, 73-1 U.S.T.C. R9250, 
at 80,478 11. 13 (1973). See also Aland, above note 11, at 221. 
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61 32 instead of I.R.C. Section 482, when such com- 
missions could not be received by the taxpayer bank 
under state law. 33 
On a more basic level, the absence of any inherent 
distinction between the effect of foreign as opposed to 
US. law in invoking the First Security Bank of Utah 
principle should- be clear from the fact that I.R.C. 
Section 482 does not itself distinguish between foreign 
or wholly domestic transactions. Thus, the general 
principles should be the same in both contexts. Admit- 
tedly, the fact that a foreign transaction is involved 
may have an effect on the precise calculation of what 
an arm’s length consideration should have been, 34 but 
it should not otherwise affect the application of the 
general principle behind the provision, namely “to 
prevent evasion of taxes” and “clearly to reflect... 
income”. 35 To achieve these goals would appear to" 
require some attention to the governing‘law, whether 
it be US. of foreign. 

IV. THE PRECEDENT OF PRIOR IRS RULINGS 
In both of the Private Letter Rulings under discussion, 
the IRS also relied On the precedent established in two 
prior Revenue Rulings, the more important of which is 
Revenue Ruling 76-243. 36 There the IRS held that an 
allocation was» permissible under I.R.C. Section 482 
to reflect an appropriate interest charge on an adx‘rance 
charter hire payment made to a foreign subsidiary, 
despite an agreement with the tax authorities-of the 
foreign country pursuant to which the charter payment 
was not to be considered as a loan. The Private Letter 
Rulings contain an excerpt from this previously-published 
ruling to the effect that ' 

any reliance on the holding in First Security Bank 
' 

of Utah... would be misplaced. [The US. parent and 
its foreign subisidiary] were not under a legal dis- 
ability since they could have accepted or rejected 
the terms of the contract and there was no United 
States law' that prevented receipt of the interest 
allocated to [the parent] corporation... 37 

The IRS’ reliance on thir prior ruling is itself mis- 
placed, however. The Service attempts to rely on it 
as support for its position that only legal disabilities 
under US. law can be used to invoke the First Security 
Bank of Utah rule. In point of fact, however, Revenue 
Ruling 76-243 did not involve a violation of foreign law 
either. The quotation above clearly indicates that the 
crux of the ruling is that the taxpayer 38 voluntarily 
acquiesced in an agreement with the tax authorities. Had 
it not done 'so, it might admittedly have been subject in 
the end to the same type of legal disability as is at issue 
in these two Private Letter Rulings. 39 But since the 
Revenue Ruling does not discuss that point, it should 
only be interpreted as having been based on the volun- 
tary nature of the arrangement. In light of the quotation 
which the Service itself relies upon in the two Private 
Letter Rulings, the IRS would appear to take a narrow 
View of its previous Revenue Ruling. 
The second published ruling which the Service dis- 
cusses is Revenue Ruling 74-245.40 In that ruling, 
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th IRS permitted a taxpayer to invoke the blocked 
income accounting method of the Treasury Regu- 
lations under I.R.C. Section 482 41 after the tax- 
payer was advised by legal counsel that the foreign 
governmental authorities might not allow its foreign 
subsidiary to make royalty payments for the use of 
certain registered designs. Although this ruling might 
be viewed"'as implying that such blocked income is 
allocable, there is once again a discernable difference 
in the factual settings. First, there was no actual pro— 
hibition at issue in the Revenue Ruling 74—245, only the 
opinion of counsel. And the opinion of counsel was to 
the effect that the foreign government “would not be 
receptive to allowing” the subsidiary to make the 
payments and _“might consider placing some economic 
sanctions” on the latter if its parent sought to enforce 
its license agreement. 42 This would seem to indicate that 
perhaps no formal .legal prohibition existed but rather 
only a strong policy concern of the foreign government. 

32. I.R.C. Section 61 is the general provision which defines gross 
income. The IRS has in several cases attempted to allocate in- 
come or deductions using this general provision instead of I.R.C. 
Section 482, ususally without much success however. See, e.g.,‘ 
Rubin v. Comni’r, 429 F.2d 650, 563 (2d Cir. 1970); Richard 
Rubin, 56 T.C. 1155, 1162 (1971), aff’d per curiam, 460 F.2d 
1216 (2d Cir. 1972); Philipp Bros. Chems., Inc. (Md.), 52 T.C. 
240, 250 n.2 (1969), aff’d, 435 F.2d 53 (2d Cir. 1970); Local 
Fin. Corp., 218 T.C. 773, 789 (1967), aff’d, 407 F.2d 629 (7th 
Cir.), cert. denied, 396 US. 956 (1969); Grenada Indus., Inc., 
17 T.C. 231, 253 (.1951), aff’d, 202 F.2 873 (5th Cir.), cert. 
denied, 346 US. 819 (1953). See generally Levine, “The IRS’ 
Position on Use of Section 482: Recent Cases have Caused 
Concern”, '49 J. TAX) 206 (1978). But see Ogiony v. Comm’r, 
80-1 U.S.T.C. R 9265 (2d. Cir. 1980). 
33. Olla State Bank of 011a, La. v. U.S., 77-1 U.S.T.C. R 9455 
(W.D. La. 1977). But éee R.W. Shaw III, 59 T.C. 375, 382 n.4 
(1972), acq., 1973-2 CB. 3 (First Security Bank of Utah held 
inapposite to an assignment of income case under I.R.C. Section 
61 'when the taxpayer actually received the income). 
34. For example, in the case Of a transfer or use of intangible 
property (which is partly at issue in the two Private Letter 
Rulings under discussion), an arm-’s length consideration may be 
determined (in the absence of comparable uncontrolled trans- 
actions), after considering a variety of factors -- such as the pre- 
valing rates in the-industry, the degree and duration of protection 
under the governing intellectual property lé‘ws, and the availability 
of substitutes -- any or all of which might Gary from a domestic 
to a foreign context. See Treas. Reg. §1.482-2(d’)(2)(iii). 
35. I.R.C. §482. ‘ 

36. See note 13.
I 

37. Rev. Rul. 76-243, see note 13, as quoted in IRS Priv. Ltr. 
Rul. 7923003, supra note 1, and IRS Priv. Ltr. Rul. 8001017, 
see note 1. 
38. Compare US. v. Basye, above note 31 (distinguishing a 
“consensual” arrangement from a legally-imposed disability). 
See also Aland, above note 11, at 221 n.2. Cf. Prop. Treas. Reg. 
§1.901-2(a)(2)(ii); Rev. Rul. 76-508, 1976-2 CB. 225 (denying 
foreign tax credits in the case of “voluntary” payments to foreign 
taxing authorities arising from the lack of diligence in pursuing 
“all effective and practical remedies” to obtain a refund or a 
reduction of the foreign tax). 
39. See Aland, above note 11, at 221. 
40.- 1974-1 CB. 124. This Ruling is only discussed in IRS Priv. 
Ltr. Rul. 8001017, see note 1. 
41. Treas. Reg. §1.482-1(d)(6). 
42. Rev. Rul. 74-245, see note 40. 
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The inference One makes is that the payments could 
perhaps have been made, but that the breach of policy 
might have led to the imposition of certain ex post 
penalties. 
The fact that the Treasury Regulations make a special 
provision for allocations involving income, the pay— 
ment. of which “was prevented, Or would have been 
prevented, at the time of the transaction because of 
currency or other restrictions imposed under the laws 
of any foreign country”, 43 is potentially significant 
but not dispositive of whether such income is allocable 
by law. In the interpretive ruling governing the ap- 
plication of this Treasury Regulation, the governing 
term, “deferrable income”, is defined as “income 
received by, credited to the account of, or accrued to a 
taxpayer that, owing to monetary, exchange or other 
res’crictions imposed by 'a foreign country, is not readily 
convertible into' United States dollars or into other 
money or property which is readily convertible into 
United States dollars”. 44 The th'rust'of the Treasury 
Regulation therefore seems to be aimed at alleviating 
not so much the problems of the US. taxpayer who can 
legally receive or the foreign person who can legally pay 
the income but rather the problems which arise when 
the income cannot be converted into other currency and 
exported. In that respect, the Treasury Regulation 
would appear to fit with the context of the rule estab- 
lished in the seminal case of Eder U. Commissioner. 45 
In Eder, Judges Frankfurter, Augustus Hand and Learned 
Hand held that a taxpayer could be taxed on blocked 
foreign income from a foreign personal holding com- 
pany. ,The question presented' was not whether the 
taxpayer earned the funds but whether he could be

' 

taxed (constitutionally) on the earnings when they 
: were blocked. 46 The answer to the question was yes, 
although various relief measures have been introduced 
to alleviate thé sometimes harsh results. 47 At stake 
in the two Private Letter Rulings, however, is Whether 
or not the taxpayers were even able to legally earn 
the income in the first place. 

V. AN ALTERNATIVE THEORY FOR 
ALLOCATIONS OF BLOCKED INCOME 

According to the Supreme Court, the “purpose of 
Section 482 is to place a controlled taxpayer on a tax 
parity with an uncontrolled taxpayer... ”. 48 If that is 
the case, the IRS should not exercise unbridled authority 
to allocate income when such income is precluded under 
foreign law from being accrued, let alone paid to the 
US. taxpayer. Such limitations on payments constitute 
a factor in determining the arm’s length price. In effect,‘ 
the foreign governmental authorities are determining 
what they will consider to be an arm’s length con- 
sideration. Such a determination cannot simply be 
ignored by the United States. This form of interaction 
between two tax systems was recognized in the report 
on transfer pricing recently released by the OECD. 49 
There, the OECD Committee on Fiscal Affairs remarked: 

The prices charged for goods, services, etc. transferred be- 
tween associated enterprises in different countries may be 
affected by, for example, Government intervéntidns in the 

. form _of grice control,... or by exchange control or exchange 
rate policies. It should be observed that the same considefations 

. 1

‘ 
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would apply to transactions between unrelated enterprises 
and that they would usually influence the prices in such 
transactions. 

Of these constraints, exchange controls have given cause 
for more particular comment. Problems may arise for ex- 
ample because exchange controls effectively prevent an 
associated, enterpfise' which has received a loan from trans- 
ferring abroad the interest payments as they fall due, thus 
possibly throwing doubt on the treatment of the interest 
for tax purposes. While there may be room for more than 
one solution in both the country of the borrower (whic_h 
may or may not regard the untransferred interest as having 
been paid) and the country of the lender (which may or may 
not be deemed to have received interest not transferred) it 

is considered that there is no justification for tieating blocked 

43. Treas. Reg. §1.482-1(d)(6). 
44. Rev. Rul. 74-351, 1974-2 CB. 144. It has been noted that 
the deferral election of the Treasury Regulations is on its face 
broader in scope than the terms of this ruling. See Aland, above 
note 11, at 223 n.17. 
45. 138 F.2d 27 (2d Cir. 1943). Accord Rodney v. Hoey, 53 F. 
Supp. 604 (S.D.N.Y. 1944). But cf. International Mortgage & 
Inv. Corp., 36 B.T.A. 187 (1937) (no realized taxable income to a 
taxpayer unable to use or convert foreign currency due to ex- 
change controls). ,

. 

46. In the case of state law restrictions, it is cléar that income 
may be taxed to‘ the party who earns it, regardless of state law, 
when the income is actually received by the earner. See Ross 
Glove Co., 60 TC. 569, 592 (1973); R.W. Shaw III, above note 
33, at 382. . 

47. Compare Treas. Reg. §1.482-1 (d)(6) with I,R.C. 5964 (b) 
and Treas. Reg. §1.964-2 (Subpart F does not apply in the case of 
blocked income). See also Cheska Cooper, 15 TC. 757 (1950) 
(where a taxpayer could convert currency but not export it, the 
income was taxable but at the lower, free market value of the 
currency instead of at the official exchange rate). . 

It has been noted that although the blocked income election may 
be available to taxpayers facing I.R.C. Section 482 allocations, 
such an election does not fully cushion adverse tax results. First, 
the taxpayer will be required to allocate expenses to the blocked 
income under Treasury Regulation Section 1.482-1 (d)(6) with 
.the consequence of, in effect, a disallowance (really a deferral) 
of deductions (see Aland, above note 11, at 223). Second, the 
Service has recently ruled that the election only applies “to a 
taxpayer’s election to adopt the deferred income method of 
accounting for the first year in which the taxpayer receives (and 
reports under any accounting method) blocked foreign income”. 
Thus, one may lose the privilege of making such an election for 
any one taxable year if he has not filed in time. IRS Priv. Ltr. 
Rul. 7912094, noted in Fuller, “US. Private Letter Ruling 
Report”, 80-2 INT’L TAX REP. 1 (Feb. 11, 1980). 
Compare Canada’s Income Tax Act §161 (6), c.63, SC. 1970- 
71-72 (giving the Canadian Minister of National Revenue the 
discretion to defer taxation of blocked income, taking into 
account the “extreme hardship” of the taxpayer, the inability 
of the taxpayer to transfer the blocked currency to Canada 
during the tax year, and the inability to dispose of the income in 
any manner except to pay any foreign income taxes which may 
be due). See alsb Interpretation Bulletin No. IT-351 , Nov. 15,1976, 
reprinted in 5 CAN.TAX REP. (CCH) R. 52,356 (1977). See 
generally TAXES ‘INT’L No. 8, at 17 (April 1980). 
48. Commissioner v. First Sec. Bank of Utah N.A., see note 9, 
1972—1 GB. at 136, quoting Treas. Reg. §1.482-1(b)(1). See also 
Lufkin Foundry & Mach. Co. v. Comm’r, 468 F.2d 805, 1972-2 
U.S.T.C. 11’. 9632, at'85,510 (5th Cir. 1972), rehearing denied 
per curiam, 72-2 U.S.T.C. E9744 (5th Cir. 1972). 
49. OECD Committee on Fiscal Affairs, Report on “Transfer 
Pricing and Multinational Enterprises” (1979). 
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payments differently for tax purposes when'they occur be-_ 
tween associated enterprises from the way in which they would 
be treated if they occurred between unrelated enterprises. It 
is however considered that exchange control regulations in 
a country should not preclude the deduction for'tax purposes, 
.for either associated or unrelated enterprises, of payments due 
to persons outside that country, although it is recognized that 
the tax authorities of the other country may have to take the 
effects of these regulations into account. 50 

The Council of the 'OECD has adopted a formal re- 
commendation that the Member States’ (which includes 
the U.S.) tax administrations take the Report into 
account when “adjusting transfer prices between as- 
sociated enterprises”. 51 Thus, the general principle 
which should govern the IRS position vis-d-Uis blocked 
income is that such foreign restrictions should be taken 
into account in‘ determining the arm’s length price. 
The IRS’ own regulations would require no less. They 
expressly include “any other fact or circumstance which 
unrelated parties would have been likely to consider” 
as among those factors to be taken into account when 
determining the market value which would be charged 
for intangible property being transferred to an .un- 
controlled party. 52 And the parties to an uncontrolled 
transaction would certam have taken exchange controls 
into account in their business calculations. 
Had the IRS adopted this approach, the result may have 
been the same although the reasoning would have been 
different for each of the two Private Letter Rulings. In 
IRS Private Letter Ruling 7923003, 53 the foreign law 
set maximum limits on technical assistance fees which 
were “equally applicable to dealings between related 
parties and to those between unrelated parties”. 54 
Thus, the IRS should have taken those limits into 
account in determining whether an allocation was 
proper. In effect, the limitations have established the 
outer parameters of a legal, arm’s length compensation 
in that foreign country. 55 In IRS Private Letter Ruling 
8001017, 56 on the. other hand, the foreign 1aw_pro- 
hibiting the payment of royalties is described as re- 
stricting such payments only between related parties. 
This is the case in Peru and other Andean Pact countries, 
for example. 57 In such cases, the controls are not~ really 
aimed at determining an arm’s length price but rather 
at prohibiting the outflow. of currency for fear' that 
multinational companies may be trying to “milk” 
their local subsidiaries. Thus, it cannot be said that such 
a restriction delimits the arm’s length price. Nonetheless, 
the discussion in the previous section would still be 

' 

applicable and would preclude an allocation. If foreign 
law prohibits the payment of such income altogether 
(as distinguished from the payment of a royalty into 
a blocked account), the Supreme Court’s injunction 
that “fairness’ requires that the tax not fall on a party 
which cannot receive the income 58 should still be 
adhered to. 

CONCLUSIONS 
Particularly in view of the number of countries which 
do impose exchange controls of one sort or another, 
it is disturbing that US. taxpayers may be faced with 
an allocation under I.R.C. Section 482 of income which 
their foreign subsidiaries may not legally pay to them. 
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As a great majority of the foreign exchange control 
systems are designed to ascertain whether no more than 
an arm’s length price is being paid to related parties, 59 

50. Idem, at R12 26 & 27, pp. 20-21 (emphasis added). 
51. Recommendation of the Council on the Determination of 
Transfer Prices between Associated Enterprises, Doc. C(79)83 
(final), May 16, 1979.. 
52. Treas. Reg. §1.482-2(d)(2)(iii)(m). See generally Dickey, 
“A Guide for Pricing' Commodities to Enter the Commerce of the 
United States”, 11 L. & POL. INT’L BUS. 491, 538 (1979); 
_Comment, “The Application of Section 482 to the Transfer or 
Use of Intangible Property”, 17 U.C.L.A. L. REV. 202, 218-224 
(1969). 
53. See note 1. 
54. Based on the description of the foreign restrictions, it would 
appear that the country involved was the Philippines. See PRICE 
WATERHOUSE INFORMATION GUIDE, CURRENT FOREIGN 
EXCHANGE INFORMATION 97-98 (1980). 
55. The situation is very similar to that in which the taxing 
authorities of two countries -- neither of which has exchange_ 
controls ~- have established different standards of judging the 
arm’s length nature of a royalty or other consideration. This is 
a very common occurrence among the developed countries, each 
of which has its own range of acceptable royalty rates. Cf. Madere, 
“International Pricing: Allocation Guidelines and Relief from 
Double Taxation”, 10 TEX. INT’L L. J. 108, 117-118 (1975). 
In such cases, the two governments may be forced to resort to 
the competent authority mechanism to divide the allocable in- 
come. See generally Liebman, “The Practice and Procedure of 
Competent Authority: Seeking Relief from Double Taxation 
Under Bilateral Tax Treaties”, 58 TAXES 363 (1980). 
56. See note 1. 
57. See, e.g., PRICE WATERHOUSE INFORMATION GUIDE, 
above note 54, at 96. 
58. Commissioner v. First Sec. Bank of Utah N.A., 
note 9, 1972-1 C.B. at 138. 
59. In Spain, for example, royalties or technical assistance fees 
may be remitted abroad if the Directorate-General of Foreign 
Transactions (under the Ministry of Commerce) and the Ministry 
of Industry and Engery have determined that the underlying 
contract is standard for the industry and does not contain any 
unfair or abnormal restrictions. See generally J. Russin, E. Vinardell 
& D. Bralove, “Business Operations in Spain”, 273-2nd T.M. at 
A-30 (1979); WORLD TAX REP. 3 (March 1980). In Greece, the 
Ministry of Coordination will also undertake a careful analysis 
of the terms and conditions of any license agreement before ap- 
proving the payment of royalties to a non-resident. Intercompany 
charges must also be approved by the Greek Chamber of Com- 
merce. Even if approval is granted, the royalty payment may not 
be exported unless a license is granted by the Bank of Greece. 
See generally G. Stathopoulos, “Business Operations in Greece”, 
194-3rd T.M. at A-50-A-51 (1979). A similar review by the 
Foreign Investment Institute and Central Bank takes place in 
Portugal. See PRICE WATERHOUSE INVESTMENT GUIDE, 
above note 54, at 100. 
Outside of Europe, such controls are even more prevalent. In 
Latin America, mention might be made, in particular of Argentina, 
Brazil, and Colombia (see idem, at 4-5, 22, 30), in all of which 
agreements for technology or know-how transfers must be 
submitted to special bodies for approvals which, in large part, 
depend upon an analysis of the necessity or social value of the 
know-how or technical assistance and the terms and conditions 
of the contract. See, e.g., D. Perenzin, “Business Operations in 
Colombia”, 260-3rd T.M. at A-2 - A-3 (1978). In Africa, Nigeria 
has a relatively strict exchange control system, as does Malawi. 
See PRICE WATERHOUSE INFORMATION GUDIE, above 
note 54, at 72-73, 86; Alegi, “Nigeria: A Legal and Tax Primer 
for the US. Investor”, 78-10 TAX MANAGEMENT INT’L 
J. 11, 17-18 (Oct. 1978). 

above 

© 1980 International Bureau of Fiscal Documentation — BULLETIN- \



the IRS should take greater cognizance of such re- 

strictions and should not be exercising its reallocation 
authority in such cases. 
Unfortunately, US. taxpayers will continue to find 
themselves in a bind until these letter rulings are either 
revoked or superseded or the issue is resolved in court. 
The argument that foreign tax law should have pre- 
cluded an IRS allocation was raised in __a recent I.R.C. 
Section 482 case, but the couffidecided in the tax- 
payer’s favor without having to reach this issue. 60 
Reportedly, the issue has been squarely raised in another 
case presently before the Court of Claims. 61 Until 
that case is decided, taxpayers can expect these two 

Private Letter Rulings to be followed, regardless of their 
lack of a solid foundation. 62 

60. See US. Steel Corp. v. Comm’r, 80-1 U.S.T.C. R 9307, 
at 83,704 n. 12 (2d Cir. 1980), rev’g 36 T.C.M. 586, 603 (1977). 
61. Trans-Arabian Pipe Line Co., Dkt. No. 561-78 (Ct. C1.). 
See the discussion in Aland, above note 9, at 221-222. 
62. In a recent decision by the Second Circuit Court of Appeals, 
Judge Oakes commented that although the IRS does not allow 
taxpayers to rely upon private rulings as precedent, it relies 
on them itself in order to determine the tax treatment to accord 
to similarly situated téxpayers. See Ogiony v. Comm’r, above 
note 32, at 83,525 (2d Cir. 1980) (Oakes, J. concurring), noted 
in [1980] 10 STAND. FED. TAX REP. (CCH) R 8258. 
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Maldives: 
Foreign 
Investment 
Maldives consists of 1,196 islands in the Indian 
Ocean to the Southwest of India and Sri Lanka, 
stretching nearly 500 miles in length and 80 miles 
in width. They lie from 7 degrees north to 1 degree 
south of the equator. The land area is only 115 
square miles. However, the territorial boundaries 
have been extended to 200 miles and hence the sea 
area is considerable. The capital is Male. The popu- 
lation of 143,469 (per 1978 census) is 100 percent 
muslim (sunni sect). The language is Divehi. 
The exchange rate of the Maldivian rupee for 
official transactions is 3.93 for US$1; for un- 
official transactions, the exchange rate is 8.80 
Maldivian rupees for US$1. 

Foreign investments in Maldives are governed by Law 
No. 25/79. The law came into force from 1 May 1979. 
For foreign investment in tourist resorts and tourist 
hotels, Law N o. 15/79 applies. 
Foreign investment is welcome. Preference is given to 
inVestments which satisfy the following: 

‘ ‘1 it provides employment for the locals; 
—‘ it contributes to the economic and social infra- 

" structure of the country; —, it could not have been made by local investors 
‘because of the size of the investment required or 
"kdue to the lack of technical expertise; — it is to be located in the outer atolls rather than 
kin the vicinity of Male; — ‘the product of the proposed investment is locally 
marketable at competitive prices and thereby the 
import of such products is reduced; 

—- 
it utilizes local materials; — 
it trains local employees with the aim of employing 
them at technical, skilled and management level. 

App}ication for investment must be made in the‘pre- 
scribed form to the Department of Tourism and Foreign 
Inve'stment together with the following: — 

g comprehensive feasibility report; — draft copy of the Memorandum and Articles of 
Association; — a\recognized bank reference; - tHe draft agreement between the foreign investor 
arigl Maldivian investors; — a c‘overing letter; and — other information relevant to the proposed venture

~ 
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such as the terms and conditions of foreign partici- 
pation. 

The proposed capital of the investment must be clearly 
stated in a convertible currency acceptable to the 
Department. 
The Department of Tourism and Foreign Investment 
will appraise the investment project in consultation with 
other concerned Departments and Ministries of the. 
Government. 
The decision to approve or reject the proposal will be 
made and notified to the applicant as soon as possible; 
the length of time will depend largely on the complete- 
ness and adequacy of the supporting data. ' 

Once the approval is granted, a licence will be issued in 
the name of the applicant. In general, the project must 
be implemented within six months from the date of 
issue of 'the licence. However, the period of time for the 
implementation of the project may be varied and speci- 
fied in the licence, if the circumstances warrant it. 

Under certain circumstances, the Government may, 
before issuing the licence, issue a letter of intent so that 
the prospective investor is assured of the licence after he 
has incurred expenses of making feasibility and tech- 
nical studies. 
The prospective investor must register his company, 
within seven days of the issuance of the licence, with 
the Ministry of Home Affairs, Male. Further, prior to 
the commencement of the investment project, one 
fourth of the approved capital must be deposited with 
a local bank agreeable to the Department of Tourism 
and Foreign Investment. In addition, the investor must 
sign an agreement with the Department of Tourism and 
Foreign Investments. 
Guarantee is given against the closure of the investment 
during the agreement period, except where the investor 
is engaged in an activity detrimental to the security of 
the country. The draft agreement provides for a period 
of five years, but this is renewable. 
Remittance of profits in accordance with the terms of 
the agreement and repatriation of the liquidation-pro- 
ceeds in the event of the closure of the investment 
(voluntary or compulsory) are guaranteed. 
The following incentives are granted: - exemption from duty on import of machinery, 

equipment, raw materials and any other articles 
of daily necessity for the use of the investor or 
his foreign employees, for a period of eight years; — exemption of the investor and foreign employees 
from all corporate tax, income tax and any local 
taxes for a period of seven years (for local invest- 
ment, the tax holiday period is limited to five 
years); however, it must be noted that at present 
no taxes other than tourism tax and the bed night 
tax are levied in Maldives; ' 

—— exemption from export duty for a period of ten 
years; 

—- guarantee for repatriation of profits and capital; — guarantee against closure of the investment by the 
Government during the period of the agreement. 

Any dispute arising between the Government and the 
I © 1980 International Bureau of Fiscal Documentation — BULLETIN 

foreign investor will be referred to the Maldivian Court 
of Law for adjudication; the decision‘of the court is 
final and conclusive. 
Books of .accounts must be maintained in such a manner 
that expenditure and revenue can be determined there- 
from independently. The accounts may be maintained 
in Maldivian rupees, US. dollars or in any foreign 
currency acceptable to the Department of Tourism 
and Foreign Investment. The books and the supporting 
documents must be maintained in Divehi or in English 
and they must not be destroyed without prior permis- 
sion of the Department. The Department of Tourism 
and Foreign Investment may require the investor to 
submit, for auditing purposes, the books of accounts 
and supporting documents to the authorised officials. 
At the end of each financial year or, failing this, every 
calendar year, the balance sheets and profits and loss 
statements must be prepared. 
Law No. 15/79 applies to investments in tourist resorts 
and tourist hoteLS. Tourist resort means an island or a 
special area of an island where board and lodging 
facilities are generally provided for tourists. Tourists 
hotel means a place in an inhabited island where board 
and lodging facilities are generally provided for tourists. 
Under this law, tourist resorts and tourist hotels in 
Maldives must be registered at the Department of 
Tourism and Foreign Investment. The number of beds 
in such resorts or hotels must also be registered. Any 
change in the number of registered beds in a tourist 
resort or a tourist hotel may be made only after the 
Department of Tourism and Foreign Investment is duly 
notified and the change duly registered. Where the 
owner of such resort or hotel wishes to entrust the 
management to another party, either by a lease or on 
any other basis, an application must first be made to 
the Maldivian Government. The management may be 
entrusted to such other party only if the Maldivian 
Government declines to accept the management of the 
resort or hotel. When approval is obtained, the manage- 
ment must be entrusted to the other party through the 
Department of Tourism and Foreign Investment. No 
tourist resort or tourist hotel shall be taken over by the 
Government without giving at least two years’ notice, 
except where it is required for the country’s defence. 
Private owners of tourist resorts and tourist hotels will 
be subject to - — a tourism tax of US$3.00 per registered bed per day, 

after 2 years of operation; and - a bed night tax of US$1.00 per registered bed per 
day. 

However, the imposition of these taxes on the number 
of beds varies according to the tourist season. For 
November through January, these taxes will be imposed 
on 80 percent of the registered beds and must be paid 
before 15 February. For February through April, these 
taxes will be imposed on 60 percent of the registered 
beds and shall be paid before 15 May. The taxes for 
May through October will be on 20 percent of the 
registered beds; the taxes for May, June and July must 
be paid before 15 August and the taxes for August, 
September and October must be paid before 15 Novem- 
her. 
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UNITEDSTATES 
TERRITORIALINCOME TAX SYSTEMS 
Income taxation in the Virgin Islands, Guam, the Northern Mariana Islands 

and American Samoa (A U. 3. Treasury Report) 

I. INTRODUCTION AND SUMMARY 
This Report examines the income tax systems of the Virgin Islands, Guam, 
_the Northern Mariana Islands and American Samoa. The U.S. Treasury has 
two interests in the workings of these income tax systems. The first and 
more historical is that these systems bear a special relationship to the Federal 
income tax. Not only do the territorial tax codes “mirror” the Federal code, 
but U.S. citizens who are inhabitants of the Virgin Islands, Guam, or the 
Northern Mariana Islands are relieved of the obligation of filing a Federal 
return and paying Federal taxes by doing so in the territory. No other tax 
jurisdictions in the world are accorded this status. This special status, 
together with the industrial incentive programs which provide for a rebate of 
territorial income taxes, has created for the U.S. Treasury and Internal 
Revenue Service an unending series of technical problems which canhot be 
resolved satisfactorily under existing statutory authority. 

More recently, the Administration has been concerned with the slow growth 
of the private economic sector in the territories, the growing fiscal problems 
of the territorial governments and their increasing dependence on the 
Federal government for financial support. Because the dollar value of the 
territories’ income tax collections, despite inflation, has increased only 
slightly over the last five years, the territorial income tax systems appear to 
be failing to fulfill their basic, revenue-raising objective. 

The Administration’s concern for the territories’ economic development, 
financial problems, and .political status is reflected in a separate series of 
Interagency Task Force Reports and, accordingly, will not be addressed 'in 
any detail here. This Report has a narrower, more technical objective. It 
seeks to evaluate the territorial income tax systems in terms of their ability 
to raise revenues in a straightforward and equitable fashion. Section II 
reviews the essential features of the Federal income tax laws, which, under 
the “mirror” systems, are the basis of the territorial income tax systems. 
Section III describes the operation of each territory’s mirror system and the 
problems of coordination with the Federal income tax system. Section IV 
evaluates the territorial tax systems in terms of raising revenue, equitable 
treatment of territorial versus stateside residents, and simplicity of 
compliance and administration. 

The Report concludes that the territorial income tax systems are functioning 
poorly and should be overhauled. Specific proposals for reform are being 
considered by the Administration in light of overall Federal policy toward 
the territories and will be advanced shortly. 
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Summary 
In general, territorial residents and corporations 
operating in the territories file returns and pay taxes to 
the territory which they inhabit and, by doing so, are 
relieved of such obligations to the Federal government. 
Each territory is a separate tax jurisdiction adminis- 
tering income tax laws which are identical to those in 
force in the United States. To give the Federal code its 
proper effect in each territory, the words “Virgin 
Islands”, “Guam”, “Northern Mariana Islands” or 
“American Samoa” are substituted for the words 
“United States” where appropriate in the Federal 
Internal Revenue Code. This results in what have come 
to be known as the “mirror” codes. Together with 
various special provisions differing from territory to 
territory, but all relating to the coordination of Federal 
and territorial income taxation, the “mirror” codes 
govern the system of income taxation in each U.S. 
territory. 
The “mirror” systems are, at least in principle, well 
suited to meeting three objectives. First and foremost, 
they provide the territories with local tax revenues for 
meeting a part of their government expenditures. 
Second, they subject territorial and mainland residents 
to comparable income tax burdens. Third, they may 
simplify income tax administration by providing the 
territories with a tax code, regulations, tax forms and a 
judicial system. 
Although having the territories mirror the Federal 
income tax system seems well suited to these three 
objectives, in actual practice the results have been 
disappointing. The most obvious disappointment has 
been in the amount of income tax revenues collected by 
the territories.

' 

In the Virgin Islands and Guam, income tax revenues as 
a percentage of gross territorial product fell by more 
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than one third in the period 1973 through 1978.‘The 
reports of the Federal comptrollers for the territories 
and the recently released GAO report on Guamanian tax 
administration1 suggest substantial deficiencies in 
procedures for collecting taxes due. The territories have 
attributed this drop in income tax collections to recent 
changes in the Federal income tax (such as the increase 
in the standard deduction) which were automatically 
mirrored in the territorial tax codes. As demonstrated 
below, however, the loss of territorial tax revenues must 
be attributed to other factors. 
The mirror systems have also failed to ensure that 

-territorial and mainland residents are subject to 
comparable income tax burdens. In all territories, the 
poor records of administration and compliance have 
widened the gap between the law and actual practice. 
Moreover, the substance of the territorial income tax 
laws produces inequities in the tax treatment of 
mainland residents vis-é-vis‘ residents of the territories. 
Under the Virgin Islands mirror system, mainland 
residents who derive income from the Virgin Islands are 
eligible for fewer deductions and subject to possibly 

- higher tax rates than they would be if they were V.I. 
residents. Under the Marianas mirror system, 100 
percent of the tax on Marianas-source income is rebated 
to Marianas residents. Under the Guamanian mirror 
system, 75 percent of the tax paid to Guam on foreign 
earned income may be rebated to Guamanian residents.. 
In addition to reducing equity, these rebate provisions 
undermine Federal tax administration bypncouraging 
US. Citizens to establish (or claimmfi) Hive established) 
residence in the territories in order to avoid having to 
file a Federal return, pay Federal’tafi and be subject 
to Federal audit. 

BRAZ‘L 

1. Report by the Comptroller General of the United States, “The 
Government of Guam’s Administration of Its Income Tax Pro- 
gram”, GGD-80-3, October 3, 1979. 
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Although basing the territorial income tax systems on 
the Federal tax laws has the advantage of giving the 
territories a ready-made income tax together with 
published regulations, tax forms, and a judicial system, 
the need to mesh the Federal and territorial tax 
jurisdictions has given rise to numerous problems. 
Because the laws governing the coordination of the 
Federal and territorial tax systems are in many cases 
conflicting or ambiguous, these questions cannot be 
resolved satisfactorily under existing statutory authori- 
ty. For example, section 935 of the Internal Revenue 
Code provides that Guamanian residents are free of 
Federal income tax liability. Another section of the 
Code permits the United States to withhold Federal 
taxes on pensions paid to retirees resident on Guam. 
The provisions by which such withholding taxes were 
paid over to the Guamanian treasury were apparently 
repealed in 1972. These and other inconsistencies are 
continual irritants in U.S.-territorial relations. 
A final problem with the territorial tax systems is that 
they provide an inefficient and costly system of tax 
incentives for territorial investment. In general, current 
law permits corporations to operate in the territories 
free of Federal income tax on their territorial source 
income, while it permits the territories to enact 
companion tax-incentive programs. The rationale of the 
current Federal law is to promote the economic 
development of the territories, but the law does not 
relate the Federal tax foregone to the benefits received 
by the territories; The relief from Federal tax and the 
rebate of territorial tax on territorial source income 
encourages profit-sharing to the territories, and 
generates numerous and severe transfer-pricing prob- 
lems for the Internal Revenue Service. In one case, the 
tax relief granted by territorial law and then 
“preserved” by Federal law represented almost $60,000 
for every Virgin Islands employee. 

II. FEDERAL INCOME TAXATION OF INDIVID— 
UALS AND CORPORATIONS 

A. U.S. citizens, residents and corporations 

To understand the systems of income taxation in the 
Virgin Islands, Guam, the Northern Mariana Islands, and 
American Samoa, one must first understand certain 
essentials of the Federal system of taxation of 
individuals and corporations. U.S. citizens,2 non-U.S. 
citizens who are resident in the United States, and 
corporations organized under the law of the United 
States or of any State are all taxed on their worldwide 
gross income less allowable deductions. Corpbrations are 
taxed on income of unincorporated branches operating 
abroad as well as at home, and on dividends,3 interest 
and other income received from domestic and foreign 
subsidiaries. U.S. corporations are not subject to Federal 
tax on earnings retained by a foreign subsidiary unless 
such income has certain “tax haven” characteristics as 
defined under the Internal Revenue Code. 
In general, deductions are allowed for all ordinary and 
necessary expenses of earning income. Individuals may 
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either itemize deductions or claim the standard 
deduction (zero-bracket amount).4 Individuals ma‘y also 
exempt $1,000 of income for themselves, for each 
qualifying dependent, and on account of age or 
blindness. U.S. citizens who are resident in a foreign 
country may deduct “excess” housing and other living 
costs, costs of dependents’ education, and home-leave 
transportation.5 
Net inCBme is taxed at progressive rates: the maximum 
rate for individuals is 70 percent; for corporations, the 
top rate is 46 percent. Married individuals filing jointly 
and unmarried individuals pay a maximum rate of 50 
percent on wages, salaries and other personal service 
income. The total tax liability can be offset by various 
tax credits, such as the investment tax credit and the 
foreign tax credit. The investment tax credit generally 
equals 10 percent of the value of equipment and other 
qualifying assets “placed in service” in the United 
States; the credit is not available for assets placed in 
service outside the United States.6 The foreign tax 
credit is a dollar-for-dollar credit available for- income 
taxes paid to foreign governments. However, to prevent 
the foreign tax credit from offsetting U.S. tax on 
domestic income, the amount of credit is limited to the 
U.S. tax liability on foreign source income. 

B. Nonresident aliens and foreign corporations 

Under some circumstances, a foreign individual will pay 
a higher U.S. tax if he is not considered a resident of the 
United States; in other circumstances, his U.S. tax will 
be lower. Accordingly, the criteria for determining 
residence are important in determining the U.S. tax 
liability of a non-U.S. citizen. Regulations issued under 
the Internal Revenue Code provide standards for the 
determination of residence: 
“An alien actually present in the United States who is 
not a mere transient or sojourner is a resident of the 

2. Although persons born or naturalized in the Virgin Islands and 
Guam are U.S. citizens, for convenience of exposition references 
in this paper to “U.S. citizens” will mean only individuals born or 
naturalized within the-fifty States and the District of Columbia. 
The source of this distinction is the Internal Revenue Code, 
sections 932 and 935, and the Revised Organic Act of the Virgin 
Islands, section 28(3). Persons born or naturalized in the 
Northern Mariana Islands will become U.S. citizens upon the 
termination of the Trusteeship Agreement, expected in 1981. 
3. Affiliated corporations that do not file consolidated returns: 
are allowed to deduct from their income 100 percent of “quali- 
fying dividends” received from members of the affiliated group. 
Only U.S. corporations may qualify as members of an affiliated 
group for purposes of the dividends-received deduction. 
4. The zero-bracket amount is $3,400 for married individuals 
filing jointly, $1,700 for married individuals filing separately, and 
$2,300 for unmarried individuals. 
5. Taxpayers who must live in construction, mining or other 
“camps” may exclude $20,000 of income earned abroad in lieu 
of taking the otherwise applicable deductions for excess living 
costs. 
6. An exception to this rule is made for assets placed in service in 
,a U.S. territory, provided that the taxpayer does not receive the 
tax relief benefits of section 931, 932, 933, 934, or 936. (U.S. 
Income Tax Regulations section 1 .48:1(g)(vii)). 
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‘length of his stay, 

United States for purposes of the income tax. 
Whether he is a transient is determined by his 
intentions with regard to the length and nature of his 
stay. A mere floating intention, indefinite as to time, 
to return to another country is not sufficient to 
constitute him a transient. If he lives in the United 
States and has no definite intention as to his stay, he 
is a resident. One who comes to the United States for 
a definite purpose which in its nature may be 
promptly accomplished is a transient; but, if his 
purpose is of such a nature that an extended stay may 
be necessary for its accomplishment, and to that end 
the alien makes his home temporarily in the United 
States, he becomes a resident, though it may be his 
intention at all times to return to his domicile abroad 
when the purpose for which he came has been 
consummated or abandoned. An alien whose stay in 
the United States is limited to a definite period by 
the immigration laws is not a resident of the United 
States within the meaning of this section, in the 
absence of exceptional circumstances.”7 

The intention of an individual is usually inferred from 
the terms of his vii? for entering the United States, the 

is ownership of a home or the terms 
of an apartment or office lease. 
A foreign national who is not a resident of the United 
States (a nonresident alien) or a foreign corporation 
may have three types of income for U.S. tax purposes: 
1. Income effectively connected with a U.S. trade or 
business. Such income can be offset by deductions and 
is taxed according to the same general rules as those 
applicable to income earned by U.S. residents and 
domestic corporations. This category includes an 
individual’s wages, salary or other remuneration for 
personal services performed within the United States, 
and profits attributable to a U.S. plant or office of a 
foreign corporation. 

2. Interest, dividends, rents and other “fixed and 
determinable, annual or periodic” income (plus certain 
other types of income) which are U.S.-source, but not 
effectively connected with a U.S. trade or business. This 
income cannot be offset by deductions and is taxed at a 
flat rate of 30 percent (or less if covered by a tax treaty 
with a foreign country). 
3. All other income (including son‘fe U.S.-source 
income) which is exempt from U.S. taxation. 
Although effectively connected income is generally 
taxed as if it has been earned by a U.S. resident or 
domestic corporation, some differences do occur in the 
tax treatment of a nonresident alien or foreign 
corporation with respect to such income: — A nonresident alien’s or foreign corpofation’s losses 
effectively connected with a U.S. trade or business 
cannot be used to offset U.S.-source interest, dividends, 
and other income not effectively connected with a U.S. 
trade or business. — A nonresident alien can claim only one personal 
exemption. Additional exemptions cannot be claimed 
for dependents or on account of the individual’s age or 
blindness. 

© 1980 International Bureau of Fiscal Documentation — BULLETIN 

— A nonresident alien must itemize deductions — that 
is, he cannot claim the zero-bracket amount. Apart from 
charitable contributions, deductions are generally 
limited to those allocable to income effectively 
connected with the U.S. trade or business. - A nonresident alien generally cannot file a joint 
return with his spouse.8 Not only will he be subject to 
the harsher limitations and schedules applicable to 
married individuals filing separate returns, but he cannot- 
limit his tax on personal services income (wages and 
salary, etc.) to the otherwise applicable maximum rate 
of 50 percent. — A nonresident alien may not elect, nor join with 
others in electing, to have a U.S. corporation in which 
he is a- shareholder taxed according to the rules of 
Subchapter S. The Subchapter S rules allow a U.S. 
corporation with 15 or fewer shareholders to elect not 
to pay tax provided its shareholders include a 
proportionate share of the corporation’s income or loss 
in their income. 

C. Recent changes in Federal income taxation 

Taxation of individuals and corporations was changed 
significantly by the Tax Reduction Act of 1975, the 
Tax Reform Act of 1976, the Tax Reduction and 
Simplification Act of 1977, and the Revenue Act of 
1978. The overall thrust of the changes in the taxation 
of individuals was to offset the impact of inflation on 
effective tax rates, defined as the ratio of personal taxes 
to income. 
With a progressive tax structure, increases in nominal 
income that move a taxpayer into a different rate 
bracket can dramatically increase his tax burden. 
Furthermore, with exemptions and deductions stated in 
fixed dollar terms, taxable income during a period of 
high inflation rises more rapidly than the inflation. Real 
income - the taxpayer’s actual purchasing power — may 
stay the same or actually decline, but his tax liability 
increases in real terms as a result of the inflation of his 
income. ' 

Table 1 on the following page shows the impact on real 
income tax liabilities of the 50 percent inflation of the 
dollar in the period 1972 to 1979. This table expresses 
all amounts in 1979 dollars, and assumes that the real 
incomes of taxpayers stayed the same in this period. 
The 1972 income tax in column 2 is calculated by 
applying the 1972 tax laws to the various income levels 
translated into 1972 dollars; the hypothetical 1979 
income tax in column 4 is calculated by applying the 
1972 tax laws to the various income levels translated 
into 1979 dollars. Comparison of columns 2 and 4 
shows that, in the absence of changes in the Federal tax 
laws, inflation would have increased the effective tax 
rate for individuals in the' lowest income levels by at 

7. Income Tax Regulations section 1.871-2(b). 
8. If a nonresident alien is married to a U.S. citizen or resident, 
the nonresident alien may elect to join his or her spouse in filing a 
joint return. If this election is made, the nonresident alien indivi- 
dual is treated as a resident for U.S. tax purposes, and thus the 
married couple is taxable on its combined worldwide income. 
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least 100 percent. At higher income levels, the effective 
tax rate for individuals would have risen between 
roughly 15 and 50 percent in the period 1972 to 1979. 

TABLE 1 

Impact of inflation on income tax burdens in 1979, 
assuming 1972 tax law 

(1979 dollars) 

Sing/e returns

~~ 

Hypothetical 1.979 
1972 Income tax Income tax 

1979 Levels of Effective Effective 

wage income 1 Amount tax rate Amount tax rate 

2,500 O 0 n.a. n.a. 

5,000 216 4.3 509 10.2 
7,500 640 8.5 1,006 13.4 
10,000 1,000 11.0 1,448 14.5 
12,500 1,496 12.0 1,807 14.5 
15,000 1,900 127 2,341 15.6 
20,000 2,829 14.1 3,461 17.3 
25,000 3,809 15.2 4,738 19.0 
30,000 4,875 16.3 6,179 20.6 
40,000 7 ,285 18.2 9 ,460 23.7 
50,000 10,092 20.2 13,214 26.4 

100,000 28,100 28.1 32,463 32.5 

Join t re turns with two dependen ts

~~ 

Hypothetical 1.979 
1972 Income tax Income tax 

1979 Levels of Effective Effective 

wage income 1 Amount tax rate Amount tax rate 

2,500 0 O n.a. n.a. 

5,000 0 0 n.a. n.a. 

7.500 21 0.3 255 3.4 
10,000 369 3.7 982 9.8 
12,500 668 5.3 1,391 11.1 

15,000 989 6.6 1,619 10.8 
20,000 1,713 8.6 2,414 12.1 

25,000 2,458 9.8 3,384 13.5 
30,000 3,305 1 1.0 4,468 14.9 
40,000 5,153 12.9 7,083 17.7 
50,000 7,259 14.5 10,184 20.4 

22,433 22.4 29,114 29.1 100,000 

Office of the Secretary of the Treasury 
Office of Tax Analysis June 17, 1979 

Note: Deductible expenses assumed to equal 23 percent of gross income. 
1 Equivalent 1972 and 1979 real incomes are derived from the consumer 

price index: 1972 = 125.3; 1979 (estimated) = 214.15 

What the changes in the tax law after 197 2 did was to 
offset the tendency of inflation to subject taxpayers to 
higher tax rates. The general tax credit of $35 for each 
taxpayer and dependent (regardless of income), the 
earned-income credit for low-income individuals (a 
credit which is refunded to the individual if it exceeds 
his pre-credit tax liability), increases in the amount of 
the stand deduction,9 and, in 1975 only, a rebate of 
10 percent of the previous year’s taxes up to a limit of 
$200, were all of particular benefit to low-income 
individuals. The Revenue Act of 1978 focused its tax 
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reductions on middle—to-upper income taxpayers (who, 
in turn, were hardest hit by the increased Social 
Security tax). This Act reduced statutory tax rates, 
widened tax brackets, and increased the personal 
exemption from $750 to $1,000 per taxpayer and 
dependent. 
Table 2 compares the impact on effective tax rates of 
the tax law changes and of inflation. Like Table 1, it 
expresses all amounts in 1979 dollars. Table 2 shows 
that for income levels below $15,000, the changes in the 
tax laws offset roughly 85 percent of the increase in tax 
liabilities caused by inflation. For income levels of 
$15,000 or more, the changes in the tax laws offset 
from 66 percent to 15 percent of the increase in tax 
liabilities due to inflation, with the lower percentages 
applicable to the higher income levels. Otherwise stated, 
effective rates were allowed to rise by between 2 and 5 
percent of income at the middle and upper income 
levels.10 

A critical implication of Table 2 is that despite the 
substantial tax reductions made by the 1975, 1976, 
1977, and 1978 revenue acts (whose cumulative impact 
is shown in column 2 of Table 2), the ratio of personal 
taxes to earned income tended slightly to increase for 
most real income classes. This point will be developed in 
Section IV below. It has important implications for the 
validity of the territories’ Claims for Federal reimburse- 
ment for revenue losses incurred as a result of changes in 
the Federal income tax. 

III.TERR|TOR|AL INCOME TAXATION AND THE 
RELATIONSHIP TO FEDERAL TAXATION 

A. Virgin Islands 

1. Basic tax system 
“The income tax laws in force in the United States of 
America and those which may hereafter be enacted 
shall be held to the likewise in force in the Virgin 
Islands, except that the proceeds of such taxes shall 
be paid into the treasuries of said islands.” 

With this section of the Naval Appropriations Act of 
1922, Congress provided for an income tax in the Virgin 
Islands. Court interpretations have indicated that this 
provision created an income tax jurisdiction distinct 
from that of the United States. The Internal Revenue 
Code defines the United States to include only the fifty 
States and the District of Columbia, .and defines 
“domestic” when applied to a corporation to mean 
organized in the United States. Since the Virgin Islands 
mirror system substitutes the words “Virgin Islands” 
for the words “United States” where appropriate, 
United States residents and corporations are treated as 

9. Because middle-to-upper income taxpayers tend to itemize 
deductions, increases in the standard deduction tend to be of less 
benefit to them. 
10. The increase in 1979 effective tax rates at the upper income 
levels will in future years be partly offset by the more liberal tax 
treatment of capital gains provided by the Revenue Act of 1978. 
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nonresident aliens and foreign corporations for purposes 
of Virgin Islands income taxation. 
Because the Internal Revenue Code subjects nonresi- 
dents aliens to different rules than residents, the Virgin 
Islands mirror system may result in inequities in the 
taxation of U.S. persons who derive income from the 
territory. Some of the specific consequences of the V.I. 
mirror system for a resident of the United States are 
that: 
— His Virgin Islands “not effectively connected” 
income is taxed at a flat 30 percent rate on a gross basis; — He is not allowed to take deductions except to the 
extent that they are related to income effectively 
connected with the Virgin Islands trade or business; — He may take only one personal exemption; — He is not entitled to file a joint return unless his 
spouse is a Virgin Island resident; if he is unmarried, he 
may not use the “head of household” rate schedule. 
Although a U.S. resident can claim a foreign tax credit 
against his Federal tax liability for taxes paid to the 
Virgin Islands, the above provisions of the Virgin Islands 
Code could compel a tax in excess of the Federal 
foreign tax credit limitation. 
While the Virgin Islands tax administration and the 
Internal Revenue Service uphold the mirror system, as 
described above, two recent court decisions11 have 
questioned the validity of the treatment of U.S. persons 
as foreign for purposes of Virgin Islands taxation. In 
Chicago Bridge,12 the Third Circuit stated that it would 
be contrary to its understanding of Congress’ intentto 
compel a U.S. taxpayer to pay a higher tax to the Virgin 
Islands than he would be required to pay on the same 
income to the United States: 

“The scheme of the statute (the Naval Appropriations 
Act of 1922) is to impose a tax obligation to the 
Virgin Islands equivalent to what the United States 
would collect on the same income, but for the mirror 
system More basically, Congress has aided the 
Virgin Islands by giving them the same tax, not more, 
than the United States would otherwise collect on 
Virgin Islands business.” 

Administering the territorial tax in order to achieve the 
result of equivalency would require the law to be 
changed to treat U.S. citizens, residents, and corpbra- 
tions as domestic, not foreign. It means applying the 
territorial income tax as if the territory included the 
United States. 

A second basic feature of the Federal law government 
income taxation in the Virgin Islands is that individuals 
and corporations which are “inhabitants 6f the Virgin 
Islands” satisfy their Federal tax liability by filing a 
Virgin Islands tax return and paying Virgin Islands tax. 
The Revised Organic Act of 1954, section 28(a), 
provides that: 

“the term ‘inhabitantsof the Virgin Islands’ as used in 
this section shall include all persons whose permanent 
residence is in the Virgin Islands, and such persons 
shall satisfy their income tax obligations under 
applicable taxing statutes of the United States by 
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TABLE 2 
Cumulative change in tax liabilities, 1972-1979 

(1979 dollars) 
Single returns

~ ~ ~ ~

~ ~~ ~ 

Change due Total change 
1979 Levels of to change in Change due In effective 
wage income 1 law 2 to inflation In amount tax rate 

2,500 O O 0 0 
5,000 —259 293 34 0.7 
7,500 —313 366 53 0.7 
10,000 ~272 348 76 0.8 
12,500 —222 311 89 0.7 
15,000 —293 441 

h 

148 1.0 
20,000 —345 632 287 ' 

1.4 
25,000 ~374 929 555 2.2 
30,000 —460 1 .304 844 2.8 
40,000 ~574 2,175 1,601 4.0 
50,000 —654 3,122 2,468 4.9 

100,000 —671 4,363 3,692 3.7 

Joint returns with two dependents 

Change due Total change 
7979 Levels of to change in Change due In effective 
wage income 1 law 2 in inflation In amount tax rate 

2,500 0 O O 0 
5,000 O O O 0 
7,500 —255 234 —21‘ —O.3 

10,000-~ —608 613 5 0.1 
12,500 —599 723 124 . 1.0 
15,000 —385 630 245 1.6 
20,000 —401 701 300 1.5 
25,000 —483 926 443 1.8 
30,000 —549 1,163 614 2.0 
40,000 —770 1 .930 1,160 2.9 
50,000 ~861 2,925 2,064 4.1 

100,000 —1 ,236 6,681 5,445 5.4 

Office of the Secretary of the Treasury 
Office of Tax Analysis June 17, 1979 
Note: Deductible expenses assumed to equal 23 percent of gross income. 
1 Equivalent real incomes are derived from the consumer price index: 

1972 = 125.3; 1973 = 133.1; 1974 = 147.7; 1975 = 161.2; 1976 = 
170.5; 1977 =181.5; 1978 = 195.4; 1979 (estimated) = 214.15. 

2 The refundable portion of the earned income credit is not included. 

11. Chicago Bridge and Iron Co. v. Wheatley, 430 F. 2d 973 (3rd 
Cir. 1970) and Vitco, Inc. v. Govt. of V.I., 560 F. 2d 180 (3rd 
Cir. 1977). The Vitco case is discussed below.

' 

12. The issue in Chicago Bridge was whether a U.S. corporation 
was entitled to use the Western Hemisphere Trade Corporation 
deduction to reduce its income téx liability to the Virgin Islands. 
The District Court denied the deduction on grounds that the U.S. 
corporation was a foreign corporation for purposes of Virgin 
Islands income taxation. Reversing the lower court decision, the 
Third Circuit held that “substantive equality of treatment in 
determining deduction under V.I. mirror system of taxation re— 
quires the term ‘domestic’ to be given the same meaning under 
V.I. Code as under [the Federal Internal _ Revenue Code].” 
Accordingly, the Third Circuit held that the U.S. corporation was 
entitled to use the WHTC deduction to reduce its Virgin Islands 
income tax liability. 
At the request of the Virgin Islands, Congress provided that for 
tax years beginning in 1972, neither U.S. nor V.I. corporations 
are permitted the WHTC deduction in computing their Virgin 
Islands income tax liability. (Revenue Act of 1971, PL. 92-178, 
section 307). 
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paying their tax on income derived from all sources 
both within and outside the Virgin Islands into the 
Treasury of the Virgin Islands.” 

Thus, a resident of the Virgin Islands or a corporation 
deemed to be a V.I. inhabitant does not file a US. 
income tax return or pay tax to the Federal 
government. However, all other US. citizens, residents 
and corporations which derive income from the Virgin 
Islands file two tax returns and receive a foreign tax 
credit to offset their US. tax liability with respect to 
income derived from or effectively connected with the 
Virgin Islands. 
Section 28(a) of the Revised Organic Act has made the 
Virgin Islands attractive to US. corporations seeking to 
avoid taxation. In the absence of an IRS ruling to the 
contrary, certain US. corporations have apparently 
interpreted section 28(a) to provide that a US. 
corporation whose principal office is in the Virgin 
Islands may qualify as an “inhabitant of the Virgin 
Islands”. Under this interpretation, the US. corporation 
would avoid all taxation on income derived from or 
effectively connected with the United States. This 
would be possible because, as a Virgin Islands 
inhabitant, it would not be subject to US. tax and, 
under the mirror system,- it would be liable for Virgin 
Islands tax only on income derived from or effectively 
connected with the Virgin Islands. Whether or not a 
US. corporation can qualify as an inhabitant of the 
Virgin Islands, and thereby avoid US. tax, is the subject 
of a pending revenue ruling. 
A further means of tax avoidance may be available to 
the parent corporation of a US. corporation which 
qualifies as a V.I. inhabitant. Dividends paid by such a 
corporation to its parent would arguably be eligible for 
a 100 percent dividends-received deduction, and thus be 
free of US. tax. At the same time, the parent 
corporation could claim a foreign tax credit for any 
withholding tax paid to the Virgin Islands with respect 
to such dividends. This foreign tax credit could offset 
the parent’s US. tax liability on income sourced in 
low-tax foreign countriestln such a case, the foreign tax 
credit would not serve its intended purpose of relieving 
double taxation. 
Current law may not provide for a reasonable solution 
either to the proper treatment of US. corporations 
under section 28(a) of thevRevised Organic Act or to the 
inequitable treatment of US. citizens under the V.I. 
mirror system. The Virgin Islands has several times 
expressed interest in legislation which would provide for 
identical treatment of US. and V.I. persons under the 
mirror system.13 

2. Tax incentives for investment in the Virgin Islands 
The Virgin Islands- has. a tax-incentive program which - 

rebates to qualifying companies 90 percent of territorial 
‘taxes on Virgin Islands-source income. Section 934 of 
the Federal Internal Revenue Code limits such rebates 
of Virgin Islands taxes to those corporations 80 percent 
of whose gross income is Virgin Islands-source and 50 
percent of whose income is derived from the active 
conduct of a trade or business in the Virgin Islands. 
Provisions of the Virgin Islands law establish other 
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requirements which a corporation must meet in order to 
qualify for the tax rebates. The principal requirements 
are that it: — invest at least $50,000, exclusive of inventory, in a 
Virgin Islands industry or business; - agree in writing to give preference in employment 
and contracting to Virgin Islands residents and 
corporations; — obtain approval from the Commissioner of Labor‘ 
prior to hiring nonresident workers; and — conform to ecological standards established by 
Federal or local law. 

-In addition to these specific requirements which must 
be met by an applicant for V.I. tax relief, the Virgin 
Islands consider applications in light Of the following 
general guidelines: 
—- the extent to which the proposed enterprise may 
pollute the environment; 
- the applicant’s requirements for utilities, social 
services, and other resources; — the applicant’s capacity to employ Virgin Islands 
resident labor; and — the proposed industry’s compatibility with existing 
businesses in the Virgin Islands. 
Corporations which are beneficiaries of the V.I. 
Industrial Development Program may receive rebates of 
90 percent of corporate income taxes paid, rebates of 
90 percent of customs duties, and/or 100 percent 
exemptions from the V.I. real property tax, gross 
recepts tax and/or excise tax. Any particular package of 
benefits is negotiated between the applicant and the V.I. 
Industrial Development Commission. SubEidies and 
exemptions are permitted for 10 years, but the 
beneficiary under the Industrial Development Program 
may be granted renewal of those benefits subject to the 
approval of the Governor of the Virgin Islands. 
A corporation which qualifies under section 934 and the 
V.I. Industrial Development Program for a rebate of 90 
percent of its income taxes, pays a maximum income 
tax rate in the Virgin Islands of 4.6 percent. If the 
corporation is also deemed to be a V.I. inhabitant under 
section 28(a) of the Revised Organic Act, then it is not 
subject to Federal tax. In 1977, nine U.S.-controlled 
corporations received the benefits of the V.I. income 
tax rebates and of section 28(a). The income tax 
subsidy granted these nine corporations amounted to 
$13.5 million in 1977 . This figure is the total amount of 

13. A 1975 resolution of the Virgin Islands legislature urged the 
US. Congress to adopt legislation to “eliminat[_e] the so called 
‘mirror system’ of taxation in all instances in which said system 
results in any United States citizen resident in-the Virgin Islands 
or any Virgin Islands corporation being denied any deduction, 
credit, election or exemption under the Internal Revenue Code of 
1954, as amended, by reason of the fact that the Virgin Islands is 
a separate taxing jurisdiction from the United States.” 
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Federal taxes foregone as a result of section 28(a),l4 
but only a small part of the Virgin Islands taxes 
foregone as a result of the V.I. tax-incentive legislation. 
The full amount of V.I. taxes foregone includes the tax 
relief provided to approximately 57 V.I. corporations, 
in addition to the nine U.S.—controlled corporations.ls 
It also includes the customs tax rebates and exemptions 
from V.I. property tax, gross receipts tax, and excise 
tax. Data are not available to estimate the total amount 
of taxes foregone by the Virgin Islands. 
In 1977, the income tax foregone per"‘employee of the 
nine U.S.-controlled corporations varied between 
$59,000 for one company and zero in the case of two 
companies with net losses. The $59,000 figure is five 
times larger than the average compensation paid to 
employees of these companies. The average income tax 
forgiveness per employee was $4,300, or 36 percent of 
the average compensation of these employees.16 

3. “Covering over” of Federal and territorial taxes 
The Revised Organic Act'~in section 28(a) provides that: 

“the proceeds of the United States income tax on the 
inhabitants of the Virgin Islarids shall be covered 
into the treasury of'the Virgin Islands, provided 
that such persons shall satisfy their income tax 
obligations under applicable taxing statutes of the 
United States by paying their tax on income derived 
from all sources both within and outside the Virgin 
Islands into the treasury of the Virgin Islands.” 

Since US. government employees stationed in the 
Virgin Islands are considered to be “inhabitants of the 
Virgin Islands”, the Internal Revenue Service pays ovefsr. 
to the Virgin Islands treasury US. income taxes 
imposed upon the compensation of US. government 
employees for services performed in the Virgin Islands. 
The Internal Revenue Service has interpreted section 
28(a) also to authorize the covering over of US. income 
taxes withheld on wage income of individuals who were 
residents of the United States for part of the tax year, 

_. but residents of the Virgin Islands as of the last day of 
the tax year. This latter source of Federal income taxes 
covered over has amounted to approximately $1 million 
annually in recent years. 

B. Guam 
1. Basic tax system 
The 1950 Organic Act of Guam provides, in language 
identical to that with respect to the Virgin Islands in the 
Naval Appropriations Act, that “The income tax laws in 
force in the United States of America and' those which 
may hereafter be enacted shall be held to be likewise in 
force in Guam”. From 1950 to 1972, the Guam 
territorial income~tax was administered according to a 
mirror system similar to that currently applied in the 
Virgin Islands. Because of the inequities which resulted 
under the Guamanian mirror system from taxing US. 
citizens not resident in Guam as nonresident aliens, 
Guam supported the enactment in 1972 of section 935 
of the Internal Revenue Code. 
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(a) Taxation bf individuals 
Section 935 simplifies the application of the Guamanian 
mirror system to individuals. Under this section, a US. 
or Guam citizen is required to file only one tax return — 
with Guam if he is resident there on the last day of the 
year, with the United States if he is resident in one (if 
the fifty States or the District of Columbia on the .last 
day of the year. Section 935 also provides that for 
purposes of the Guamanian individual income' tax, 
income from US. sources shall be treated as domestic 
source income; for purposes of the Federal individual 
income tax, income from Guamanian sources shall be 
treated asdomestic source. Section 935 allows full credit 
for taxes paid to or withheld by both jurisdictions 
without regard to the foreign tax credit limitation. 
Income taxes withheld by one jurisdiction (e.g., the 
United States) can be claimed as a' credit in the 
jurisdiction where the individual files his return (e.g., 
Guam) just as if the taxes had been withheld by the 
jurisdiction of residence (in this example, Guam). 
While PL. 92-606, which enacted section 935, 
eliminated inequities in thq taxation of US. citizens 
subject to the Guamanian/income tax, it gave rise to 
inequities in the diViSi/Gfl of revenues between the 
United States and Guam. Section 935 (and its 
companion section,_ 7654) apparently replaced the 
provisions of the Organic Act of Guam- relating to the 
disposition of Guam taxes}? The Organic Act provided, 
in pertinent part, that “Fe/deral income taxes derived 
from Guam ,«L. shall be covered into the treasury of 
Guam.” Th‘é legislative history of section 935 suggests 
that Congress intended to preserve Guam’s exclusive 
right to tax full-year residents of Guam and citizens of 
Guam not resident_in the United States. Accordingly, 
Congress provided ‘in section 935 that such perso'ns were 
“relieved of liability” for the United States income tax. 
However, the‘ provisions of the 1972 law did not make 
Federal tax withholding obligations consistent with the 
liability rules set down in section 935, nor (as an

r 

14. In the absence of special Federal provisions, a US. corpora- 
tion deriving income from a territory would have a tax liability to 
the Federal government as well as to the territorial government 
equal to 46 percent ’of its taxable income, less tax credits. To 
avoid double taxation, the Federal government would ordinarily 
grant a dollar-for-dollar foreign tax credit for taxes paid to the 
territory. By relieving territorial source income from Federal 
taxation,»the United States “preserves” the benefit of any tax 
relief granted by the territory. The amount of the revenue loss to 
the Federal treasury is the difference hgflvggqjhe taxes which 
would have been paid to the United States in the absence of 
section 28(3) and the actual tax payment to the territory. Since 
the territorial income tax system “mirrors” the Federal system, 
this amount also represents the income tax foregone by the 
Virgin Islands with respect to U.S.—controlled corporations. 
15. Data compiled by the Virgin Islands Commerce Department 
show that as of December 31, 1978, there were a total of 66 
active firms holding grants of tax relief from the Virgin Islands 
government. 
16. For a detailed discussion of the data sources used in estima- 
ting the cost of the V.I. tax-incentive program to the Federal 
treasury, see The Operation and Effect of the Possessions Corpo- ~ 

rations System of Taxation, Second Annual Report, pp. 84-99. 
17. Income Tax Regulations section 301.7654-1(a). 
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alternative) did they provide a comprehensive mecha- 
nism for the Federal government to cover these taxes 
over to the Guamanian treasury. Inconsistencies exist in 
three areas: — The United States withholds (and retains) tax on 
pension payments to retired military and civil service 
employees resident in Guam. — The United States withholds (and retains) tax on 
compensation paid to citizens of Guam serving in the 
US. armed forces. — The United States withholds tax on compensation 
paid to US. government employees in Guam. Currently, 
these withholding taxes are being covered over to Guam. 
In 1973, the Treasury advised the IRS that it should 
continue to cover over these withholding taxes as if 
section .30 of the Organic Act had not been fully 
superseded. 
These three issues have been of concern to both the 
Treasury and the Administration. The fiscal plight of 
Guam is increasingly serious and Guam needs to know 
the amount of Federal tax dollars on which it is entitled 
to rely. The Treasury Department indicated to the 
government of Guam that, if necessary, it would be 
prepared to seek statutory clarification. 

(b) Taxation of corporations 
Like the Virgin Islands, Guam taxes US. corporations as 
foreign corporations. Similarly, corporations chartered 
in Guam are considered to be foreign corporations for 
purposes of US. Federal taxation. However, PL. 
92-606 made an exception to this foreign treatment for 
purposes of the 30 percent withholding tax on interest, 
dividends, and other fixed or periodical payments. 
Under the new Code section 881(b), Guamanian 
corporations are not subject to the withholding tax on 
U.S.-source interest, dividends, etc. Under the “mirror 
image” of this provision, US. corporations are not 
subject to the withholding tax on Guam-source interest, 
dividends, etc. 

2. Tax incentives for investment in Guam 
Section 936 of the Internal Revenue Code allows a US. 
corporation, 80 percent of whose income is derived 
from a possession18 and 50 percent of whose gross 
income is effectively connected with a trade or business 
in a possession, to claim a special credit equal to the 
Federal tax attributable to income from the trade or 
business and to “qualified possession source investment 
income”. “Qualified possession source investment 
income” is derived from the reinvestment of income 
from a trade or business whithin the same territory. The 
effect of section 936 is to relieve a qualifying US. 
corporation from any Federal tax on indome from a 
possessions trade or business or from qualified 
investments within the possession in which the trade or 
business is conducted.” Other income (e.g., income 
earned from a trade of business outside the territory) is 
subject to the regular Federal income tax. 
Dividends paid to a US. corporation by a company 
whose Guam trade or business qualifies it for a section 
936 credit must be included in the gross income of the 
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US. shareholder. However, such dividends qualify for a 
100 (or 85) percent dividends-received deduction, which 
reduces gross income otherwise subject to Federal tax. 
Since the dividends-received deduction eliminates most 
or all of the Federal tax on repatriated earnings, no 
foreign tax credit is allowed for withholding taxes20 or 
income taxes imposed by the territory on the qualified 
earnings. The effect of all these provisions taken 
together is that the only tax imposed on the trade or 
business income or the qualified possession-source 
investment income is that imposed by the territory. 
Under Guamanian law, corporations organized in Guam 
or the United States may qualify for rebates of 75 
percent of Guam income taxes. In order to qualify for r 

the rebates, a corporation must meet minimum 
investment and certain other requirements, such as 
increasing employment, replacing imports, or creating 
needed facilities. The rebate is allowed for up to 10 
years, but may be renewed. 
Section 936 is not a key factor in Guam’s industrial 
development, since few of the tax-exempt companies in 
Guam are US. corporations. In 1977, only four 
corporations in Guam and American Samoa combined 
received section 936 benefits, resulting in a total tax 
saving (Federal tax foregone) of $1.1 million. 

3. Newly enacted tax exemption measures 
In 1977, the Guam legislature enacted a law (P.L. 
14-32) which provides for rebates of 75 percent of 
Guamanian tax on foreign earned income of US. 
citizens resident in Guam. Foreign earned income 'is 
defined to include earned income derived from sources 
outside the United States and the US. territories. Since, 
under section 935 of the Federal Internal Revenue 
Code, residents of Guam are free of Federal income tax 
liability, the effect of this provision is to reduce the 
effective tax rate on foreign earned income of Guam 
residents to 25 percent of the rate otherwise applicable 
to US. citizens. 
It is an unresolved issue whether Guam has the 
authority to rebate Guam taxes on foreign earned 
income. It is clear, however, that this exemption is 

contrary to the intent of Congress when it provided, in 
the Organic Act of 1950, that “The income-tax laws in 
force in the United States of America shall be held to 
be likewise in force in Guam.” 

18. The term “possession” as used in section 936 includes Guam, 
American Samoa, and Puerto Rico. It does not include the Virgin 
Islands. However, the Revised Organic Act of the Virgin Islands in 
section 28(a) provides to “inhabitants of the Virgin Islands” 
benefits similar to section 936 benefits, since “inhabitants of the 

. Virgin Islands” are relieved of the obligation of paying Federal 
tax by doing so in the Virgin Islands. It is unclear whether or not 
the term “possession” as used in section 936 includes the 
Northern Mariana Islands. 
19. A corporation which qualifies for the benefits of section 936 
may not join in filing a consolidated Federal tax return. 
20. Although this provision is presently irrelevant to Guam, it 

could become relevant should Guam impose a withholding tax 
similar to the “tollgate” tax in Puerto Rico. 
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4. “Covering over” of Federal and territorial income 
taxes 

Under the method imposed by sections 935 and 7654 of 
the Internal Revenue Code for the coordination of the 
US. and Guam income taxes, the Federal and Guam 
treasuries generally keep the taxes withheld by Federal 
and Guam withholding agents, respectively. Individuals 
file returns in the jurisdiction where they are resident on 
the last day of the year, claim a credit for taxes within 
both jurisdictions, and either pay additional tax or 
obtain a refund from the jurisdiction where they are 
resident. 

There are three exceptions to the principle of “letting 
the Withholding chips fall where they may: - Federal taxes withheld' on compensation paid to 
members of the US. armed forces stationed in Guam. 
Under_the Soldiers and Sailors Relief Act, the US. 
military generally have no tax liability to Guam. The 
United States covers these taxes over to Guam pursuant 
to Code section 7654. — Federal taxes withheld on compensation paid to 
civilian employees of the Federal government working 
in Guam. 
These individuals have a tax liability to Guam in the 
case that they are resident there on the last day of the 
tax year, but can claim a credit for taxes withheld by 
the United States on wages which offsets their liability 
to Guam. As explained above, the Treasury Department 
would support a statutory clarification of the legal basis 
for covering over these amounts. 
— Federal and territorial taxes on individuals with 
gross income of $50,000 or more and at least $5,000 in 
gross income from the jurisdiction in which they are not 
resident on the last day of the year. 
These taxes are split between the Federal and territorial 
treasuries. in proportion to the source of the income. 
For example, a US. resident with $100,000, in gross 
income, $10,000 of which was derived from Guam, 
would file a Federal return and pay taxes to the Federal 
government. If the withholding and estimated taxes paid 
to Guam represented less than 10 percent of his total 
tax liability, the Federal treasury would cover over the 
difference to the Guam treasury; if more than 10 
percent had been withheld, the excess would be covered 
over from the Guam treasury to the Federal treasury. 
The United States covers these taxes over pursuant to 
section 7654 of the US. Internal Revenue Code. 

C. Northern Mariana Islands 

1. Basic tax system 
The Covenant to Establish a Commonwéalth of the 
Northern Mariana Islands, the pertinent sections of 
which became effective in January 1979, provides in 
section 601 that the US. income tax laws are in force in 
the Northern Marianas “in the same manner as those 
laws are in force in Guam.” It also provides that 
references to Guam in the Federal Internal Revenue 
Code will be deemed to refer to the Northern Mariana 
Islands, as well. 
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Pursuant to section 602 of the Covenant, the Norther 
Mariana Islands have authority to rebate taxes impose 
on local source income. The government is prohibite 
from rebating taxes on income derived from sourc 
outside the Northern Mariana Islands. The Northe 
Marianas currently rebate 100 percent of taxes collecte 
under the “mirrored” Internal Revenue Code 0 
Marianas-source income. The Northern Mariana Island 
instead impose a tax on gross wages and salaries and 
business gross revenues tax. The gross wage and salar 
tax is levied at progressive rates ranging from zero to Si 
percent. The business gross revenue tax is also 
progressive tax, with rates from 'zero to four percent.21 
2. Tax incentives foriinvestment in the Norther 

Mariana Islands 
It is an unresolved issue whether US. corporatio 
operating in the Northern Marianas may qualify fo 
special tax treatment under section 936 of the Feder 
Internal Revenue Code. 
Under Marianas law, corporations receive rebates of 10 
percent of the income taxes paid under the mirro 
system on Marianas-source income. The only territori 
tax to which such income is subject is the business gros 
revenue tax. 

3. “Covering overf’ of Federal and ter'ritorial incom 
taxes 

The Covenant of the Northern Marianas provides i 
section 703(b) that the Federal government will pay t 
the Marianas treasury all Federal income taxes derive 
from the Northern Mariana Islands. The specific kind 
of taxes covered over by the United States are the sam 
as those enumerated for Guam (see above). 
D. American Samoa 
1. Basic tax system 
Alone of the four territories, Congress granted to th 
legislature of American Samoa the authority to impos 
its own income tax. In 1963, the American Samoa 
legislature adopted the mirror system in the Americ 
Samoan Tax Act (Revised Code of American Samoa 
Title XVIII, Ch. 18.04). This Act provides that: 

“The income tax laws in force in the United States o 
America and those which may hereafter be enacted 
are hereby adopted by American Samoa. They shal 
be deemed to impose a’separate territorial incom 
tax, payable to the Government of America 
Samoa.” 

US. citizens. who are resident in American Samoa, 
unlike those resident in any other territory, are no 
relieved of the obligation of filing a Federal tax return 

' 21. “Commonwealth of the Northern Mariana Islands Tax Act of 
1979”, First Northern Marianas Commonwealth Legislature, 
Second Session, 1978. Chapter 1 of this Act provides for the 
gross wage and salary tax and the business gross revenue tax. 
Chapter II provides for a rebate of 100 percent of taxes collected 
under the “mirrored” Internal Revenue Code on Marianas-source 
income. 
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d paying ‘Federal .taxes by doing .-so ‘in American 
moanInsteadr,-.:,U.S.acitizensv resident in or deriving 
comeé from American Samoa file ~tw.o- tax, returns —.‘ 

[Ca 'withwthe' ’Federal government and one‘ with 
rnerican Samoa. To‘avoidudoublextaxation, the United, 
ates grantsa .foreignz'tax: credit against.the:U.S. tax‘ 
bility ‘of aU;.S. .citizensArfor taxes: paid on‘ income- 
:rived from ;American 'Samoa. .This' treatmentlg-puts 
merican-~ Samoa. on .an equal: footing with foreign 
tuntries. . It. means that US. citizens ‘ resident in 
merican Samoa; ‘like U.S.: citizens at home and in 
reign countries; .file- a Federal-tax return and are. 
,bjectn to_ IRS vaudit; It »means that . nationals: of 
merican Samoa are subject to US. taxation only in the 
se 'that theyfderive income from the ‘50 States. 
b the present time, the legislature of American Samoa 
considering Ways to Simplify its income taxsystem so‘ 
at it'=is more suited to'the'incdme’ levels in American 
unoa. The legiélature has stated‘that it believes that ' 

“everyone should pay something, which, giVen the 
lével ‘for'lthe earned inC‘om'e credit' in. the Internal 
:Revenue Code; does‘ not occur"under the mirrored or: 
partially mirrored US. American Internal Revenue 
Code.”22.. - 

' 
r. 

. 
*. l. J", ,' ., -? " 

. l 

Tax incentives forginyestlment in American Samoa 
.S. corporations operating in American Samoa‘may 
Jalifyfor special U1S..ta.x.tr_eatment undersection 936 
E, the" Fedefélm Intagrnal‘fRévenuIé; ‘ de‘ in .the rsame 
.énney 'as",d0me'_’st,ip. , "corporations operating in Guam}. 
he; only tax; iim‘p'osied'lon, the qualified incdm'ezv'vhich 
gCh’ "coi'pération's derive: from Amgrqian..SaIpoa vi's‘that 
npd'sed by the territory” _ f ‘, g 

( 

_. if I 

'i 

‘ 

.’ 

merican Samoan law provides that certain corpora- 
ons are exempt or partially exempt from .tegitorial 
[come taxes. In order to qualify, the cdrbdfation must 
a owned by a resident of American Samoa and employ 
work force at least 75 percent of. Which consists of 
amoan residents; The period of tax ekemption is for up 
) 10 yeérsfalthough it may be made to terminate 
11'1i if *the cumulative-amount ‘of 'ihCome' taxes' 
)rgiven equals 

f 

100' percent "bf “chéi ‘net; 
' curreht’ 

[Vest'ment in American Samoa; " ~ * ’ 
'

' 

action 936 and rélated prdvisions of‘ the 
' 

Federal 
1ternal'vRe‘v'enue‘ Code are ln‘ot‘a k'éy'factor in*the 
1dust'ria1' develOpmént‘ of American Sém’o‘afln' "1977, 
1ere were only? four corporations feceiving‘section 936 
enefits in American SamOa and Guam cqmbified.‘ They 
scounted for a tOt'al ta‘x‘ savin‘g (Féderal-t'axdos's} of 
1.1 million. 1 

Covering over. of federal andterritoriaI income taxes 
here‘ are no covering-Over procedures in place bé’tween” 
1e United States and American Samoa.. This imposes a 
urden Ion individuals employed H by ' 

the Us. 
'edéral goVemmént in 

‘ Arfiériéén“: Samoa; The .tax 
abilityfiiof Slich individuals ,Or; income derived from 
unerican Samoa ., is .to the tén'jtory, not, to the United 
Ltatesf3 Nonetheless, pursuant to vsection_3401(a)(,8)' 
f. the Internal Revenue Code, the United States with- 
,olds income tax on compensation paid to these Federal 

;70' 

employees; ‘In order to satisfy their.American Samoan 
tax obligations, these individuals must request a refund 
on :theirnFedergl Income .tax...return of the Federal 
withholding taxes, 31nd ‘then pay the reftirid to American 
Samoa, tbjg'ethet with interest if the‘ Fedéral' refund is 

delayéd, 
' 

' 
‘ ' " ' ” ' 

The ,Internal Revenue Service has proposed a technical 
arIVIenldI‘nem;24 -to the Internal Revenue Code. which 
would exempt- U.S. - government_ employees in the 
territories from Federal withholding taxes. It would also 
require .the United States, on the request of a territory, 
to enter into an agreement to withhold territorial 
income taxes on the wages of individuals employed by 
the US. government in the tefrito‘ry. 

IV. EVALUATION OF CURRENT‘SYSTEM'S OF 
"TAXATION ~ -- -

- 

The current~ systems of- 'income taxation in the 
territories may be evaluated according to three criteria: 
(A) raising revenue (B) equitable treatment of territorial 
versus stateside residents,, and (C) simplicity of 
interpretation, administration, and compliance. _ 

A. Raising ‘revenue 

congress intended-that the mirrorlsystems provide the 
territories with local-tax revenues for meeting a part of 
their government expenditures. As .the. territorial 
economics grew, it Was expected that the revenues 
collected under the graduated income tax would grow 
by‘an even larger amount and provide a‘sOurce Of funds 
for infrastructure pro'jeC'ts » as 'well as government 
operati‘ng‘expénses. ‘ -' ‘ 

. 

r 
' 

" ‘ ‘ 
'

‘ 

Ir} fact, Virgin Island‘s: net income tax collectiqns 
declined "from 153 percent of gross: VLI'. product in 
1973, to 10,2,p'erc’eht'in 1978 (see Tabel 3).‘Guam'anian 
net income ‘tax’ collelétions ‘déclined‘f‘rom 12.9 percent 
of‘g'r'oss'térritOrial product in 1973, to 73 percent in 
1977.2? _In‘ dollar téMs,_'thé amounti'c'if income tax 
cofléctidps,‘ nét ,‘Qfflrebates; "stayed, roughly constant in 
th'é's'e‘ ~tvjs'zjo tefrit‘oriés bétWeen 1973 and 19,78. This’inay 
be. cofnbared to the US. FederalinCome tax coll‘ecti'o‘rgs, 
which in dollar terms inéreased by 70 percent between 
1973 ahd‘1978,_and( as a percentage of .GNP rose from 
10.8 percent t6 11.4 percent.. ‘ I ‘ 

Members of the Virgin Islands govemment‘have 'stated 
that the comparison of the 1973 and 1978 V.I. tax/GNP 
ratios is misleading because. ,the_ dramatic ,rise.in the 
value of oil refined by one fax-exempt company in the 

22. Attachment to a letter from the Legislature of American‘ 
Samoa to the White House, dated October 5, ,1979. ~.

, 

23. _As explained'above, the United States grants a dollar-for- 
dollar offset (credit) against US. income taxes fOr taxes paid to 
American Samoa. ' 

. . 
v 

.'

‘ 

See Taxation and Finance, No. '68, April 7, 1978. The 
Bufeau of National Affairs; Inc., Washington, D.C., pp. J-1 to J-2. 
25; The V.I. and Guam gross product statistics are estimates of 
the Commerce Department of each of the territorial governmehts, 
which note that they require further refinement. 

' 

- 
' 

'

‘ 
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TABLE3 ,.
% 

Virgin lélands and Guam and the. States 
income tax and incqme'tax effort, fiscal 'years 1973—1979 

:' :‘ 7.973 ’1974“ “197; ‘ 1976 -» 197? "1978“319’79" 

VIRGIN ISLANDS 
Income tax, net of rebates, in million 
Nét income tax as percent of gross territorial produc'tff"

A GUAM ‘ v_ V 

Inéome tax, net of rebates, in millions of dollérs’ 
Ne: ificome tax as percent of gross territorial deduct?“ _ 

UNITED STATES 
Income tax, in millions of dollars 
Income tax as percent of gross national product*** 

15.8% 46.2% 14.2% 

12.9% 10.8% ' 11.3% 8.0% '7.‘3% n.a. n.a. 

63.3 562.4' ~51.2' 58.7‘ 50:9 56.8” - 

10.3%r ~12.0% 16.2% n.aj 

50.9 51.2 39.9 33.2 
‘ 

45.9 46.1

o

4 

139,399 157,572 163,007 “173,012 212,517 240,940 273,909 
10.8% 11.2% 10.7% 10.2% 11.3%

" 
11.4% n.a.

' 

Office of the Secretary of the Treasury 
Office of Tax Analysis 
* Estimated. 
** Amount prorated from income tax collected in FY 1979 and 3-month 'transitio'na'l 'period. 

.- ; 
w I; "Adgust28‘,]979."»‘ 

v I 

**' Computed as the amount of income tax divided by gross product for the prévious calendar year; - 
. 

v- >.-‘ '- 
, _ 

'4: 

Source: For the territories, income tax data for FY 1976 to FY 1979‘are taken from informatiodprovided by1the U.S. Government 
Comptrollers for the Virgin Islands and Guam. Income tax data for the earlier years aretaken .from the chart prepared by' ._»‘

, 

Richard Miller for the U.S. Department of the Interior, "Funds Available to the Virgin Islands Government by SourceLFY 
1970 to FY 1977;" and from Guam Needs Assessment, U.S. Départ'mem'bf'mé Interior, Table 'll-1. s‘tatiétiés oh th‘e'v'J. g’ro‘s's

' 

. 
territorial product are taken from "Comparative Growth Statistics," év'stimated'by'l Jerome. McElroy. Statistics dn Gha‘fn' dros's‘ 2“ 
territorial product are taken from Russell C. Kreuger and Clara'M. Okéda, "Thé Gross Is'lands Product'of'Gu‘am," Depértmenti' ‘- ’ 

of Commerce, Government of Guam. 
For the United States, income tax da1a are taken‘em The Budget of the U.S. Government, FY‘ 1980.and'Annu'al Report=of 
,the Secretary of the Treasury pn the S tape of theFinances, FY 1978.7j‘Statistics onAthe U.S.“GNP are takeh f[om’the S'ur'Vey‘o V:

' 

- 1 
Current Business, 14.8. Department of Cdrrimerce, various issues. u, . 

_ 

~ 
_ 

‘ 3, ,‘ 
’ 

A 
. .I p. 

Virgin Islands swells the gross product estimates, While 
it' has a much smaller effect on taxable income. 'The 
Virgin Islands government has also claimed that-a.major 
cause of the decline in income tax burdens was the 
Federal revenue acts of 1975, 1976, 1977 and 1978, 
which reduced individual income tax liabilities. The 
Virgin Islands accurately points out that the U.S. 
revenue. acts had a greater adverse impact on 'V.I. tax 
liabilities than on U.S. tax liabilities because a larger 
proportion. of V.I. taxpayers are in the low tax brackets, 
which were most affected by the revenue acts. Finally, 
the Virgin. Islands argues that it is_ not fair to apply 
effective tax rates calculated for the. United ,Stat'es‘to 
the Virgin Islands, because “annual increases ih wages in 
the Virgin Islands [since 1970] have averaged about six 
percent per year, while the states’ annual-yearly 
increases have averaged 10 percent per year?”5 
In order to evaluate thesé last two arguments, the 
Treasury Department has made a rough estimate of the 
impact of inflation and tax law changes on effective tax 
rates in the Virgin Islands. These estimates are based on 
the assumption that the incomes of V.I. taxpayers rose‘ 
at an average annual rate of 6 percent, compared to the 
average annual rate of U.S. inflation of 8 percent in this 
period. Since U.S. inflation is exported to the Virgin’ 
Islands, the assumption of a 6 percent average annual 
wage increase is tantamount to assuming that the real 
purchaSing power of Virgin Islands taxpayers dropped in 
this period. Based on‘this assumption, the average,.V.I. 
effective tax rates over all income brackets and filing 
statuses27 would be as follows: 
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Average V.I. effective 
Applicable tax rate on earned 

Year law ' ‘ income 

1973 
‘ 

1973‘ 
‘ _ 7.2% ‘ 

1978 f 
‘ V1973 ' 

' 8.9% ' ' “ 

1978 1978 ' 

' 6.6%' ' 

The table above shows that the} pint-1973 tax Ja 
changes ‘0t slightly over-c‘o‘r’ripensated for the effect 0 
inflation. The avérage effective taX‘ rate over all incom 
tax brackets and filing statuses in the Virgin Island 
dropped by Only .8 pércent between 1973 and 1978 
from 722' percent to 6.6 percent. This iS’less than the 1 
percent drop in individual income tax colléctions in thi 
period,‘ from $37.9 million to $32.7 million; The‘ ta 
law changes thus could not be‘the so_1e or evén‘th 
primary cause for' the sh‘arQ debline in the ratio of ta 
collections to gross V.I. product after 1973. 
'An alternative approach td measuring the impact o 
Federal'~ tax law changes on V.I.‘ income tax burden 

26. (Peter Pflaum, “Changes in Federal Tax'Law Adversely Affec 
Islands"; VirginlIslands Daily News, September 12, 1979. 
27. The’ average e‘fféétiVe rates are estimated by weigh'tinglth 
effective tax ratfe for each income level and filing‘ status by th 
percentage‘ of V.I. taxpayers subject t6 that rate. The incom 
distribution and filing status data weré dérivéd from a sample 0 
200 individual income' tax returns-filed with the Virgin.1slands f0 
tax year 1977. ‘ 1 

‘N

27



ould be to assume that all taxes due the Virgin Islands 
are in fact collected. This would mean that income tax 
)llections would equal tax liabilities. Using the 
fective V.I. tax rates on earned income for 1973 and 
)78, it is possible to impute the change in taxable 
Lmed income which would have had to occur to 
enerate the actual change which occurred in income 
x collections. This calculation gives rise to an 
timated drop in taxable income of 5.7 percent for the 
ariod 1973 to 1978, from $526 million to $495 
‘illion. 

Amount of 
imputed per» 

Average V.|. 
Individual income Effective tax rate 

aar tax collections on earned income sonal income 

I73 $37.9 M 7.2% $526 M 
I78 $32.7 M 6.6% $495 M 

his imputed decline in personal income is at'variance 
ith most of the growth indicators for the Virgin 
lands for this period. For example, it is estimated that 
)urist expenditures in the Virgin Islands rose by 60 
arcent between 1973 and 1978. The same period saw a 
'owth of 4 percent in the employed labor force.28 
1 summary, the decline of V.I. income tax collections 
3 a percentage of gross product must be attributed 
rimarily to factors other than changes in the Internal 
‘evenue Code. Evidence suggests that the principal 
Lctors are (1) deficiencies in tax administration, (2) 
[sufficient incentives to local tax efforts, and (3) the 
erritorial tax-incentive programs.29 These problems are 
iscussed below with reference to both the Virgin 
lands and Guam. 

Deficiencies in tax administration 
he 1978 report of the Federal Comptroller for the 
irgin Islands find that the V.I. administration is lax in 
5 tax enforcement and collection activity.30 According 
) a 1977 report prepared by IRS personnel at the 
quest of the Virgin Islands government, 
“The present Tax Division salary scale is unrealistic 
considering salaries paid for competitive positions in 
other agencies.”

_ 

“... since the proposed tax deficiencies for Fiscal Year 
1977 amounted to an average of $705,000 per agent, 
it is apparent that the Virgin Islands Government 
could increase its revenues substantially by increasing 
the Revenue Agent staff and by increasing the agents’ 
salary to attract and retain the best qualified 
personnel.”31 

'he recently released GAO report on Guam tax 
dministration finds that Guam lacks procedures to 
lentify individuals and firms which have not filed 
lcome tax returns or to cross-check information 
aported on income tax returns with information on 
withholding statements. The GAO report also notes that 
nremitted withholding taxes totaled $3.5 million as of 
978, and that Guam has no adequate procedures to 
nsure the timely collection of these or other delinquent 
axes. Another problem noted is that the Guam tax 
dministration has never used the courts to assist in the 
ollection of taxes due. 
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2. Insufficient incentives to local tax effort 
In the 1970’s, Federal aid has filled an ever larger gap 
between stagnant territorial tax revenues and the 
growing expenditures of the territorial governments. In 
addition to the regular channels of Federal aid, the 
Virgin Islands and Guam have received ad hoc 
appropriations for capital improvement and other 
projects and for “tax loss reimbursement.” The 
territories’ lack of full autonomy over their income tax 
helped them convince Congress and the Administration 
that they should be reimbursed for the reduction in the 
tax revenues resulting from their “mirroring” of changes 
in the Federal tax law. Their efforts produced the 
following results:32 

Appropriations for tax 
loss reimbursement 
Virgin IslandsllGuam 

$ 8,500,000 Tax Reduction Act of 1975 
$15,000,000 

Tax Reform Act of 1976 $14,000,000 
Tax Reduction and . 

Simplification Act of 1977 $ 1,938,013 $ 3,215,399 
Revenue Act of 1978 Presidential veto of H.R. 

13719, which would have 
authorized reimbursement for 
tax losses incurred in CY 1978 
through 1982.

' 

The appropriations for tax loss reimbursement to the 
Virgin Islands and Guam represented additional Federal 
aid. The Federal tax changes did not cause a reduction 
in the well-being of the territories, but only a transfer of 
funds from the treasuries of the territories to the 
taxpayers of the territories. If the Virgin Islands and 
Guam did not want to cut their tax then, they could 
have increased their own non—income based taxes. As of 
1976, in the case of the Virgin Islands, and 1977, in the 
case of Guam, these territories also could have imposed 
a 10 percent income tax surcharge. By providing tax loss 
reimbursements, the Federal government was simply 

28. V1. Commerce Department. 
29. A fourth factor applicable to the Virgin Islands is the de- 
cision in the Vito case (cited on page 15 above) that V.I.-source 
interest, dividends, and other passive investment income paid‘ to 
US. persons weré not subject to the 30 percent V.I. withholding 
tax. This decision deprived the Virgin Islands of 'a source of 
revenues it had first tapped in 1974. It therefore is not a factor 
which can help to account for the drop in V.I. tax effort between 
1973 and 1978. 
30. “Financial Condition of the Government of the Virgin 
Islands of the United States”, US. Government Comptroller for 
the Virgin Islands, June 1978, Report No. 541-77-00, p. 10. 
31. Report by the Internal Audit Division, IRS, for Fiscal Year 
1977, pp. 35 and 43. 
32. American Samoa was not authorized to receive reimburse- 
ment for tax losses incurred as a result of the 1975 and 1976 
Federal tax changes because Congress believed that the conti- 
nuing authorization to support the American Samoan government 
was sufficient to compensate for the reduction in territorial 
income tax liabilities. Congress did authorize American Samoa to 
receive reimbursement for the reduction in tax liabilities resulting 
from the Tax Reduction and Simplification Act of 1977, but 
American Samoa has to date not requested an appropriation. 
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making an additional general appropriation to these 
territories, while allowing territorial taxpayers to enjoy 
a tax reduction. 

3. Territorial tax-incentive programs33 
Between fiscal years 1973 and 1977, the Virgin Islands 
rebated $118 million in corporation income taxes to 
tax~exempt firms. This compares to net corporation 
income taxes collected in the same period of $87 
million. Thus,- tax rebates deprived the Virgin Islands 
government of 57 percent of the $205 million in total 
corporation income taxes collected in this five-year 
period. 
In Guam, total income taxes and gross receipts taxes 
rebated in the period FY 1976 to FY 1980 are 
estimated to be $19.7 million.34 This represents 10 
percent of the total of the gross corporate income taxes 
plus gross receipts taxes collected in this five-year 
period. 

B. Equitable treatment of territorial versus stateside 
residents 

Despite the fact that Federal statutes provide that “the 
income tax laws in force in the United States of 
America are likewise in force” in the Virgin Islands, 
Guamand the Northern Mariana Islands, U.S. residents 
who derive income from the Virgin Islands and U.S. 
citizens resident in Guam or the Northern Mariana 
Islands are not, in general, subject to income tax 
burdens comparable to those of other U.S. citizens. As 
explained above, U.S. residents are treated for purposes 
of V.I. income taxation as nonresident aliens. This 
makes them eligible for fewer deductions and, with 
respect to “not effectively connected” income, subject 
to possibly higher tax rates than they would be if they 
were V.I. residents.

' 

In contrast, the tax systems of Guam and the Northern 
Mariana Islands extend more favorable tax treatment to 
territorial residents than is available under Federal law 
to other U.S. citizens. Residents of Guam may benefit 
from the rebate of 75 percent of their income taxes 
attributable to foreign earned income. Residents of the 
Northern Mariana Islands benefit from the rebate of 100 
percent of their taxes on Marianas—source income. This 
forgiveness of territorial income taxes is made effective 
by section 935 of the Internal Revenue Code, as applied- 
by the United States. This section provides that 
residents of Guam and the Northern Mariana Islands are 
not liable for Federal income taxes. 

C. Simplicity 

In principle, basing the territorial income tax systems on 
the U.S. Internal Revenue Code should have minimized 
the problems of tax interpretation, administration, and 
compliance in the territories. Under the mirror systems, 
U.S. tax forms, instructions, and other Internal Revenue 
Service publications do double duty, as do training 
programs for revenue personnel. Because Federal court 
rulings are accepted as precedents in the territories, the 
territorial governments are spared the problems of 
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adjudicating tax cases through their own court system. 
In fact, however, the interpretation of the mirror 
systems raises complex questions, many of which have 
been answered in different ways by the courts and the 
Internal Revenue Service, or have' yet to be answered at 
all. The Vitco case, cited [on page 15] above, is the most 
recent example of a shifting understanding of the Virgin 
Islands mirror system. This case involved the question 
whether the U.S. income tax regulation which exempts 
V.I. inhabitants from U.S. withholding taxes should be 
“mirrored” into the Virgin Islands tax law. The Internal 
Revenue Service and the V.I. tax administration took 
the position that V.I. tax law mirrors only the Internal 
Revenue Code and the regulations which derive from it, 
and that since the regulation in question35 does not 
derive from the Internal Revenue Code, it should not be 
mirrored into V.I. law. The Third Circuit Court of 
Appeals rejected this argument. It held that the V.I. 
mirror system imposes a tax obligation to the Virgin 
Islands equivalent to what the United States would 
collect on the same income. This decision is certain to 
increase tax litigation. It raises many new questions and ‘ 

is at odds with the interpretation of the mirror system 
held in earlier court decisions. ' 

While the Virgin Islands mirror system is more 
complicated than that of the other territories, issues of 
coordination of the Federal tax system with that of 
Guam and the Northern Mariana Islands also raise 
difficult questions of interpretation. In Guam, one of 
the more complex issues is the proper treatment of 
Federal withholding taxes on the pensions of retired 
Federal military and civil service employees resident in 
Guam (see [pp. 22-23] above). With respect to the 
Northern Mariana Islands, the most recent issue to come 
before the Tre'asury Department is whether the 
reference to “possessions” in section 936 of the Internal 
Revenue Code includes the Northern Mariana Islands. 
The law provides no clear guidance on this issue. 
In addition to the complex interpretative questions 
raised by the territorial tax systems, these systems also 
create severe problems of administration. The Internal 
Revenue Code is exceedingly complex and the territorial 
tax administrations do not have the resources to enforce 
the Code effectively. They also have difficulty keeping 
abreast of changes in the Federal internal revenue laws. 
The V.I. tax administration was unaware until 1979 of a 
provision of the Tax Reform Act of 1976 alleviating a 
prior “inequity” in the mirror system.36 

33. Data on total income tax subsidies paid by American Samoa 
and the Northern Mariana Islands are not available. 
34. Data on rebates of income taxes alone are not available. 
35. U.S. Income Tax Regulations section 1.1441-4(d). This 
section conforms the Internal Revenue Code (as applied by the 
United States) to the Revised Organic Act of the Virgin Islands, 
section 28(a). 
36. Internal Revenue Code section 6013(g) allows a married 
couple, one of whom is a nonresident alien, to elect to file a joint 
return. Under the mirror system, this provision would seem to 
allow a couple, one of whom was resident in the Virgin Islands, 
the other in the United States, to satisfy its U.S. tax liability by 
filing a joint return and paying taxes in the Virgin Islands. 
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With regard to enforcement, a difficulty of the mirror 
system is that they are easily abused by persons wishing 
to avoid and evade Federal taxes. Under the mirror 
systems, a resident of the Virgin Islands, Guam, or the 
Northern Mariana Islands is relieved of the obligation to 
report his income or pay tax to the United States. The 
IRS is not well positioned to prevent the evasion of US. 
taxes by individuals with dubious claims to residence in 
a territory. - 

Under the territorial tax rebate programs, U.S. . 

corporations have an incentive to shift profits to the 
territories. Particularly in the Virgin Islands, the IRS 
encounters numerous and difficult transfer-pricing 
problems with respect to transactions between US. 
corporations and their affiliates. U.S. parents commonly 
lease plant and equipment to their territorial affiliates, 
which may have the effect of artificially inflating the 
income subject to a territorial tax rebate. 
A further aspect of the complexity of the mirror 
systems is that they are difficult for taxpayers to 

comply with. In general, US. corporations operating in 
the territories have not been made aware that they are 
subject to territorial taxation under the rules applicable 
to foreign corporations. A sample of US. corporate tax 
returns filed with the Virgin Islands showed that they 
are typically filing Form 1120 as V.I. domestic 
corporations, rather than Form 1120F as foreign 
corporations. Several of the V.I. corporate returns 
sampled were duplicates of the corporations’ US. 
income tax returns, except that a zero was indicated in 
the space for V.I. tax liability. These corporations 
apparently took the position that they owed no taxes to 
the Virgin Islands, perhaps on the theory that as 
“residents” of the United States, they satisfied their 
Virgin Islands tax liability by filing a return and paying 
taxes in the United States — as if Code section 935 
applied to corporations in the Virgin Islands. In tax 
systems which depend as much on voluntary compliance 
as do the Federal and the territorial income tax systems, 
these discrepancies between principle and practice 
should be of concern. 

Virgin Islands: Residency
. 

The following United States Revenue Ruling (80-40) 
describes the case in which a United States corporation 
is treated as a resident of the Virgin Islands for the 
application of United States and Virgin Islands income 
tax law. However this corporation is treated as a 
domestic United States corporation for purposes of the 
dividend received deduction. 

ISSUES 

1. Is a United States corporation that has its principal 
office in the Virgin Islands and qualifies for certain 
Virgin Islands tax incentives treated as a Virgin Islands 
inhabitant so that it satisfies its United States income 
tax obligation by paying tax on its income from all 
sources to the Virgin Islands? -

I 

2. Is such a United States corporation a “domestic 
corporation” for purposes of the dividends received 
deduction of section 243 of the Internal Revenue 
Code? 

FACTS 
P, a corporation organized in state X, is engaged in 
manufacturing in state X. In order to take advantage of 
certain income tax incentives offered by the Virgin 
Islands, P organized S to carry out part of P’s 
manufacturing operations in the Virgin Islands. S is 

incorporated in state Y. 
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S conducts all of its manufacturing operations in the 
Virgin Islands and derives 80 percent or more of each 
taxable year’s gross income from Virgin Islands sources, 
and 50 percent or more ofveach taxable year’s gross 
income from the active conduct of its business in the 
Virgin Islands. S maintains its principal office in the 
Virgin Islands..Management and control of S is in the 
Virgin Islands and all policy is made there. Board of 
directors and shareholders’ meetings are held in the 
Virgin Islands, and all officers and some directors of S 
are Virgin Islands residents. S’s corporate receipts are 
received in the Virgin Islands and deposited in Virgin 
Islands bank accounts. A11 disbursements are made from 
the Virgin Islands and the corporate books and records 
are maintained and audited there. - 

LAW AND ANALYSIS — ISSUE (1) 
Section 934(a) of the Code prevents the Virgin Islands 
from reducing by subsidy its income tax on United 
States source income of a United States.corporation. 
However, section 934(b) provides that in the case of a 
domestic corporation, subsection (a) shall not apply to 
the extent such corporation derived its income from 
sources without the United States: (1) if 80 percent or - 

more of the gross income of such corporation for the 
3-year period immediately preceding the close of the 
taxable year (or for such part 'of such period 
immediately preceding the close of such taxable year as 
may be applicable) was derived from sources within the 
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Virgin Islands; and (2) if 50 percent or more of the gross 
income of such corporation for such period or such part 
thereof was derived from the active conduct of a trade 
or business within the Virgin Islands. 
Section 1.934(b)(3) of the Income Tax Regulations 
explains how to compute income tax liability incurred 
to the Virgin Islands and attributable to income derived 
from sources without the United States by a United 
States corporate inhabitant of the Virgin Islands. 
Section 1.934—1(b)(5) explains how to make a similar 
computation for a United States corporation which is 
not an inhabitant of the Virgin Islands. Section 934(d) 
of the Code provides that section 934(b) will only apply 
to corporations who supply the information required by 
section 1.934-1(d) and (e) of the regulations. 
Section 1.901—1(g)(5) of the regulations states that a 
United States foreign tax credit is not allowable to 
persons who are inhabitants of the Virgin Islands. 
Authority for income taxation in the Virgin Islands is 
derived from the Naval Appropriations Act, approved 
July 12, 1921 (U.S.C. 1937). This Act mirrors the 
income tax laws of the United States into the Virgin 
Islands as if the Virgin Islands legislature had adopted 
the Internal Revenue Code and applied it to United 
States persons in the same way the United States applies 
the Code to.foreigners. 
Under the mirror system the United States and the 
Virgin Islands are separate and distinct taxing 
jurisdictions even though their income tax laws arise 
from an identical statute applicable to each (the Code). 
See Rev. Rul. 73-315, 1973-2 CB. 225. Thus, the 
effect of this mirror system of taxation is to require all 
persons including United States corporations incurring 
income tax obligations to both the United States and 
the Virgin Islands under Chapter 1 of the Code (as 
applicable in each jurisdiction) to file tax returns and 
pay income tax to both jurisdictions. 
Section 28(a) of the Revised Organic Act of the Virgin 
Islands (R.O.A.), 48 U.S.C. section 1642 (Supp. 1979), 
makes substantial changes in this system as it affects 
“inhabitants of the Virgin Islands.” Section 28(a) 
requires, inhabitants to satisfy their United States and 
Virgin Islands income tax obligations arising under 
Chapter 1 of the Code (as applicable in each 
jurisdiction) by filing a single return with, and paying 
to, the Virgin Islands the Virgin Islands territorial 
income tax (the Code as mirrored into the Virgin 
Islands) on their income from all sources. See Rev. Rul. 
60-291, 1960-2 CB. 407. 
Section 28(a) of the RDA. defines “inhabitants of the 
Virgin Islands” as all persons whosga permanent 
residence is the Virgin Islands.” 
A United States corporation can qualify as an inhabitant 
of the Virgin Islands because (1) under section 
7701(a)(1) of the Code, the term “person” includes a 
corporation, and (2) in adopting section 28(a), Congress 
rejected an attempt to limit the definition of 
“inhabitants of the Virgin Islands” to — “US. citizens” 
instead of “all persons”. See Conf. Rept. No. 2105, 
83rd Cong., 2d Sess. 22 (1954). Also, section 934 of the 
Code and section 1.934—1(b)(3) of the regulations 
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operate on the assumption that a United States 
corporation can qualify as an inhabitant of the Virgin 
Islands. See S. Rept. No. 1767, 86th Cong., 2d Sess. 3 
(1960). 
In the present situation, all of the officers and some 
directors of S are Virgin Islands residents. All significant 
business operations, shareholder meetings, and Board of 
Directors meetings are conducted in the Virgin Islands, 
and S meets the percentage tests of section 934(b) of 
the Code. In addition, S is carrying on a trade or 
business in the Virgin Islands Within the meaning of 
section 864(a). This is sufficient to constitute S a 
permanent resident, and therefore an inhabitant, of the 
Virgin Islands for purposes of section 28(a) of the 
RDA. 
The United States does not tax a foreign corporation on 
its non-United States source income that is not 
effectively connected with the corporation’s conduct of 
a trade, or business within the United States. See 
sections 881(a) and 882. Therefore, under an exact 
mirror system, non-Virgin Islands source income that is 
not effectively connected with a United States 
corporate inhabitant’s conduct of a Virgin Islands trade 
or business would escape territorial income tax since the 
inhabitant is considered a foreign corporation by the 
Virgin Islands. However, Congress, in section 28(a) of 
the R.O.A., made it clear that such income of 
inhabitants of the Virgin Islands would not escape 
taxation by using the words “paying their tax on 
income derived from all sources both within and outside 
the Virgin Islands into the Treasury of the Virgin 
Islands” (emphasis added). Thus, in effect, S is taxed as 
if it were a Virgin Islands corporation and satisfies both 
its United States and Virgin Islands income tax 
obligations by paying the Virgin Islands territorial 
income tax on its income from all sources. If S fails to 
file a return or pay tax on its income from all sources to 
the Virgin Islands, then S does not satisfy its US. tax 
obligations. 

LAW AND ANALYSIS — ISSUE (2) 
Under section 243 of the Code, a deduction is allowed 
for dividends received from a domestic corporation that 
is subject to taxation under Chapter 1 of the Code. 
As a domestic corporation, S is still subject to taXation 
under Chapter 1 of the Code as applicable in the United 
States. Section 28(a) of the RDA. merely requires S to 
satisfy this obligation by 'paying income tax to the 
Virgin Islands on S’s income from all sources. Thus 
dividends paid by S are not excluded from qualifying 
for treatment under section 243 when received by P. 

HOLDINGS 
1. S is treated as an inhabitant of the Virgin Islands 
and must satisfy its United States and Virgin Islands 
income tax obligations by paying tax on its income 
from all sources to the Virgin Islands. 
2. S is a domestic corporation for purposes of the 
dividends received deduction of section 243 of the 
Code. 
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TAX GLOSSARY 
by H.W. T. PEPPER * 

SPORTING TAXES — In the U.S.A. an 
11 percent Federal Excise tax is im- 
posed on bows and arrows and associ- 
ated equipment — in essence, a tax on 
hunters and sportsmen to help finance 
wild life preserves. Bows and arrows 
are increasingly used to hunt game, as 
being more “sporting”, and less likely 
than firearms to eliminate the game al- 
together. In the U.K. there was at one 
time an exemption of participation 
sports, such as cricket or football, 
from entertainment tax-on admission, 
money, which the tax was, however, 
levied on other types of entertain- 
ment. 

SPOUSE ALLOWANCE — In personal in- 
come tax systems it is customary to 
grant larger RELIEFS (q.v.) to married 
couples than to a single person. 
Whether a man supports a wife, or the 
wife is the breadwinner, the higher re- 
lief would apply to the joint income. 
See also INCOME-SPLITTING, RE- 
LIEFS. 

SPREADING -— A >number of countries 
permit the spreading over a limited pe- 
riod of years of exceptional income 
earned within a short time, e.g. by 
writers, international sports stars, etc., 
who may earn high incomes only for a 
small part of their careers. Canada al- 
lows farmers (including racehorse 
owners and fishermen) to average their 
incomes over a five-year period, au- 
thors who have spent over 12 months 
'on a manuscript may spread income 
over two or three years, and there are 
somewhat similar provisions in the' 
U.S.A. and in the U.K. 

SPRINKLER TRUST — The term used in 
the U.S.A. for a discretionary trust, 
i.e. a trust in which the trustees have 
absolute discretion to distribute the 
trust income in any proportions 
among the beneficiaries. As the bene- 
ficiary has no specified income or in- 
terest in the trust’s assets, special legis- 
lation is usually necessary to counter 
the tax avoidance element in the ar- 
rangement. 

STANDARD 

STAGGERING OF TAX PERIOD — See 
PAYMENTS, 
SPREADING. 

SPREADING OF; 

STAMP DUTIES — Duties, formerly — and 
in some cases still — paid by pre-pur- 
chase of Government stamps which are 
fastened by adhesion to the docu— 
ments representing the dutiable trans- 
action. Traditionally, stamp duties 
were charged upon legal documents 
such as contracts, deeds, reéeipts, 
cheques, and the conveyance, or trans- 
fer of ownership of property. Many 
countries have now abolished (a) 
minor levies on transactions and/or (b) 
the use of stamps in taxing those trans- 
actions which yield worthwhile reve- 
nue, although still collecting the duty 
by more modern methods. 
In Italy, which retains many stamp 
taxes, deeds must be drawn up on spe- 
cially stamped paper (carta bollata) 
obtainable from specially licensed 
shops. (See also FORMS, TAX, and 
TELEVISION LICENCE FEES.) 

STAMP TAXES — See STAMP DUTIES. 
STANDARD DEDUCTION —- A device in 

the U.S.A. tax code (and previously 
used in Canada) whereby a taxpayer 
instead of detailing various minor de- 
ductions could opt instead for a “stan- 
dard” deduction of 15 percent of gross 
income, up to a maximum deduction 
of $10,000, a useful administrative 
short—cut. The system has now been 
superseded by the ZERO BRACKET AMOUNT (q.v.). (See also OPTIONAL 
TAX.) 

INDUSTRIAL TRADE 
CLASSIFICATION (S.I.T.C.) — The 
classification of goods adopted by the 
United Nations for the compiling of 
statistics on international trade. 

STANDARD RATE — In the UK. income 
tax system a “standard rate” of 30 
percent is currently (1979/80) applied 
to a broad band of taxable income in 
the graduated rate scale of personal in- 
come tax, and is also the rate at which 

ADVANCE CORPORATION TAX 
(q.v.) is payable, and the rate at which 
tax is deducted at source from divi- 
dends, interest, royalties and other 
sources liable to withholding. 

STATE TAXES -— See LOCAL RATES; 
TAXES. 

STATUTE OF LIMITATIONS — In some 
countries, a general statute of limita- 
tions may apply for various purposes 
in connection with the administration 
of taxes. In Japan there is a three-year 
time limit on the tax authorities to de- 
termine or make corrections in a com- 
pany’s or an individual’s tax liability. 
In case of fraud the limit is extended 
by a further two years, and taxpayers 
have a five-year period in which to 
claim adjustments. In the UK. there is 
a six-year time limit for the Revenue 
to make additional assessments and for 
the taxpayer to claim refunds, but the 
six-year limit does not apply for addi- 
tional assessments -in cases of tax 
fraud. The position varies from coun- 
try to country as to the actual time 
limits for Revenue and taxpayer claims. 

STATUTORY BOOKS _AND FORMS — 
For the purpose of administering vari- 
ous types of tax, the tax law may re- 
quire a taxpayer’s books to be kept in 
a certain prescribed form (in some 
cases the books have to be purchased 
from government publishers or pro- 
duced by private publishers to govern- 
ment specifications) in order to facili- 
tate official checking of the taxpayer’s 
records. The forms on which income, 
capital, sales, etc., must be declared 
for tax purposes are almost invariably 
printed by the relevant tax department 
for completion by the taxpayer. The 
exception, since the development of 
data processing, is that where a busi- 
ness uses some form of such processing 
it may be permitted to render some of 
the information required for tax pur- 
poses in the form of the output of ‘its 
mechanical or electronic equipment, 
which may incidentally, in some in- r 

stances, be compatible with the input 
requirements of the tax department’s 
own equipment. 

*STEUERBELASTUNG — (Germany) Tax 
burden. 

STEUERFLUCHT — (Germany) Tax exile, 
i.e. removal to another country (e.g‘, 
a TAX HAVEN, q.v.) to escape or re- 
duce tax liability in the former coun- 
try. 

With the assistance of the staff of the Intema- 
tional Bureau of Fiscal Documentation. 
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STEUERGUTSCHRIFT — (Germany) See 
AVOIR FISCAL. 

STE UE ROASEN LANDER 
Tax havens (tax oases). 

— (Germany) 

STEUERPFLICHT —- (Germany) Tax liabi- 
lity. 

STEUERPFLICHT, BESCHR'AN KTE — 
(Germany) Limited tax liability, e.g. 
for non-residents. 

STEUERPFLICHT, UNBESCHR'ANKTE — 
(Germany) Unlimited tax liability. 

STOCK DIVIDENDS — See BONUS 
SHARESTAX. 

STOCK OUTIL — (France, Belgium, 
Luxembourg) BASE STOCK (q.v.) 
valuation method. ' 

STOCK R ELIE F — Because of the increased 
cost of financing the holding of busi- 
ness stocks and inventories owing to 
the impact of monetary inflation, pro- 
vision has been made, e.g. in the U.K. 
tax law, for “stock relief”. In the U.K. 
the relief, broadly, consists of a deduc- 
tion of the increase in stock value over 
the accounting period, less 15 percent 
(formerly 10 percent) of the income 
from trade in that period. Where the

_ 

value of stocks diminishes over any 
subsequent accounting period there is 
a RECAPTURE (q.v.) or recovery of 
relief previously given to the extent of 
the fall in value, or the unrecovered 
past relief, whichever is less. The relief 
is regarded as a deferral of tax, not a 
permanent reduction in liability. 

STOCK VALUATION — The stock-in- 
trade or inventory of a business has to 
be valued for tax purposes in accord- 
ance with certain rules which usually 
coincide with those adopted in ordi- 
nary commercial practice and in any 
Companies Act or Commercial Code. 
Briefly, the main rules are that the 
same basis should be adopted at the 
beginning and end of the accounting 
period, that the stock may be valued 
at cost or market value, whichever is 
the lower, and that this basis may be 
applied to each individual article of 
stock, that reserves against possible 
future devaluation of stock cannot or- 
dinarily be allowed, and that the FIFO 
(first in first out) method of valuation 
should be used. Some countries allow 
different bases of valuation, and ex- 
ceptions to the above rules, but usual- 
ly only do so on the basis that what- 
ever approved basis is adopted should 
be applied consistently in subsequent 
years. Where the value of stock is of 
importance for sales taxation, similar 
principles would apply. The quantum 

and value of stock may also be of sig- 
nificance in a transition from one type 
of sales tax to another, if the stock in 
hand has been subjected to the old tax 
and it is desired to allow a rebate in re- 
spect of this tax against the liability 
under the new tax, which may arise 
when the goods are sold (see also 
BASE STOCK, STOCK RELIEF). 

STOOL TAX — Small, flat-rate levies on 
those owing allegiance to a particular ' 

Chieftain (named after the ceremonial 
stool, or throne of the chief) to pro- 
vide the necessary revenue for local ad- 
ministration (see also HUT TAX, 
GRADUATED POLL TAX). 

STRAF (FOR URIGTIG SELVANGIVEL- 
SE # (Denmark) Penalty (for false re- 
turn). 

STRAIGHT LINE DEPRECIATION —The 
method of calculating depreciation for 
income tax purposes on qualifying as- 
sets (in contrast to the REDUCING 
BALANCE METHOD, q'.v.) whereby 
the annual allowance is based on a per- 
centage of the original cost, ignoring 
subsequent wear and tear of devalua- 
tion of the asset. 

STUDENT, WORKING — SeeIWORKING 
STUDENT. 

STUMPAGE —‘ A royalty or other charge 
made by the owner of standing timber, 
usually calculated on the volume of 
usable timber removed from the 
forest or woodlands by the timber 
contractor. 

SUBPART F — A major anti-avoidance 
provision in the U.S.A. tax code, re- 

lating to the income of foreign corpo— 
rations which are controlled by United 
States shareholders. Section 951 pro- 
vides for the inclusion in U.S.A. tax 
liability of Subpart F income which in- 
cludes undistributed income of foreign 
(controlled) corporations. 

SUBSIDY — The term previously used to 
refer to a tax which produced revenue 
for the monarch in Britain. “Subsidy” 
nowadays usually refers to a govern- 
ment grant rather than taxation. 

SUBSTITUTE INHERITANCE TAX —-The 
tax charged in some countries on “legal 
persons” who, not being mortal, are 
not subject to ordinary death or in- 
heritance taxes. The tax usually takes 
the form of a small annual tax on capi- 
tal. 

SUBVENTION PAYMENTS — Payments 
made by one company to an associ- 
ated company which, because of trad- 
ing losses or for other reasons, requires 
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financial support. In British tax law 
such payments may now be deducted 
by the paying company in computing 
its profits and will represent income to 
be brought into the calculation of pro- 
fits of the receiving company. 

SUCCESSIERECHT —- (Holland) Succes- 
sion duty. ‘ 

SUCCESSION — On the takeover of a busi- 
ness by a new proprietor, the new- 
comer is usually treated as commenc- ' 

ing a new enterprise. In the case of 
company takeover, however, where 
the shares change hands but the com- 
pany remains in existence, the change 
in Ownership may in certain circum- 
stances be disregarded in computing 
the tax liability of the new proprietors. 
The matter is of importance in that 
the business may have incurred losses 
which may be available to the new 
proprietors and may thus be a factor 
in encouraging the salvage of a declin- 
ing business _by new entrepreneurs. 

SUCCESSION, DROIT DE — (Belgiumf 
France, Luxembourg) Succession duty. 

SUCCESSION DUTIES - Duties charge- 
able upon assets passing to the succes- 
sors of a deceased person (see also 
ESTATE DUTY, LEGACY DUTY). 
Such duties are usually graduated by 
reference (a) to the degree of CON- 
SANGUINITY (q.v.) of the heir, and 
(b) to the size of the inheritance. 

SUCCURSALE — (Belgium, France, Lux- 
embourg) Branch establishment. 

SUM-OF-THE-YEARS'-DIGITS METHOD 
OF COMPUTING DEPRECIATION — This method of computing depreci- 
ation is one of the options open to 
taxpayers under the US. tax code. 
the SOYD method concentrates larger 
allowances in the early years of the 
working life of an asset. If the life is 
estimated at_ ten years, the digits for 
each of» the ten years are added, i.e. 
10 + 9+8+7....+1=55andthe 
allowance for the first year is 10/55, 
year 2 allowance is 9/55, and so on to 
1/55 for the tenth year. 

SUMPTUARY TAXES — Indirect taxation 
charged upon luxuries. 

[to be continued] 
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SCHEDULAR AND GLOBAL SYSTEMS OF 
INCOME TAXATION: 

THE EQUITY DIMENSION 
by Sylvain R.F. Plasschaert* 

I. INTRODUCTION: DEFINITION OF SCHEDULAR, GLOBAL AND 
MIXED SYSTEMS 

The present paper is part of a broader enquiry into “schedular, global and 
mixed systems of income taxation”, with particular reference to developing 
countries. Other policy-oriented chapters compare the schedular and global 
prototypes of income taxation with respect to their likely economic effects 
and their administrative feasibility and efficiency. 

In order to render this paper self-contained, the reader is reminded of the 
following fundamental concepts. 

In a schedular income tax system, each of the various incomes, such as 
salaries, dividends or business profits, that flow to a particular taxpayer, is 
subject to a separate tax. In other words, the schedular system of income 
taxation consists of a co—ordinated set of separate taxes on various types of 
income. 

In a global income tax, all (partial) incomes, from whatever source derived, 
that accrue to the same taxpayer, are taxed jointly as a single mass of 
income. 

A mixed or composite system consists merely of a set of schedular taxes and 
of a global-type tax. Thus, a mixed frame of income taxation is not original, 
structurally speaking. In a mixed system, a “complementary” global tax is 
superimposed on a schedular system. 

The separate or aggregate taxation of income carries some implications for 
the design of the income tax. Thus, in a coherent or “rational” schedular 
system, in which the basic tenets that underly the schedular approach would 
be scrupulously adhered to, each type of income ought to be taxed, without 
any reference to the personal circumstances of the income-recipient. In 
other words, the schedular tax system essentially has an objective character. 
Each “schedule” carries a flat or proportional rate; capital incomes are 
subjected to a higher rate than incomes from labour. In “rational” 
global-type systems, on the contrary, such reference or personalization is 

quite appropriate, as are progressive rates. 

In actual “empirical”, or “historical”, tax systems, however, there are 
numerous deviations from the parameters and rules, that would follow from 
the uncompromising application of the underlying paradigms of the 
respective schedular and global systems. ' 

The present paper discusses the equity aspects of the schedular or global tax 
systems, but contains no analysis of the merits and drawbacks of the mixed 
or composite system. 
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ll. IN GENERAL: PROGRESSIVE AND PRO- 
PORTIONAL FORMULAE 

The equity dimension is of overriding significance for 
any tax system and any particular tax. Explicit or 
implicit equity standards determine how the tax burden 
is apportioned over the taxpaying subjects. The latter 
will only psychologically and politically accept the tax 
if the overwhelming majority of the citizens view the 
tax as equitable - unless all opposition or disagreement 
is forcibly suppressed. 
Unfair taxes are morally repulsive. But one must admit 
that the concept of tax equity is elusive and value- 
infected and owes more to ethical considerations and 
political judgements than to unassailable scientific 
guidelines. 
The burden of the income tax is distributed over the 
taxpaying units, through tax formulae, which are 
applied to the statutory taxable base. One distinguishes 
a regressive, proportional or progressive rate - more 
commonly, a series of rates — according to whether the 
tax. liability rises more slowly, at the same pace or faster 
than the taxable base. In somewhat simplified form, 
progressive taxes take an increasing share of income as 
the latter rises. By definition, in a progressive rate 
formula and provided progressivity is maintained over 
the «whole range of taxable income, the marginal rate 
(the tax rate on additional units or brackets of taxable 
income) exceeds the average rate of income tax. Under 
those circumstances, the marginal rate will rise (from 
zero on the first, untaxed bracket) to the 'top marginal 
rate, say 60 percent or 80 percent, which is still held 
applicable. 
There is no need to investigate the various conceivable 
slopes of a set of progressive rates. Suffice it to say that 
in most actual tax systems, the marginal — and hence, 
the average — rate does not rise in a steady, but in a 
discrete or non-continuous fashion: the given marginal 
rate applies to a given segment or bracket of the income 
ladder — as explained, a moment ago. Besides, the 
combination of flat rates with an initial exemption on 
the first bracket of income results in the‘ so-called 
Bentham progression. For example, if a 30 percent flat 
rate applies to taxpayers A, B and C, with an income of 
respectively $ 2,000, $ 10,000 and $ 30,000, and if all 
three taxpayers enjoy an initial exemption of $ 2,000, 
the average tax ratios, as a percentage of the above- 
mentioned income levels, will amount to respectively 
zero for A, 24 percent for B and 28 percent for C. This 
indirect' form of progression is also called the “degres- 
sive” progression, as the percentage tax “saving” re- 
sulting from the initial exemption declines as income 
increases.‘ 

Rate formulae such as progressive rate schedules or 
proportional rates are only technical parameters. While, 
conceivably, rates could be assigned at random to 
various types or levels of income, neither the citizens 
nor the legislators would accept the resulting chaotic 
interpersonal distribution of tax burdens. The latter 
must reflect well-established and widely-accepted tax 
equity principles which are implemented through ap- 
propriate tax formulae. 
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In schedular tax systems, by definition, each category of 
income is taxed separately and made subject to a tax 
rate. Historically, the schedular compartmentalization 
has been rationalized in the light of the “quantitative 
discrimination” principle, according to which each 
schedule should carry a flat rate: those rates, however, 
must be differentiated according to the nature of each 
of the incomes, with incomes from capital being' 
subjected to a distinctly higher flat rate than earnings 
from labor inputs. Global systems, on the other hand, 
utilize progressive tax formulae. 
A simplified outline of the diverging distributional 
pattern of tax burdens over the various taxpayers is 
shown in Figure 1. The schedular system, carries a 20 
percent flat rate on labour income, and a 40 percent 
rate on incomes from capital, whatever the level of such 
incomes. The global tax carries a discrete progressive 

. 
formula, whereby there are five brackets. The first slice 
of income is exempted, or, in other words, is subjected 
to a zero rate. The (marginal) rate schedule on each of 
the following brackets of taxable income starts with 10 
percent and rises by 20 percent for each of the 
subsequent brackets of income, to reach a final marginal 
rate of 70 percent, In progressive formulae the marginal 
rate rises faster than the average one. A dotted line 
shows how, in this particular case, the average rate rises 
over the income spectrum. 
This graph is purely hypothetical and highly simplified. Two particular preoccupations should be noted. First, 
whether the two systems would yield the same amount 
of revenue would depend on the underlying distribution 
of incomes. We hypothesize here that such equal- 
revenue distribution_exists; this would probably require 
that, as in the graph, few exemptions would 'be granted, 
not even on labor incomes. Second, in order to avoid 
some distortions, to be discussed in section VI, theoreti- 
cally all exemptions for low-income levels in the 
categories of the schedular tax should be barred; 
however, the equity arguments in favor of a zero rate 
on such low-income brackets have proven quite strong 
in historical tax systems. Hence, the dotted line over the 
first stretch of the horizontal lines which depict the flat 
rates, respectively, on capital and labor income. 
In this chapter, we first evaluate the basic rationales 
which have been adduced to support the above-men— 
tioned interpersonalz distribution of tax burdens in the 
two systems. 

1. In this case, progressivity emerges when the resulting average 
tax rate is related to “taxable income gross of the allowance”. It 
would be wrong to infer that the tax burden is thereby 
unjustifiably lowered. The statutory rates must apply on statu- 
tory income. Modern income taxes contain a basic allowance. 
Hence, the tax formula should only hit “income net of the 
allowance”. But an unwarranted decline, in equity terms, in the 
effective rate, as‘ against the nominal (30 percent) 'rate, would 
result if ’each of the taxpayers were to evade US$ 2,000 of 
statutorily taxable income. 
2. We abstract, in this paper, from the rather complex problem, 
whether individuals or households must be viewed as proper 
taxable subjects, and from the impact which a separate tax on 
corporate net profits may have on the interpersonal distribution 
of income.' 
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,In section VI, we revert to tax formulae and examine entitled to personal allowances (income from tenants whether progressive rates which would reflect both the was subject to category B). 
ability-to-pay principle and the socially recognized 
objective of some (relative) redistribution of income can 
be rationally built into a schedular income tax system. Preferential treatment 

of labor income 
In section VII, we ascertain whether, to what extent and 
why, numerous structural “impurities” have emerged in A number of arguments have been advanced in support “historical” tax systems. of the preferential treatment of incomes from labor over 
Finally, we venture some comments as to the question thos? from capltal' The mam argument 15 that 1a?“ 
whether the schedular approach, based on the qualita- €ammgs have less lastmg powel: as, Contrary to capltal 
tive discrimination doctrine, which is found to be no Incomes, the flow 9f labor earmngs may be Interrupted 
longer appropriate for presentday developed eco_ by layoffs or by Illness; even more Importantly, the 

employment period comes to an end. In order to 
sustain his living during the retirement period or other 
periods of interrupted income flows, the worker must 
set aside a reserve fund out of his current income. The "I' THE QUALITATIVE DISCRIMINATION THEORY income stream from capital assets, on the other hand, is 
permanent and more regular as to its amount. In other 
words, nominally equal incomes from capital or labor are 
not equivalent in the economic sense. Equivalence can 
be restored, or aimed at, by way of subjecting incomes 
from labor to a lower (flat) rate — or, what amounts to 
the same, through surcharges on incomes from capital. 
It has also sometimes been argued that, objectively, 
capital embodies more “capacity-to-pay” than labor. 
Since, however, not objects but persons pay taxes, it 
appears more appropriate to use the expression“capaci- 
ty-to-pay” in a more subjective setting, as discussed in 
the next section. 
This argument can easily be faulted in terms both of 
principle and of present-day circumstances. Whether the 
stream of labor income is actually more vulnerable than 
capital income to interruption or termination is basical- 
ly an empirical question. In developed countries, nowa- 
days, almost all salaried employees and workers benefit 
from a comprehensive scheme of social security. The 
latter provides cash payments, in case of termination of 
labor and the payment of pensions in old age; the 
widow is also entitled to a pension. Medical expenses of 
some importance are reimbursed; unemployment pay- 
ments of income compensate loss during periods of 
involuntary unemployment. The social security systems 
transcend the principle of personal insurance, whereby 
each person would only be entitled to benefits on the 
basis of and in proportion to his own contribution, As a 
matter of fact, the social security approach pools risks, 
with subsidies from the government budget frequently 
filling any shortfall of the contributions made by 
employers and employees. 

nomies, could be advocated for low-income countries. 

This theory, which holds that incomes from capital 
should be taxed at higher (proportional) rates than 
incomes from labor, was elaborated long ago, especially 
,by Italian scholars of public finance.3 Equally, Italy is 
probably the country where the tenets of the doctrine 
were fairly consistently observed until the mixed system 
was replaced by a global one in 1974. In principle, the 
flat rates which apply to the various schedules are 
arranged in such a way that the tax is higher as a given 
type of income originates more in capital assets and less 
in labor inputs. 
A look at the Italian income tax system prevailing in the 
early 19605 may serve as an illustration. There were, 
first, two separate taxes on the return from land and 
buildings. The assessment was in essence based on the 
cadastral system; the flat rates were respectively '10 
percent and 5 percent. The most important schedular 
tax, however, was the “imposta sui redditi di ricchezza 
mobile”, which, in turn, was subdivided into several 
categories: - category A: on incomes from financial assets, subject 
to a 26 percent rate, withheld at the source (dividends, 
however, were exempted in this category, as they were 
taxed as part of business profits, in category B); 
—category B: on “mixed” incomes, deriving from the 
inputs of both capital and labor, i.e. basically on 
business profits. The law distinguished between 'joint- 
stock enterprises and unincorporated units. The former 
carried flat rates of 18 percent for the slice of taxable 
profits below 10 million lire, and of 24 percent above 
that cut-off point. Individual buginesggnen, however, 
enjoyed a persOnal allowance of 240,000 lire; the rate

~ 
was 9 percent for the income between 240,001 and It is fair to say that the present Situation in developed 
900,000 lire. Above that level, an 18 percent rate ecgnomies with respect to the termination and inter- 
applied; — category Cl: on earnings of professionals. The first 
slice of 240,000 fire was exempted, the 3. One may mention particularly L. Einaudi, Principi di Scienza 
240901960900 lire bracket carried a 4 percent rate della Finanza, 4th edition (Turin, 1949) and E. d’Albergo, 

‘Economia della Finanza Pubblica, vol. I (1951). For a brief survey 
of the arguments involved, see C. Brasca, “La discriminazione 
fiscale a favore dei redditi di lavore”, Riuista internazionale delle 
scienze sociale, July-August 1955, pp. 322-40. We do not at all 
imply, of course, that Italian writers have a monopoly on the 

and the remainder an 8 percent rate; — category 02: on wages and salaries. They were subject 
to withholding at the source at the same rates applicable 
to the earnings of professionals in category Cl; — income from agric'fltural aCtiVitieS’ (icon-ling t0 the subject, which has exercised the minds of many great economists, owner of the land, were taxed, accordmg to the such as J. Stuart Mill, as early as the middle of the previous cadastral system, at 10 percent. Those incomes were not century. 
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ruption of labor income differs completely from that in 
the second half of the 19th century, when the qualita- 
tive discrimination doctrine was being formulated. The 
benefits, distributed nowadays through the social securi- 
ty system, provide a substantial cushion against the loss 
of income resulting from the occurrence of the above- 
mentioned risks. Unemployment is also covered by the 
system. There is factual evidence that employers, in 
business cycle downturns, do not easily dismiss workers 
lest they may have difficulty in hiring them back when 
the economy picks up again. Besides, in several coun- 
tries, lay-offs by employers involve substantial severance 
payments. In sum, incomes from salaried employment 
have become “funded” to quite an extent. Furthermore, 
contrary to the assumption implicit in the above main 
argument in favor of the discrimination principle, 
employee contributions are almost everywhere tax 
deductible. Self-employed persons, however, are clearly 
much less protected by the social security system; for 
one thing, by definition, they face the risk of periods in 
which they earn no income, for lack of customers: 
hence unemployment coverage is inconceivable for 
them. 
It is not quite true ‘that incomes from capital are 
immune against nominal or real losses. Equity invest-_ 
ments, by their very nature, involve the risk of loss of 
substance; over the last inflation-ridden decade, in many 
countries, investments in shares appear to have been less 
well protected against erosion than wages, the more that 
the latter have widely become index-linked. The share 
of labor in national income has increased in most 
developed economies during the 19703. The yield from 
fixed-rate financial instruments had trended upwards 
but the additional nominal yield has usually only 

' 

partially compensated for the rate of inflation. 
Admittedly, in developing countries the situation differs 
significantly from that in high-income countries; there 
also exists considerable variation amongst countries in 
the developing world. On the whole there is some 
tendency towards the extension of social security 
benefits to a larger number of beneficiaries. Pension 
benefits have been legislated for in many countries, 
although mostly only for public sector. employees. 
Coverage of health hazards is rare; large segments of the 
population, especially in rural areas, may have almost no 
access to modern health services. Unemployment 
benefits are also non-existent and, if available at all, 

restricted to the private modern sector. One must also 
remember that in developing countries time-honored 
informal systems of social security exist, whereby 
extended families, or clans, display a significant degree 
of solidarity and provide needy persons, such as the 
elderly or unemployed, with the means to subsist._Thus, 
the social security system, at best, metes out modest 
benefits to the workers who happen to be employed in 
the “organized” industrial sector; a “reserve army” of 
un- and underemployed threatens the stability of 
employment in the modern sector and exerts a down- 
ward pressure on the wage level. And yet, those workers 
in the modern manufacturing sector often are better off, 
both in terms of income and of job stability, than the. 
mass of poor peasants. In any event, the level of per 
capita income, the structure of employment — with 
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most people in the agricultural sector —- and the wide 
incidence of un- and underemployed persons would 
render the financing of a modern, comprehensive 
scheme of social security utterly untenable. 

The "lasting power" argument 
has only limited validity 

Is the “lasting power” argument, in favor of the 
doctrine of qualitative discrimination, still relevant to 
the developing world of our days? To the extent a 
general answer is warranted, considering the large 
divergence in actual circumstances, the case for discrimi- 
nation between the two sources of income, on the basis 
of the above argument, is clearly a very weak one. Those 
who earn a comparatively high income from labor in the 
modern sector, such as business managers, physicians or 
upper-rank government officials, have sufficient means 
to contract insurance against the major risks and to 
build up a pension for their old age; salaried people in 
the lower-ranks can also frequently benefit from old-age 
pensions that are fed by their own contributions and 
those of their employers. But in both cases, the rationale 
advanced in support of the lower tax burden on labor 
incomes, i.e. the need to set aside reserves, which should 
receive preferential tax treatment, is fulfilled by way of 
the deductibility of the contributions of employees (and 
employers). Low-income recipients, such as the large 
numbers of self-employed peasants, artisans, and un- 
skilled workers in urban areas without security of 
employment, should, by virtue of the above argument, 
be entitled to a lower tax burden. Yet}, in the light of 
sound equity and administrative considerations, such 
low-income recipients of labor incomes remain generally 
outside the income-tax net in developing countries. 
But, even assuming that taxable labor incomes are 
substantially subject to interruption and/or termination, 
there is a more fundamental reason why the above line 
of reasoning is flawed. In order to form a private 
retirement or unemployment fund, the wage earner must 
set aside a portion of his current income. Although 
there is still considerable disagreement among econo- 
mists about the determinants of savings — which comes 
as no surprise, considering the variety of the motiva- 
tions, and of the behavior of households — the level of 
the overall income of households is obviously a major, 
and almost certainly the main, determinant of the saving 
ratio. 

It follows that it would hurt generally accepted norms 
of justice if one were to more heavily impose on an old 
widow who lives parsimoniously off a small securities 
portfolio _than on the well-paid executive, by virtue of 
the argument that capital income requires a higher tax 
rate than on earnings from labor. 

In essence, the lower tax urged for the “reserve fund” is 
predicated upon the same considerations that underly 
various personal allowances (such as those for depen- 
dents) which are nowadays part and parcel of the 
modern income tax: a portion of current income is not 
freely disposable but must be set aside to meet pressing, 
unavoidablevoutlays and contributions towards the re- 
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serve fund qualify for exemption or preferential tax 
treatment. But, even admitting the above argument, the 
benefit of a lower tax burden should only be granted to 
that portion of labor incomes which is required to form 
the reserve fund, not to the taxpayer’s total income 
from labor, irrespective of the level of the latter. 
It also follows that the preferential treatment on labor 
incomes can technically be accommodated more appropri- 
ately, within a global tax system, through a specific 
allowance for earned income than through a lower flat 
rate in the relevant category of the schedular tax 
system. The first approach acknowledges the level of 
overall income and of the capacity for saving, whereas 
the latter procedure does not. 

Other arguments for 
qualitative discrimination 

Other arguments are also held in support of qualitative 
discrimination.“ Thus it is claimed that the earner of 
income is exposed to more costs of production than the 
“capitalist” who “lives on his rents”. Costs must be 
incurred to build op professional skills or, in the 
contemporary parlance of economists, “human capital” 
must be accumulated before-one actually earns income 
from labor. It is also stressed that labor, although a 
deep-seated vector of man’s creativity, involves effort 
and toil, whereas the clipping of coupons is a painless 
act. To obtain earnings from labor, one must exert 
eight or more hours of work, whereas capital produces a 
yield “while one sleeps”. . 

Those arguments ‘in favor of labor incomes do not cut 
much ice, either. Truly, educational costs are involved 
to build up skills, but, as the Meade Report observes, if 
one follows that line one should also hold taxable the 
“rents” and “capital gains” out of improved “human 
capital”.5 

The reference to the painful character of labor could be 
construed in welfare-theoretic terms. The person who 
lives on capital incomes can indulge in leisure, an 
untaxed component of welfare, whereas leisure is 
incompatible with the exertioh of labor; the lower tax 
burden on labor income would'then somewhat offset 
the impossibility to enjoy leisure. One must remark, 
however, that most people probably would prefer 
activity over permanent idleness; human beings yearn 
for. life’s blessings, but are also moved by creative urges. 
Is there then no argument that gives sufficiently strong 
backing to the “qualitative discrimination” theory? 
And how can one account for the fact that, despite the 
weak reasons traditionally submitted in support of that 
doctrine, almost all actual systems, in one way or 
another, impose capital incomes more stringently than 
earnings from labor? 6 It would seem to us that a fairly 
strong case can be constructed along the following lines. 
First, usually, income from capital is complementary to 
earnings from labor inputs; few are the people — if one 
excepts retired ones benefiting from official or private 
pension plans — who can afford to live without working; 
the more basic needs of households can, in most cases, 
be met by the_ incomes from labor; purchasing power 
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derived from capital assets would then create scope for 
spending on less essential goods and services. Also, 
wealth begets income which in turn allows wealth to 
accumulate. And, apart from income, wealth undoubt- 
edly provides a supplementary yardstick of (subjective) 
“capacity-to-pay” (taxes). As a matter of fact, if two 
persons obtain $ 50,000 per year from labor and capital, 
respectively, the latter is clearly better off; besides 
enjoying the income flow, he maintains a store of value. 
Wealth also affords prestige and status; it allows better 
access to credit facilities. Finally, one must not overlook 
that wealth typically is not held by Widows of little 
means. Available data on, for example, the United 
States and France, show that the ownership of shares, 
and to a lesser extent of bonds and real estate, is heavily 
concentrated in the upper-income ranges of the income 
pyramid. It follows that when capital incomes are 
systematically discriminated against in schedular sys- 
tems of income taxation, one approximates, albeit in a 
rough fashion, the vertical interpersonal distribution of 
tax burdens, which is intended in global-type ‘systems 
and which subjects income-rich(er) persons to a higher 
average tax burden than their poor(er) countrymen. The 
argument, clearly, also has ethical overtones; in this 
connection, we may notice that the expressions 
“earned” and “unearned” (incomes) stand for “funded” 
and “unfunded” incomes, and carry the connotation of 
respectively “meritorous” and “undeserved”.7 
Those considerations give support to the case for treating 
incomes from labor more leniently than those from 
capital. But they .do not postulate that income from 
capital be discriminated against by way of specific tax 
schedules, carrying different flat rates. Besides, the 
schedular approach to qualitative discrimination runs 
into a host of practical difficulties. Capital and, even

' 

more, labor are not homogeneous categories of income, 
neither in developed nor in low-income economies. 
Hence, more sub-schedules would be required to differ- 

4. We have refrained from discussing the argument based on the‘ 
so-called “double taxation of savings”, first as a component of 
income and, subsequently, when the investment produces a yield. 
This question has, since J. Stuart Mill, been part of the 
“qualitative discrimination” issue and has provoked an inordinate 
amount of learned controversy. The topic, however, is not 
relevant to our study. The thesis, if accepted, would posit 
preferential treatment of incomes from capital; it can be adduced 
as an argument for a tax on expenditures but there is now general 
recognition that, within the income tax, the yield from the 
investment is a new income item whose taxability cannot be 
questioned. 
5. “The Structure and Reform of Direct Taxation (Meade 
Report, 1978), p. 39. 
6. The higher burden on income from capital as compared to labor 
earnings in an equal amount is attributable not only to (a) 
differentiated flat rates, (b) allowances for earned income or 
surcharges on income from capital, and (c) a separate tax on net 
wealth but also to the corporate profits tax, the existerice of 
which, alongside an individual income tax, involves an extra 
burden on income from capital. 
7. Marxist views, alleging that the capitalist’s income is exploita- 
tive and, hence, is undeserved as it appropriates “Mehrwert”, 
produced by the workers, may have contributed towards shaping 
the connotation of undeservedness of capital income. 
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entiate between skilled and unskilled labor; self—employ- 
ed and “other”-employed persons; dividends and inter- 
est. Several of those distinctions are actually to be 
found in schedular tax statutes. Furthermore, the 
category of business profits presents rather stubborn 
problems. Especially in family-type, small enterprises, 
inputs of labor and capital by the same persons are 
intimately intertwined. Procedures such as those Used in 
Morocco, whereby, for purposes of applying the sched- 
ular tax on business profits, a first slice of income is 

deemed to be derived from labor and is subjected to a 
comparatively low rate, remain rather rough artifices. 
Especially in segmented low-income economies, the 
capital-labor ratios may differ dramatically between, for 

‘ example, the traditional handloom and the modern 
textile mill; in strict adherence to the principles of the 
schedular system, these two classes of business should 
receive a different tax treatment. Finally, there is no 
scientifically convincing yardstick which determines to 
what exact degree capital income should be taxed more 
severely than earnings from labor of some amount, or, 
in other words, by how much the flat rate on capital 
incomes should exceed that on earnings from labor. 
In sum, the case for a schedular system, predicated upon 
the “qualitative discrimination” doctrine, is — or more 
exactly, has become — particularly weak, especially as 
far as developed countries are concerned. The basic idea 
which underpins the “qualitative discrimination” 
theory, viz., that labor incomes ought to be burdened 
less, has, however, remained politically forceful. But to 
implement such a principle, it appears by far preferable 
to take into account not only the nature of incomes, 
but also the level of total income; this would advocate 
the granting of an allowance for earned incomes within 

' global systems. Furthermore, wealth, besides income, 
provides an additional yardstick of taxable capacity. It 
follows that a net wealth tax is an appropriate way of 
reaching the taxable Capacity embodied in wealth. In 
countries where this type of tax is politically not 
feasible or would not be efficiently implemented, such 
discrimination against capital incomes as exists in 
income tax systems may function as a seéond-best 
substitute for a net wealth tax. 
We' reached a rather negative conclusion about the 
suitability of the schedular system to “qualitatively 
discriminate” between capital and labor incomes. Be- 
sides, the underlying theory clearly cannot possibly 
provide the only criterion for apportioning the tax load. 
More specifically it appears advisable to account for the 
relative 'levels of total income. Our findings, however, 
should, at this juncture, not be interpreted as a 
wholesale indictment of any schedular approach to 
income taxation. Conceivably, rate discriminations be- 
tween various categories of income may be consonant 
with acceptable or advisable tax principles, other than 
the “qualitative discrimination” doctrine. 

IV. THE ABILITY-TO-PAY CRITERION AND THE 
PROGRESSIVITY ISSUE 

The criterion which states that each ‘taxpaying unit must 
contribute to the goverment’s purse in accordance with 
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its relative capacity or ability-to-pay (taxes) has become 
solidly entranched in tax practice and in tax philosophy. 
It is also generally claimed that, in order to modulate 
the interpersonal income tax burden, according to the 
ability-to-pay, a progressive rate formula is in order. 
Although the arguments in favor of progressivity remain 
intellectually somewhat weak and although the issue is 
readily contaminated by explicit and implicit value 
judgements, the progressivity tenet apparently no longer 
evokes strong opposition.8 Political ideologies have 
greatly contributed towards the acceptance of the 
progressivity principle. Socialist parties view progressive 
taxation as a major instrument of social policy; but also 
middle-of-the-road parties appear widely to accept 
moderately-redistributive income taxes as a method for 
correcting the (“primary”) income distribution, resul- 
ting from the market processes. 
The “ability-to-pay” canon and what looks like its 
natural companion, viz., the technique of progressive 
rates, has generated a considerable amount of writing 
and discussion. We do not intend to rehearse the debate 
at length, but limit ourselves to highlighting the major 
facets. 

A. Ability-to-pay 

In the income tax, the “capacity-to-pay” (such tax) 
must be 'related to income. The‘ tax statute must 
determine which amount and level of income can be 
considered as representing such ability. In modern 
income taxes, capacity to pay can be equated with what 
the Carter Commission in Canada has called “discretion- 
ary income”, which is viewed as the true expression of 
the taxpayer’s economic power.9 Not only is the 
income tax duly based on a net concept and are 
production costs subtracted from gross income; but, 
there are also some (first) slices of income which are 
necessarily earmarkgd for non-compressible expenses, 
and which allow the taxpayer to subsist. Accordingly, 
modem income tax systems grant the deductibility of a 
personal allowance; they also account, through depen- 
dent’s allowances, for the size of households. A 
bachelor has only himself, but the breadwinner of a 
family of six children has not less than eight mouths to 
feed. Such statutory provisions “personalize” the in- 
come tax, in that they adjust tax liabilities to differen- 
tial personal circumstances; they can also be viewed as 
applying the canon of “horizontal equity”.

' 

Horizontal equity 

Such personalization does not at all guarantee that the 
statutory allowances accurately reflect the actual out- 
lays, which, say, the average taxpayer incurs in taking 

8. In Theorie und Praxis der modernen Einkommensbesteuerung 
(Bern, 1947), pp. 71-73, F. Neumark documents how, in the 19th 
century, the progressivity criterion was strongly opposed in many 
circles. It would seem that this is no longer the case, nowadays, in 
low-income countries. 
9. See the so-called Carter Report, “Report of 'the Royal 
Commission on Taxation”, vol. III, Ottawa, 1966. 
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care of himself or his dependents. On the level of' 
principles, the issue arises Whether the allowances 
should reflect a physiological minimum level or a more 
generous amount of expenditures, which is in line with 
prevailing socio-economic standards of living. The exact; 
amount of the allowance tends to be determined largely 
by revenue considerations and political expediency. 
One must remember that whenever progressive rates 
apply, such allowances result in the rich man saving 
more tax dollars than his poorer counterpart. Finally, as 
Musgrave remarks, income is viewed here as the only 
indicator of'taxpaying capacity. This can be challenged. We mentioned already that wealth also embodies capaci- 
ty to pay taxes. Furthermore, leisure, which goes 
untaxed, is also a vector of welfare.10 

B. Progressivity 

The “ability-to-pay” principle holds thatapersonAwith 
ample' “discretionary income” should bear more tax 
than his neighbor B with less scope for compressible 
outlays. But one must also state to what; extent the 
“rich” person should pay more tax than the “poorer” 
man. Should the amputation of taxable, discretionary 
income involve the same amount of dollars? Or the 
same proportion of taxable income? Or, a higher 
proportion as income rises? The first tWo solutions, the 
regressive and even the proportional ones, are nowadays 
generally rejected. Prevailing tax philosophy favors the 
application of progressive formulae to income. 

Sacrifice theories 

The justification for progressive rates on income has 
traditionally been cast in terms of “sacrifice theories”, 
which, in essence, apply the marginal utility theory to 
income and taxation. Additional units of income, it is 
claimed, afford less utility; or, in other words, as income 
rises, its marginal utility declines. Proportional rates, 
applied to discretionary income, would imply that rich men would sacrifice a smaller proportion of their utility 
than the poor men. Some have argued that the sacrifice 
lost through the tax should be equal; other authors, 
more numerous, have contended that fiscal sacrifice 
should be proportional to the total utility embodied in 
the taxpayer’s (discretionary) income. Depending on the 
shape of the curve which portrays the declining marginal 
utility of income, the resulting interpersonal distribu- 
tion of the tax burden, measured in units of money 
surrendered by the taxpayer, will be progressive, pro- 
portional or even regresssive. However, under the 
equi-proportional sacrifice standard it is most likely to 
be progressive.“ 
And yet, the case for progressive taxation has remained 
“uneasy”.12 On the theoretical level, the sacrifice 
theories suffer from several weaknesses and lack analyt- 
ical rigor. First, the search for the proper version of the 
sacrifice standard readily escalates into the so-called 
“minimum aggregate sacrifice” version; lopping off, 
through confiscatory 100 percent marginal rates, in- 
come above a certain level would equalize the marginal 
utilities of all taxpayers; and overall tax sacrifice would 
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be minimized. The concern for an equitable distribution 
of the tax burdens, then, makes room for the maxi- 
mization of welfare in society; 
But not even the most egalatarian government would 
dare to redistribute income in such a drastic way, which 
would no doubt have disastrous effects on the willing- 
ness to produce income. Besides, the sacrifice theories 
assume that utility can be measured in terms of cardinal 
quantities and that the utility curves of taxpayers are 
the same. Modern welfare economics holds that neither 
such cardinal measurement- nor meaningful interpersonal 
comparisons of utility is intellectually acceptable, apart 
from their utter impracticability. Third, one may 
wonder whether; once more basic needs have been 
fulfilled, the utility curve further declines regularly; 
taxpayers at income levels well above subsistence may 
not at all perceive their additional outlay as bearing on 
futile luxuries. In dynamic economies, new wants are 
constantly being created and social groups and income 
classes tend to imitate the aspirations and consumption 
patterns of more affluent groups. 
Viewed as theoretical propositions, sacrifice theories are 
now discredited. But it would be unwise to negate their 
strong appeal, ethically, politically and, one should add, 
also in economic terms. The impressive array of cri- 
tiques against sacrifice theories cannot erase the essen- 
tial truth embodied in marginal utility theory that the 
marginal dollar is objectively more useful for the “poor” 
man than for the “rich” man, as the former will thereby 
be able to buy more essentials and “basic” goods and 
services than the latter. This ethical standard emerges 
clearly when extremes in the income pyramid are 
compared; as a matter of fact, it would hurt normal 
sentiments of justice if the pauper were obliged to ‘ 

contribute the same proportion of his income as the 
Croesus. Besides, the impossibility of interpersonal 
comparisons of the utility of incomes and of the 
disutility of taxes, though valid in theory, should not be 
carried too far. Income tax legislation, as any other 
enforceable law, cannot be completely tailored to the 
individual utility profiles and whimsies of all members 
of society. Laws are applicable to all members or to 
broadly-defined subgroups of society. The law has to 
abstract largely from individual characteristics and 
idiosyncrasies. Pushed to its logical extreme conclusions, 
the thesis that each individual being has different 
perceptions of utility postulates that tax liabilities 
would have to be “individualized”, not according to 
measurable units of money but of individual utility 
curves. ' 

10. See R.A. Musgrave, The Future of Fiscal Policy. A Reassess- 
ment, Prof. G. Eyskens Lectures, Leuven, 1978, p. 10. 
11. For an excellent analysis of the sacrifice literature one may 
consult, besides Blum and Kalven’s The Uneasy Case for 
Progressive Taxation (Chicago and London, 1953), R. Musgrave,

I 

A Theory of Public Finance (McGraw-Hill, New York-Toronto- 
London, 1959), chapter VIII, and R. Musgrave and A. Peacock, 
(eds.) Classics in the Theory of Public Finance (McMillan-St 
Martins Press, London-New York, 1967), pp. IX-XIX. 
12. See Blum and Kalven, op. cit. 
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Considering the theoretic'al inadequacy of subjective 
sacrifice theories, a justification or at least an explana- 
tion of the progressivity principle has been advanced 
along other lines. Two decades ago, Groves already 
noticed the evaluation “towards a social theory of 
progressivity”.13 Nowadays, most authors basically 
accept the same View, perhaps‘more out of despair than 
conviction. Progressivity, it is claimed, has 

' become 
widely established as a primary feature in income tax 
systems because governments and prevailing ' public 
opinion in modern societies do not accept as immutable 
the “primary” distribution of income which emerges 
from the production process. Tax systems, and particu- 
larly income taxes, should be instrumental in vertically 
redistributing income, by taking away a larger percent- 
age of discretionary income as one moves up the income 
pyramid scale (subject, somewhere near the apex of that 
pyramid, to a maximum permissible marginal or/and 
average rate). The resulting “secondary” redistribution. 
of income represents a step toward that distributional 
pattern of incomes after taxes which society perceives as 
optimal. On the theoretical level, reference is often 
made to a “social welfare function”. In the words of 
Musgrave, “social utilities are assigned to income dollars 
and optimal tax patterns (or transfer patterns) may be 
determined on that basis”.14 
This approach, no doubt, reflects reality. It poses the 
issue of tax formulae and of redistributive aims and 
effects, essentially in political terms. But it remains 
vulnerable to serious objections. First, who decides 
about the social welfare function? The political majori- 
ty, as elected through democratic “public choice” 
mechanisms? Or dictators who are usually repressive 

. 

and only seldom benevolent? Or is this social welfare 
function to be viewed in the additive sense, i.e. as the 
aggregation of individual welfare functions, a concept- 
ion which regains favor with many welfare economists. 
But how to trace; the concrete shape of the progressivity 
formulae? Such statements as the progressivity slope 
adopted is the one which society seem to prefer risk 
being no more than tautological. 
A supplementary equity argument in support of progres- 
sivity in income taxation is that regressive or propor- 
tional distributional features in other types of taxes can 
thereby be offset, to some extent. Income taxes, or even 
the tax system as a whole, are not the only channels 
through which the budget redistributes income. In this 
respect, in developed countries, in recent years, other 
conduits have attracted more attention. Social security 
contributions and subsidies, the inverse of taxes, must 
also be taken into account. The very fact that, as Okun 
remarks, in developed countries state budgets nowadays 
consist predominantly of transfer payments has greatly 
enlarged the redistributive potential of budget policy.15 
Besides, one should also heed the distributional effects 
of non—transfer budget expenditures, which are nowa- 
days encompassed in the concept of “tertiary” (re)dis- 
tribution. 

V. REDISTRIBUTION AND (UN)EOUAL|TY 
In this section, we have no intention whatsoever to 
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cdver at length the complex problems of the measure- 
ment of the economic effects and ideological values 
connected with the distribution of income and wealth. 
We select a few comments which are relevant to our 
enquiry. We first draw attention to some implications 
that follow from the mechanics of progressive and flat 
rates. Besides, we wonder whether and in what ways the 
redistribution of income through the income tax instru- 
ment presents different features in low-income as 
compared to high-income countries. And finally, we 
indicate that, to a large extent, the “horizontal” 
functional distribution of tax burdens, which is in- 
herent in the set of flat rates of rational schedular 
systems, may approximate the “vertical” interpersonal 
redistributive effects that are achieved through openly 
progressive formulae in global-type systems. Throughout 
this section, we further assume that both types of 
income taxation are implemented in strict adherence to 
the normative canons of tax—burden distribution discus- 
sed in the previous sections. This assumption will be 
relaxed in section VII to allow for the many structural 
“imperfections” which characterize empirical systems of 
income taxation. We should also stress that the expres- 
sion “redistribution” only refers to the tax ledger of the 
budget. Reducing the incomes of the rich does not, in 
itself, improve the position of the poor, in absolute 
terms. If all revenue collected from the rich were spent 
to their exclusive benefit, the budget process would not 
exert any redistributive effect whatsoever. 

A. Implications of proportional and 
progressive rate formulae 

It is sometimes overlooked that a proportional rate does 
have redistributive‘ effects if one looks at the absolute 
distance or “gap” between the “richer” and the 
“poorer’ income recipient within a given schedule or 
with respect to overall income. A 40 percent flat rate 
which applies to taxable incomes of respectively 
US$ 50,000 and US$ 10,000 reduces the after tax, or 
“disposable”, incomes to respectively US$ 30,000 and 
US$ 6,000. Thus, the gap, in absolute terms, had been 
substantially narrowed from US$ 40,000 to 
US$ 24,000. However, uhder the proportional tax the 
relative distance is unaffected; in our example the 
post—tax ratio between the incomes of the two taxpayers 
remains identical to the pre-tax ratio, at 5:1. Progressive 
taxes, on the contrary, also reduce the relative gap or 
ratio. If, in our example, the two incomes are subjected 
to respectively 40 percent and 20 percent, the tax bite 
would have narrowed the absolute gap to US$ 22,000 
and reduced the relative ratio from 5:1 to 3.75:1. 
Whether narrowing only the absolute gap or also the 
relative gap should be the proper principle in pursuing a 
redistributive policy is a rather involved question which 

13. H. Groves, “Towards a Social Theory of Progressive Tax- 
ation”, National Tax Journal, March 1956. 
14. See R.A. Musgrave, G. Eyskens Lectures, op. cit. p. 61. 
15. See A.M. Okun, Equality and Efficiency, the big Trade-off, 
The Godkin Lectures, The Brookings Institution, 1975, pp. 
101-2. 
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cannot be kept uncontaminated by value judgements 
about the fair or optimal state of distribution of income ' 

and wealth in a given society. One may contend that 
one should not go beyond the reduction of substantial 
absolute gaps in income even if the relative ratio remains 
constant; in this way socially.unacceptable discrepancies 
in living standards and consumption patterns would 
already be remedied. But, as already mentioned, modern 
income tax systems are more maximalist and aim at 
narrowing the relative gap, by way of progressive rates. 
Observation of actual social life clearly shows that 
individuals and social groups are concerned about their 
relative position, which they are eager to improve. This 

‘ 

is evidenced by the fact that in democratic high-income 
countries, some redistribution of income positions is 
typically part of government programs, while the same 
aim figures prominently in the development plans of 
low-income countries. In both cases, the emphasis upon 
the principle is often matched by lack of specification as 
regards the degree of redistribution sought. Con- 
sumption patterns of richer households tend to be 
envied and emulated by people at somewhat lower levels 
of living when the latter have become exposed to a 
“demonstration effect”. Thus, relative positions and the 
connected issue of redistribution clearly matter. 

It is also worthwhile to point to what we may call the - 

“amplification” effect, which is inherent in the mechan- 
ics of progressive rates. When the base of taxable income 
expands under a progressive rate‘ formula, the average 
tax liability rises as the additional income is subjected to 
a marginal rate that exceeds the average one. The 
converse is equally true: a reduction of the effectively 
taxed base reduces the average tax burden. We may call 
this the “split-effect”.16 It also follows that if an 
allowance of a fixed amount is granted, the tax bill of 
the rich person will be reduced more, in absolute 
amounts, than that of the poorer person (whether the 
relative ratio will shrink depends on the actual figures 
and parameters involved). Accordingly, taxpayers have 
an interest in attempting to split the base of taxable 
income. As a matter of fact,.the average tax rate on 
twice US$ 10,000 may be substantially less than on 
US$ 20,000. 

It also follows that nominal rates may be highly 
misleading when gauging the real effects of redistribu— 
tive taxation. Exemptions, deductions and allowances 
tend to considerably reduce the effective average rate to 
much lower levels than the nominal average rate would 
lead us to believe — abstracting even from evasion and 
avoidance. The effective rate is then calculated with 
reference to a level of income which, in the light of 
accepted tax standards, should constitute the taxable 
base. Hence, there exists a conflict between such “tax 
breaks” and the aim of secondary redistribution through 
the tax medium. Contrary to frequent assertions, 
however, no undesirable erosive effects can be attribu- 
ted to personal allowances and the like, which are meant 
to refine the concept of “ability-to-pay” (as represented 
by “discretionary income”) since progressive formulae 
should be-applied on “discretionary income” and not on 
“net (produced) income”. 
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‘ 
'B. Tentative thoughts about the scope for redistribution 

in high-income and low-income countries 

We should briefly draw attention to a paradox in most 
countries of the Western world. Their societies have 
reached an unprecedented level of affluence; compara- 
tively few people can be said to be poor, even if the 
poverty line is drawn well above a physiological mini- mum income level; furthermore, those or are not a 
homogeneous social group but are scattered over various 
segments of the population. 17 Thus, one might have 
expected that the issue of the relative income gaps 
would come to rest and that there would be few claims 
to reduce that distance. And yet, the relative dimension 
draws attention not only in academic circles but, even 
more, on the political level. Various political parties and 
trade unions want to reduce the income spectrum to 
low multiples, mainly by way of narrowing the wage 
differentials, or, in other words, through intervention in 
the primary distribution. Well-organized social and 
pressure groups strive to improve their position: the 
claims are frequently predicated on references to other 
groups who are perceived to be in a better but 

A paradox: in rich countries a 
tendency to equalize incomes

_ 

undeserved position. Hirsch has addressed himself to the 
above-mentioned paradox which he attributes to the 
increasing scarcity of “positional goods” (such as 
vacations on non-crowded beaches), as, “the vast in- 
crease in material productivity has pushed the frontier 
of mass demand into terrain where there is no longer 
more for all”.18 Scitovsky has also found “rankhappi- 
mess” to be relevant to present affluent societies. ’9 
Whether the strong urge for further redistribution will 
be a lasting phenomenon or, on the contrary, is 
symptomatic of a recessionary period cannot easily be 
prognosticated. Some pointers, such as the growing 
awareness of the disincentive effects of high tax burdens 
and even some overt signs of tax revolt, suggest that 
redistributive policies, particularly through the tax 
medium, may be widely looked upon with 'disfavor 
before long. 
In the typical low-income country, the situation is 
utterly different. Two series of remarks are to the point. 
First, income inequality is probably in most cases 

16. The expression “split” is used here in a general sense, whereas 
in the tax literature it tends to refer specifically to the treatment 
of the incomes of spouses. 
17. See, for example, P. Taubman, Income Distribution and ' 

Redistribution (Addison-Wesley, 1978), pp. 22-25. The official 
poverty line in the U.S.A. is defined as three times an emergency 
food level and stood at US$ 5,000 in 1974, for an urban family 
of four. The incidence rate of absolute poverty had declined from 
33 percent of the population in the late 19405 to about 11.5 
percent today. 
18, F. Hirsch, Social Limits to Growth (Routledge and Kegan, 
1977). The excerpt is on p. 117. 
19. T. Scitovsky, The Joyless Economy. An Inquiry into Human 
Satisfaction and Consumer Dissatisfaction (Oxford University 
Press, 1977), especially chapter VII. 
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somewhat more pronounced than in present-day af- 
fluent societies.20 Notice a number of qualifications, 
however. The statistical data are generally of poor 
quality and cross-sectional comparisons, between coun- 
tries, require great caution. Much depends on the 
underlying distribution of assets and of skills, indeed on 
the social structure, itself. For example, in Latin 
American countries, with their latifundia 2‘ the overall 
inequality is likely to be greater than where, as in South 
Asia, ownership of land is already highly fragmented. 
On the whole, economists tend to recognize the 
“Kuznetz effect”, which holds that, in the early stages 
of growth, inequality widens. There also does not seem 
to be a clear relationship between the growth rate and 
the degree and the trend in inequality; much depends on 
the actual policies followed.22 
Another feature dominates the profile of income distri- 
bution in low-income countries, namely, the widespread 
occurrence of absolute poverty.23 In most developing 
agricultural occupations, the absolutely poor are found 
predominantly in the rural sector. Even people who, in a 
vertical—income pyramid, would be situated well above 
the, say, lowest two deciles do not exhibit any or very 
little taxable capacity, although they may be three times 
“better off” than the poorest people. In other words, the 
connotation of income, well above a minimum, poverty 
level, which accompanies the expression “middle clas- 
ses”, as used within the context of high-income coun- 
tries, is not relevant in poor developing countries. 
The basic point to be made is that, with respect to such 
matters as fiscal redistribution and (income) tax policy, 
the absolute or cardinal dimension of the pattern of 
income distribution cannot be overlooked. Consequent- 

, 1y, the coverage of the income tax in low-income 
countries tends to be limited to the higher-income ranks 
and to the modern sector. “The income tax is a class not 
a mass tax” as the saying goes. Moreover, as in 
numerous (but not all) low—income countries, the upper 
strata of taxpayers enjoy a standard of living which is 
comparable to that of the top-ranked taxpayers in 
developed countries, steeply progressive taxes would 
shave off relatively more income than in a developed 
country. But, again, in countries in which no large 
“middle class” has yet developed, siphoning off income 
from the comparatively few “absolutely rich” would 
yield only little revenue, which, even if spent in favor of 
the large numbers of the absolutely poor, would only 
marginally improve the individual lot of the latter. In 
developed countries, on the contrary, fiscal redistribu- 
tion is partly made possible because middle classes form 
the bulk of the population and are subjected to 
progressive income taxation. The income tax must also 
be expected to be a relatively less productive generator 
of revenue than in rich countries; this is confirmed by 
the actual data. 

C. Redistribution in schedular and global tax systems 

Assuming that some degrees of redistribution should be 
achieved, or at least attempted, through the income tax 
medium, our specific question now is whether such an 
objective can be reached more easily within schedular or 

. 
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global systems of income taxation, of equal yield and 
otherwise equal circumstances, by virtue of the distribu- 
tional formulae which are found in the schedular or 
global types. 
Conclusions with respect to the redistributive impact 
exerted by flatmates, differentiated per schedule in the 
schedular system, and progressive rates in global systems 
are already foreshadowed in the previous analysis. 
Obviously, progressive rates reduce not only the abso- 
lute but also the relative gap between taxpayers at 
different levels of the income pyramid. Within each 
category of the schedular tax, a flat rate narrows the 
distance, in absolute terms, but leaves the relative ratio 
constant. 
As has been clearly established, different levels of 
overall income involve differences in the compositions 
of income. Generally speaking the share of income from 
capital in total income increases when one moves 
upwards along the income pyramid. This is particularly 
true with respect to the top-layer incomes, which are 
most often derived largely from capital assets. Capital 
assets are usually found to be more unequally distri- 
buted than incomes.24 This holds for developed coun- 
tries, but also, and perhaps even more, for most 
low—income countries, although the nature of the 
income-generating assets will differ, with land holdings 
being comparatively more important than financial 
assets. Conversely, and on the same grounds, the 
progressive rate formula on global income contains a 
built-in qualitative discrimination against capital in- 
comes, even when the tax statute does not openly 
specify any such discrimination. 
This similarity of redistributive and discriminatory 
effects, however, is a very crude and an imperfect one. 
When one looks, statistically, at large numbers, one 
finds that as income rises, it will tend to be composed 
relatively more of income from capital. But there are 
bound to be many deviations of individual cases vis-é-vis 
such general correlation. To apply the same general rule 
to such deviating cases would result in unfair treatment. 
The widow, living on her meager savings, would be 
taxed at the same flat rate as the rich “capitalist”, in the 
schedular system. Besides, there are many types of 
capital assets, and their degree of concentration in 

20. See the tabulation‘for a large group of countries in H.B. 
Chenery et al., Redistribution with Growth (Oxford University 
Press, 1974), p. 8-9. 
21. Or large estates, owned by absentee landowners. 
22. See S. Kuznets, “Quantitative Aspects of the Economic 
Growth of Nations: VIII. Distribution of Income by Size”, 
Economic Development and Cultural Change, vol. XI, No. 2, part 
II, January 1963. 
23. See D. Morawetz, “Twenty-five Years of Economic Develop- 
ment: 1950 to 1975”, The World Bank, 1977, p. 41. The 
absolute poverty line for the “destitute” was put in the ILO 
publication Employment, Growth and Basic Needs. A One World 
Problem (Geneva, 1976) at respectively US$ 90 in Latin America, 
US$ 59 in Africa and US$ 50 in Asia. 39 percent of the 
population of the developing market economies were estimated 
to belong to that category of “destitute” and 67 percent to a 
broader category of “seriously poor”. See p. 22. 
24. See, for example, A.M. Okun, op.cit., p. 66. 
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high—income brackets is dissimilar; the ownership of 
government bonds, for example, is known to be broader 
than that of shares. The schedular system would also 
imply the same flat rate on the income derived from or 
attributed to the tiny parcels of land held by the 
minifundista and to the large estates of the latifundista. 

In sum, the object-centered system of schedular taxes, 
which are predicated on the functional distribution of 
income, can only inadequately perform the role of a 
redistributive progressive tax, which is meant to influ- 
ence the personal distribution of income. The converse 
does not equally hold. As explained in section III, in 
progressive systems, allowances, which discriminate in 
favor of labor incomes, can be inserted. They appear to 
be even more appropriate techniques than the open 
rate-discrimination which characterizes the schedular 
approach to income taxation. 

Which system is better? 
Global income taxes or schedular schemes? 

Should one then conclude, without any reservation, that 
global income taxes score' better than schedular 
schemes? As a matter of fact, the former allow 
taxpayers to be subject to progressively distributed tax 
burdens, in function of the ability-to-pay of each 
taxpayer and, furthermore, also permit some “hidden” 
application of the qualitative discrimination principle, 
to the extent such a canon is deemed relevant. It would 
seem, indeed, that the above conclusion is warranted; 
provided, however, that the progressive income tax on 
global income is implemented in a consistent and» 
effective way. If large components of overall income 
which, according to basic principles, should be effecti- 
vely taxed remain outside the tax net, for whatever 
reason, the logic of the progressivity technique is 
perverted and its applications eroded and distorted. Let 
us suppose, in a rather extreme example, that almost all 
incomes from capital are escaping tax, either as a result 
of statutory exemptions or because such incomes are 
not reported. Rich taxpayers would then benefit in a 
double way: first, becausge capital incomes are concen- 
trated in high-income echelons; and, second, because, as 
explained earlier, the non-taxation of a slice of income 
results in a larger “split effect” or tax savings (in 
absolute terms) for the rich than for the poor taxpayers. 
One may conclude that global systems, endowed with 
progressive rate formulae, are exacting systems, in that 
they require both a consistent tax design and a tight 
implementation. Any statutory exceptions to the abili- 
ty-to-pay principle should be fully justified and the tax 
should be administered without major leakages and 
underreporting. Otherwise, the use of progressive rate 
formulae results in gross inequities and in a parody of 
sound tax principles. The nominal rates may create the 
illusion of an equitable and even of a severely redistribu- 
tive system,25 but, upon inspection, the distribution of 
effective tax burdens may tell a quite different story. 
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VI. INCOMPATIBILITY OF PROGRESSIVE RATE FORMULAE WITH SCHEDULAR SYSTEMS 
We just concluded that the differentiation in the flat 
rates within the schedular system is at best a hidden and 
an imperfect substitute for openly progressive rates — 
but that the latter call for highly-effective tax adminis- 
tration. The question then arises whether the insertion 
of progressive rates in schedular systems — about which 
some authors have hypothesized that it is an easier 
system to administer — could provide an optimal or, at 
least, a “satisfactory” solution. In other words, could 
progressive rate formulae in schedular systems apportion 
taxes according to the ability-to-pay standard? 
As a matter of fact, in historical schedular systems and 
in the more frequent schedular layers of mixed systems, 
the category of labor income typically contains ele- 
ments of progressivity. In a number of countries, 
especially in Latin America,_the schedule which lists the 
profits of corporations or of enterprises (when no 
separate corporation tax exists) carries progressive 
taxes.26 Other less familiar cases of graduated rates, as 
on rental incomes in Zaire, can be cited. One could also 
visualize that, as an indirect instrument of land reform, 
the rates on income from land would be progressive — 
although graduated taxes on land property which do not 
penalize the diligent farmer may be more appropriate to 
that end. 
One can easily demonstrate that the aim of appor- 
tioning the income tax burden according to the capa- 
city-to-pay principle can only be achieved within a 
schedular framework in a consistent way and without 
distortive yeffects, provided two conditions are fulfilled, 
viz. (a) that each taxpayer would only obtain income 
from a single source, and (b) that the formula of 
progressive rates would be identical in all schedules. 
The extent to which taxpaying units obtain income 
from different sources is essentially an empirical ques- 
tion. Table 1 contains some data about the USA. and 
Brazil. The table does not convey a direct frequency 
distribution of taxpayers, in terms of multi-source 
income; yet, a comparison of the numbers of salaried 
and self-employed, as compared to those with other 
incomes, indirectly provides ifisights into the occurrence 
of multiple-source incomes. Earnings from labor may be 
considered as “core” incomes as most people, in good 
health and of working age, want to be gainfully active 
and to employ their “human” capital. 

25. The astronomically high top marginal rates, up to, say, 90 
percent which are featured in some tax statutes should not create 
too many illusions, except that they may make believe that the 
country pursues a vigorous redistributive policy. It may well be 
that no taxpayer whatsoever is subject to such a confiscatory 
rate. 
26. One tally reveals that, out of 18 Latin American countries, 12 
had an extended set of progressive rates on corporate profits. See 
G.E. Lent, “La politica tributaria en cuanto determinante de la 
combinacién optima de los factores capital y trabajo”, in 
Reforma tributaria para América Latina. IV La Polt'tica tributaria 
como instrumento del desarrollo, Organizacién de los Estados 
Americanos, Washington D.C., 1973, pp. 328-29. 
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TABLE I 

Number of "schedular entries” in global income tax returns 
in the U.S.A. and Brazil: 
1976 incomes (in millions) 

United 
States Brazil 

Comp. Population 215.1 110.0 

Overall Number of Returns ( in ’000) 84.7 5.2 
of which - taxable 64.4 0.9 

— non»taxable 20.2 1.9 

of which — simplified forms 28.6 1.6 
— full forms 56.1 4.1 

Number of Returns with Income from 
Designated Sources 

salaries and wages (gross) 75.5 153 
business (*) and professions (**) 0.29(*) 

— net profit 5.7 0.86(**) 
— net loss 1.8 

farm 0.39 
—— net profit 1.3 
— net loss 1.5 

partnership (net) 2.6 
saies of capital assets 

—- capital gains 6.1 
— capital losses 2.4 

dividends 9.0 
interests 42.6 
pensions 5.6 
rents 0‘69 

— net income 3.9 
—- net loss 2.9 

royalties (net) 
' 

0.6 0.17 

Source: Internal Revenue Service, Statistics of Income 1976, Individual 
Income Tax Returns/Annuario economico—fiscal de 1977, Minis- 
terio da fazenda, Secretaria de Receita federal. 

On a priori grounds and in the light of the available 
evidence, one should not overrate the proportion of 
taxpayers who derive taxable income from more than 
one source. Incidentally, the fact that a great many 
taxpayers only derive income from one (labor) source 
explains why many countries allow a simplified return: 
dependent labor incomes can be easily taxed at the 
source; no subsequent adjustments are required when no 
other taxable income accrues to the taxpayer. The 
important point, however, is that multiple incomes can 
be expected to occur more frequently in higher-income 
echelons, where wealth is known to be concentrated. 
Both Brazil and the United States have a global tax 
system. The statistics detail the entries for each of the 
different incomes which have been recorded in the 
returns. One first notices the enormous difference in 
coverage, i.e. in the ratio of returns to the total 
population, which works out respectively at 39.4 
percent for the U.S.A. and 4.5 percent for Brazil, 
although Brazil is distinctly a middle-income developing 
country, with a per capita income of US$ 1,140 in 
1976. The number of returns reporting income from 
agricultural activities is very low in Brazil, although a. 
large proportion of the population poorly lives on 
farms. This factor may largely explain the low ratio Of 
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returns. In both countries, the possibility exists for 
specified taxpayers — particularly those with only labor 
income — to file a simplified form. 
Comparing the number of “schedular entries”, i.e. of 
different types of income declared, to the number of 
returns which contain “core” incomes (i.e. from labor, 
both salaried and self-employed) one finds a ratio of 
2.13 in the U.S.A. For Brazil, and looking only at the 
data for those who file a full report, the ratio stands at 
1.47. One should not infer too much from the 
difference in the ratio as an accurate comparison is 

difficult, for various reasons. It would appear, however, 
that even in a developing country, those who must file a 
return frequently have more than one income source. 
This comes as no surprise if one recalls that the coverage 
of the income tax tends to be restricted to those who 
are comparatively well-off in the modern sector and that 
wealth and income tend to be more concentrated in 
developing than in developed countries. 
One must expect the number of taxpayers with multi- 
source income to increase, when: per capita income 
rises, as whenever essential and non-compressible con— 
sumption needs are fulfilled, there is scope for savings; 
financial investment grows, thus engendering additional 
income. The extent to which the frequency of multiple 
incomes shows up in the statistics depends largely on 
specific arrangements in the actual tax statutes. 
Thus, the absolute and relative number of taxpayers 
with more than one income will increase when: 
—imputed rents on owner-occupied homes are held 
taxable; 
—the household is viewed as the proper taxable unit 
and more persons in the household obtain taxable 
income. Recent years have witnessed, in Western 
Europe and in the United States, a growing number of 
married wives entering into the salaried work force; 
—the tax administration becomes more efficient as 
when, for example, the beneficiaries of income from 
securities, which are taxed at the source, can be 
identified; 
- the tax legislator brings small incomes within the reach 
of the income tax. Even small incomes from savings 
deposits may be tax'able, as in the U.S.A., whereas 
elsewhere they often are exempted, thus considerably 
reducing the number of households with taxable income 
from multiple sources. 
A real-life illustration of the distortions which progres- 
sive rates may cause in some — not all — schedules is 
given in table II, which reflects the rates in the schedular 

I 
layer of the mixed system in Portugal, in 1976. 
The differential tax burdens for taxpayers with the same 
overall nomina127- net income of 1 million Esc. are fairly 
substantial. Taxpayer B is 16.5 percent below and 
taxpayer D 18.3 percent above the average tax burden 
on the 1 million Esc. income. Such divergences could 
conceivably be rationalized on_ the basis of the qualita- 
tive discrimination theory; but then the higher burden 
on “pure” labor income, as compared with business 
income of “mixed” origin, is an obvious anomaly. 

27. Abstracting from differential degrees of underreporting. 
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Technically speaking, global type tax systems could 
conceivable also be endowed with proportional rates. 
But rate formulae are no more than technical para- 
meters which can only be called suitable in the light of 
the accepted standards of equity, a given society wishes 
to adhere to. As a progressive rate formula is viewed as 
an appropriate instrument to modulate tax burdens, 
according to the “ability-to-pay” canon — as discussed 
in previous sections of this paper - actual global type 
income taxes are equipped with progressive rates. And, 
as just stressed, the globalization of the taxable base is a 
prerequisite, if progressive rates are to be operated in a 
logical and consistent manner. One must add, as was 
analyzed in detail in a previouslpaper,28 that personali- 
zing devices, such as allowances for dependents, should 
also refer to overall income. If such personalizing 
features, which narrow the taxable base, are available in 
one or in several schedules, taxpayers with the same 
overall discretionary income would be taxed differently, 
depending on the source(s) and composition of their 
incomes. 

TABLE II ' 

PORTUGAL — SCHEDULAR LAYER —- 1976 
Differential nominal tax burdens on hypothetical taxpayers 

with overall income of 1 mln. Esc. from 
different sources (in Escudos) 

wages business interest 
salaries profits rents dividends total tax 

A. Income tax 1,000,000 
(220,000) 220,000 

B. Income tax 1,000,000 
(174,000) 174,000 

C. Income tax 1,000,000 
(240,000) 240,000 

D. Income tax 1 ,OO0,000 
(240,400) 240,000 

E. Income tax 800,000 200,000 
(149,600) (31,460) 181,060 

F. Income tax 800,000 ' 200,000 
(139,200) (49,280) 188,480 

Average: 208,357 

Source: Computed from Portuguese income tax rates. 

Above, we noticed that, in order to render progressive 
rates compatible with rational schedular systems, the 
same rate formula should be applied in all schedules. 
But, as already stressed, this condition is only relevant if 
taxpayers are drawing income only from one source. In 
the fairly substantial number of cases in which multiple 
incomes are, enjoyed, even identical schemes of progres- 
sivity would distort tax burdens amongst taxpayers with 
the same overall income, but with different com- 
ponents. Besides, some categories of income are not 
amenable to the imposition of progressive taxes. Thus, 
the yield from securities in bearer form is often taxed at 
the source, in a “blind way”, without the tax authorities 
being intent upon identifying the beneficiary; such 
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payments occur at irregular dates and in a fragmented 
way. Hence, progressive rates, at the time the coupons 
are cashed, are not feasible. And if the withholding levy 
were operated as “installment” payments, to be credited 
against the tax liability which the taxpayer would incur 
on all his income from securities or on his overall 
income, subsequently a return would be required from 
the taxpayer. However, once returns are requested for 
incomes of one type, the door is opened to have all 
incomes reported in the annual declaration — a more 
convenient procedure both for the taxpayer and the tax 
administration. ' 

VII. FACTS VERSUS PRINCIPLES 
So far, we have evaluated the wisdom of alternative 
canons of equitable distribution of the tax burden 
which provide the logical underpinnings for the sched- 
ular or global types of income taxation. We assumed, 
somewhat unrealistically, that the two prototypes of 
income taxation would be designed in strict adherence 
to their basic distributional canons. We should now 
briefly descend from the highland of principles into the 
valley of actual, historical tax systems. In this context, 
the cases in which given techniques are inserted in a 
given structural mold, despite the deviations and in- 
consistencies which they entail, should attract particular 
attention, as they highlight the strong appeal of particu- 
lar tax principles. 
One fact stands out. In schedular systems, various 
personalizing features have, over the years, been in— 
serted. This is particularly the case for the “core 
incomes”, i.e. those resulting from the productive use of 
human labor. Those schedules have usually, to some 
extent, been equipped with progressive rates; and a basic 
personal exemption, sometimes complemented by al— 
lowances for dependents, has been granted — despite the 
fact that schedular layers have mostly been capped by a 
complementary tax, of a global nature, which, by 
definition, contains a progressive formula and various 
personalization parameters. Some decades ago, the 
French author Laufenburger rightly referred to the then 
prevailing schedular systems as “semi-personalized” 
ones.29 Furthermore, in recent years, several countries, 
including some in the Third World (such as Peru and 
Bolivia and, in a half—way fashion, Mexico), have 
converted their mixed systems into global types of 
income taxation. 
Those facts suggest that the ability-to-pay principle and 
the redistributive aims which the progressive rate formu- 
la tends to achieve cannot be ignored, not even in a 
schedular system, although the latter, on account of its' 
object-centered nature and its fragmented approach, 
cannot accommodate progressivity without giving rise to 

28. See S. Plasschaert, “The Definition of Net Income in 
Schedular and Global Types of Income Taxation”, 32 Bulletin for 
International Fiscal Documentation 201 (1978). 
29. See H. Laufenburger, in Théorie économique et psycholo- 
gique des finances publiques (Paris, 1956), and in other publica- 
tions. 
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inconsistencies and distortions in tax burden distribu- 
tion. One should add, however, that the drawbacks 
associated with the insertion of progressive rates in 
schedular systems are greatly attenuated by the fact that 
a large number of taxpayers receive income from only 
one source, viz. from their labor inputs. Our analysis 
also allows the conclusion that the qualitative discrimi- 
nation doctrine is theoretically not convincing and can, 
to the extent deemed desirable, be implemented within 
a global scheme without necessitating the schedular 
technique. 
In the light of the arguments advanced earlier this 
conclusion would also hold in low-income countries. 
Admittedly, labor incomes are not given the comprehen- 
sive protection which they enjoy in the welfare state of 
modern developed societies. But when incomes from 
labor are taxed, contributions to voluntary pension 
reserve funds can easily be made tax-deductible. Besides, 
the size of taxable income is a more relevant deter- 
minant of the capacity for saving than the nature of 
such income. And, finally, on account of the low per 
capita income and the large incidence of absolute 
poverty the income tax covers only comparatively 
well—to-do classes. 
It would be wrong to infer that, in historical global 
systems, the ability-to-pay canon and the progressivity 
technique are implemented in a logically consistent way. 
In actual fact, various portions of income, which 
according to the above canon would have to be taxable, 
do escape taxation, with the result that, owing to what 
we called the “split effect”, the progressive distribution 
of tax burdens is weakened, usually resulting in higher 
“tax breaks” (expressed in absolute terms), for the rich 
than for the poorer taxpayer. 
Such leakages are due to various causes, and more 
particularly to: 
—some discriminations between classes of taxpayers 
which result from the way the global tax must be 
designed. Usually, and for good reasons, the individual 
income tax of global vintage is accompanied by a flat 
rate tax on profits of corporations. Thus, enterprises are 

treated differently. according to their legal form; 
-some_ portions of income, while taxable in principle, 
cannot effectively be taxed because of sheer adminis- 
trative difficulties; or the government renounces its 

claims in order to avoid some undesirable side effects. 
For example, the definition of gross income would call 
for the taxation of unrealized capital gains enjoyed by 
individuals. But no country appears in a position to 
fully comprehend such accretion to economic power, 
and one must content itself with taxing only realized 
gams; 
—underassessment also results from illegal evasion and 
its cousin, tax avoidance; 
—various tax breaks, which are meant to induce the 
taxpayer towards the use of his income into desired 
channels, such as given savings instruments. Those 
incentives imply a transgression of the ability-to-pay 
benchmark. 

Global income tax superior 
to schedular tax 

At this point, however, one important conclusion 
emerges from the analysis in this paper. The global type 
income tax appears as clearly superior to the traditional 
schedular systems in the light of modern equity stan- 
dards, but it is an exacting method of taxing income. 
There should be a high degree of restraint towards 
granting tax favors, which erode the taxable base. If 
such breaks are afforded, they should have been 
carefully reconciled with the goals one wishes to achieve 
through them. Secondly, the global system calls for 
effective administration; here again, one should realize 
that administrative inadequacies, if they cannot realis- 
tically be remedied, must be weighted against the loss of 
equity. In both instances the resulting actual (“effec- 
tive”) distribution of tax burdens may deviate substan- 
tially from the intended apportionment, as expressed in 
the formula of nominal rates. The nominal formula may 
not be more than a travesty of sound equity rules which 
masks a large number of undesirable inequities. 
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INTRODUCTION 
In recent times a number of articles have appeared in 
various international journals pertaining to the role of

V 

external borrowing and its changing composition and 
importance to less developed countries. This taxation 
article, which is a case study of the Caribbean, Was 
written to demonstrate that, despite the growing sig- 
nificance of external borrowing by the Caribbean coun— 
tries, the role of tax revenues is still of major import- 
ance in the development probess and an important fiscal 
tool. This is so primarily because the nature and rate of 
taxation are internally controlled and, as such, not sub— 
ject to developments in the international money mar- 
kets which are difficult to foresee.‘ 
Taxation remains the major fiscal 'tool on the revenue 
side. It is that fact that rationally dictates that borrow- 
ing should only occur when government expenditures 
exceed revenues and tax revenues cannot be beneficially 
increased. This paper assesses the growth, trends, and 
possible scope of tax revenues, in the Caribbean, in the 
future. 

INDIRECT TAXES 
First we look at the indirect taxes in the Caribbean 
which, as seen in Table 1, constitute the major compo- 
nent of total tax revenues in Guyana and Jamaica. In 
Jamaica, the indirect taxes have been steadily increasing 
while the direct taxes have been declining. In contrast, 
in Guyana, direct taxes have been increasing along with 
the increases in indirect taxes. Both in Barbados and Tri- 
nidad and Tobago the indirect taxes are not the major 
component of total tax revenues. During the period 
1960-7 5, indirect taxes in Guyana and Jamaica increas- 
ed significantly. The increases were a little more than 
600 percent in each case during that period. After 1975, 
indirect taxes in both countries exhibited uneven de- 
clines. 

The indirect taxes are composed primarily of produc- 
tion and sales taxes and international trade taxes as 
shown in Table 2. In all of the countries the changes in 
each component of the indirect taxes have been incon- 
sistent. In Trinidad and Tobago, after 1973, trade taxes 
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declined in importance and production and sales taxes 
became the major source of indirect tax revenues. The 
increase in production and sales taxes in Trinidad and 
Tobago has been due to the government’s immediate 
response to the boom in world petroleum prices by over- 
hauling the tax system to tap windfall profits of the pe- 
troleum companies. The government enacted a refinery 
tax on each barrel of oil and instituted a production 
levy designed to fund a domestic subsidy on petroleum 
products. 
In Jamaica, except during 1974 and 1975, the produc- 
tion and sales taxes have consistently dominated the in- 
direct taxes. The major part of Jamaica’s indirect taxes 
is derived from the bauxite industry which provides ap- 
proximately 23 percent of Central Government reve- 
nues. In 1974, the Jamaican government launched an 
ambitious plan to (1) increase its share in the profits of 
the bauxite industry, and (2) extend its control over 
bauxite and alumina operations. One of the results of ' 

that plan was the enactment of a bauxite. levy which 
obliged the bauxite and alumina companies to pay a 
levy for all bauxite mined in Jamaica. However, since 
1976, receipts from the bauxite levy have been declining 
considerably owing to large declines in production. 
In Guyana, until 1976, the trade taxes were the major 
component of indirect taxes. In 1974 and 1975, there 
was an increase in the consumption tax revenue and 
windfall amounts were also collected in those same 
two years after the imposition of a sugar export levy in 
1974. After 1976, however, the output of Guyana’s 
three major industries -— bauxite, sugar, and rice — de— 
clined considerably as a result of poor weather and 
labour disputes. This resulted in a decline in indirect tax 
revenues and in overall government revenues. 

* This paper is a case study of the more developed Caribbean 
countries: Barbados, Guyana, Jamaica, and Trinidad and Tobago. 
** Dr. Kempe R. Hope is Assistant Professor of Economics and 
Finance and Chairman of the Business Administration Depart- 
ment, Daemen College, Amherst, New York. 
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TABLE 1 

Central government tax revenues, 1960-78 
(Millions of U.S. Dollars) 

Barbados Guyana Jamaica Trinidad and Tobago 

Direct Indirect Total tax Direct Indirect Total tax Direct Indirect Total tax Direct Indirect Total tax 

Year taxes taxes revenue taxes taxes revenue taxes taxes revenue taxes taxes revenue 

1960 3.8 9.3 13.1 11.6 18.9 30.5 30.9 58.2 89.1 34.5 32.9 67.4 
1965 7.2 11.8 19.0 12.9 24.5 37.4 58.9 113.3 172.2 45.1 51.1 96.2 
1970 13.8 16.7 30.5 26.3 33.3 59.6 67.6 82.4 150.0 144.3 130.3 274.6 
1973 33.5 51.6 85.1 39.5 44.4 83.9 4265.7 275.5 541.2 124.7 110.2 234.9 
1974 32.4 29.3 61.7 37.2 86.2 123.4 249.4 416.1 665.5 287.4 105.9 393.3 
1975 39.2 28.7 67.9 44.6 139.7 184.3 235.1 439.0 674.1 324.4 103.5 427.9 
1976 46.3 43.0 89.3 51.8 93.5 145.3 230.9 371.1 602.0 354.9 123.9 478.8 
1977 49.2 40.0 89.2 65.9 55.6 121.5 185.0 329.2 514.2 409.2 143.9 553.1 

1978 48.4 41.6 90.0 59.4 56.2 115.4 187.6 469.5 657.1 425.9 138.3 564.2 

Sources: Inter-American Development Bank, Economic and Social Progress in Latin America (Washington, DC: IDB, Several Years); and 
World Tables 1976 (Baltimore: Johns Hopkins University Press, 1976). 

TABLE 2 

Composition of indirect tax revenues, 1970-78 
(Millions of U.S. Dollars) 

Barbados Guyana Jamaica Trinidad and Tobago 

Production Production Production Production 
and sales Trade and sales Trade and sales Trade and sales Trade 

Year taxes taxes Other? Total taxes taxes Othera Total taxes taxes Other? Total taxes taxes Other? Total 

1970 6.8 9.4 0.5 16.7 9.1 21.9 2.3 33.3 36.1 34.1 12.2 82.4 18.0 88.1 24.2 130.3 
1971 9.4 12.2 0.5 22.1 10.6 22.4 2.8 35.8 81.9 77.6 32.7 192.2 10.9 51.1 12.4 74.4 
1972 9.3 12.0 0.5 218 11.4 19.2 3.1 33.7 93.4 88.4 251 206.9 14.9 51.2 17.0 83.1 

1973 1441 19.1 18.4 51.6 21.2 21.0 2.2 44.4 155.6 93.9 26.0 275.5 66.5 36.7 7.0 110.2 
1974 105 18.3 0.5 29.3 24.9 57.2 4.1 86.2 154.1 240.9 21.1 416.1 75.8 25.3 4.8 105.9 
1975 13.5 14.6 0.6 28.7 25.1 110.5 4.1 139.7 170.7 250.7 17.6 439.0 70.5 27.9 5.1 103.5 
1976 19.3 15.8 7.9 43.0 32.2 55.9 5.4 93.5 192.8 163.6 14.7 371.1 8012 37.7 6.0 123.9 
1977 19.4 20.1 0.5 40.0 29.3 21.4 4.9 55.6 206.3 108.2 14.7 329.2 89.8 46.4 7.7 143.9 
1978 20.8 19.8 1.0 41.6 33.9 16.8 5.5 56.2 272.2 197.3 0 469.5 77.6 52.9 7.8 138.3 

Sources: Same as for Table 1. 
3 Includes revenue from fiscal monopolies, business and professional licenses, motor vehicle registrations, and stamps. 

Until 1975, Barbados’ trade taxes were the major com- 
ponent of indirect taxes. During 1977 and 1978 the Bar- 
badian government took a number of fiscal measures in 
recognition of the growing precariousness of public sec- 
tor finances. This resulted in increases in the consump- 
tion tax rates on luxury goods and the enactment of an 
employment levy which considerably boosted govern- 
ment revenues. 
The indirect taxes in developing countries tend to wo‘rk 
positively, for the most part, by encouraging savings and 
conserving foreign exchange for the necessary import of 
capital goods. Such taxes also help to prevent prices 
from rising too rapidly when ongoing investment is in- 
creasing personal incomes faster than thé output of“ 
finished goods and services is rising. These taxes are 
popular not only because of their administrative simpli: 
city, but also because they can satisfy the principles of 
progressivity and built-in stability as well as equity. One 
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additional property of indirect taxes of particular 
interest to developing countries is their ability to allo- 
cate resources to desired areas of development. 
Equity is served by exempting necessities and the pro- 
duce of peasant farmers from taxation while graduated 
taxes imposed on non—essentials and luxuries, especially 
if established through scientific studies of family bud— 
gets, allow indirect taxes to satisfy the principle of 
ability-to-pay and the built-in flexibility property. By 
raising the cost of consumption relative to saving, in- 
direct taxes tend to encourage the latter at the expense 
of the former. In a system of indirect taxes, saving is 
stimulated as it virtually escapes taxation and resources 
are released from consumption to capital formation 
whose contribution to economic development cannot be 
overemphasised. 
Indirect taxes serve the purpose of industrialisation by 
diverting resources to desirable activities. On the one 
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hand, import duties graduated according to the degree of 
luxury of imported commodities provide incentives for 
domestic production. The particular stimulation given 
to semi-luxury or luxury goods should be dealt with 
carefully and their local production discouraged at times 
by heavy sales or excise taxes or even by outright prohi— 
bition because resources should be used for the produc- 
tion of more urgently needed commodities. 
Indirect taxes imposed on locally produced goods are, 
on theotherflhand, designed to divert resources from the 
production of luxuries to semi-luxuries and necessities, 
by affecting the rate of return. This goal is not always 
easy to achieve and its attainment depends, in the 
final analysis, on the. diversionary effect of taxes on par- 
ticular commodities with different elasticities of supply 
and demand. If, however, indirect taxes fail to change 
the allocation of resources and the pattern of invest- 
ment, other measures affecting relative prices and rela- 
tive profitability must be employed. 
The structure of indirect taxes should be such as not to 
stifle altogether the production of semi-luxury goods, 
defined as those widely consumed by people above the 
subsistence level, but kept at low levels as a stimulant 
for increased participation in the development process. 
The favourable tax treatment of necessities should not 
be taken to mean that the majority of resources released 
through taxation are used to expand the production of 
necessities. It is important that the production of neces- 
sities increase at least at the same rate as the population 
growth, but due to the prevailing poverty in the Carib- 
bean, it is easy for income increases to be spent exclu- 
sively on consumption. As such, to protect the long- 
term development interests of the Caribbean countries, 
part of the increased incomes must be diverted to invest- 
ment through mass commodity taxation. Indirect taxes 
have an important role to play in this respect by trans- 
ferring resources from consumers to the public sector, 
which in turn uses these resources for investment. Mass 
commodity taxation is therefore fully justified as it 
serves to raise the incremental saving ratio. 
Taxes are commonly classified according to the kind of 
action that creates the liability or the nature of the base 
on which the tax is levied. Taxes on goods and services 
may include all taxes and duties levied on production, 
sale, transfer, leasing, and delivery of goods and render- 
ing of services, or in respect of taxes on the use or 
ownership of goods or permission to use goods or per- 
form activities. 1 

Historically, excise taxation has been associated with 
domestically produced commodities. Any counter- 
vailing duty on goods coming from abroad is incorpo- 
rated in the importy duty, and sales taxes are levied as 
general taxes on the sale of goods and services. The 
scope of coverage emerges as the most useful distinction 
between excises and sales taxes. Under an excise system, 
taxablevcommodities are individually enumerated in the 
law; while under a sales tax the tax base is typically de- 
fined to include all commodities for sale other than 
those specifically exempted. In Jamaica and Trinidad 
and Tobago there are no sales taxes while Barbados has 
a sales tax at the retail level and Guyana has a manufac- 
turers sales tax. With respect to the excise taxes, in Bar— 
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bados, Jamaica, and Trinidad and Tobago the coverage 
is extended which means the tax spans almost the whole 
range of production activities in those countries. In 
Guyana, the excise tax coverage is limited to specified 
domestically produced goods and similar goods im- 
ported from CARICOM. 
While indirect taxes are inadequate, by usual standards, 
as sole measures of tax capacity, the traditional case for 
indirect taxes in the Caribbean has been made on the 
basis of their potential revenue yield and their admin- 
istrative simplicty when compared to the income tax. It‘ 
would seem though that the prevailing indirect tax 
structure is satisfactory from the point of View of the 
criterion of income elasticity. In order to conform to 
the criterion of economic stabilisation, indirect taxes 
should be levied on goods with a high income elasticity 
of demand. The significance of this criterion -lies in the 
fact that such indirect taxes would be ideally suited for 
maximum volume of resource mobilisation. 
From Table 4, we can see the rate of change of indirect 
taxes as percentage of total current revenue and Gross 
Domestic Product during 1960-78. For all of the coun- 
tries the rate of change was uneven and inconsistent. 
However, a better gauge of the relevant significance of 
indirect taxes in the Caribbean can be obtained from ex- 
amining indirect tax revenues as a ratio of total tax reve- 
_nue as exhibited in Table 3. In Barbados, after 1973, in- 
direct taxes declined to less than 50 percent. A similar 
situation prevailed in Trinidad and Tobago and Guyana 

TABLE 3 

Percentage of total tax revenue from 
indirect taxes, 1960-78 

Trinidad and 
Year Barbados Guyana Jamaica Tobago 

1960 70.9 62.0 65.3 48.8 
1965 62.1 65.5 65.8 53.1 
1970 548 55.9 54.9 ’ 47.5 
1971 49.2 59.1 52.9 49.1 
1972 50.5 50.0 51.9 50.1 
1973 60.6 52,9 50.9 46.9 
1974 47.5 69.9 62.5 26.9 
1975 42.3 75.8 65.1 24.2 
1976 48.2 64.3 61.6 25.9 
1977 44.8 45.8 64.0 26.0 
1978 46.2 48.7 71.5 24.5 

Sources: Same as for Table 1 ; Table 2. 

after 1972 and 1976 respectively, while in Jamaica in- 
direct taxes have never been less than 50 percent during 
1960-78 indicating the growing and significant import- 
ance attached to indirect taxes as a source of develop~ 
ment finance in Jamaica. Moreover, it has been claimed 
that Jamaican indirect taxes are essentially proportional 
to both income or expenditure, except in the highest in- 

1. S. Cnossen, Excise Systems: A Global Study of the Selective 
Taxation of Goods and Services (Baltimore: Johns Hopkins Uni- 
versity Press, 1977), p. 7. 
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come bracket. 2 In Guyana, indirect taxes were found 
to have an income elasticity coefficient of 2.1, in Ja- 
maica the income elasticity was 1.9, and in both Barba- 
dos and Trinidad and Tobago the income elasticity was 
0.9. 3 The average income elasticity of indirect taxes for 
the four countries as a whole is 1.5. 

TABLE 4 
Indirect tax revenues as a ratio of total current revenue and GDP, 

1960-78 
(Percentages) 

v Barbados Guyana 

As a ratio of As a ratio As a ratio of As a ratio 
Year current revenue of GDP current revenue of GDP 

1960 69.9 4.5 57.1 6.8 
1965 56.5 11.2 59.9 11.4 
1970 44.5 8.7 48.2 12.5 
1971 41.5 11.2 50.1 11.8 
1972 42.9 11.3 43.0 115 
1973 ‘ 65.7 13.7 32.3 8.4 
1974 40.9 8.0 63.4 20.5 
1975 36.3 7.8 71.2 29.9 
1976 42.9 11.2 55.2 19.1 
1977 40.3 10.0 38.8 12.1 
1978 40.9 9.9 38.2 12.3 

Jamaica Trinidad and Tobago 

As a ratio of As a ratio As a ratio of As a ratio 
Year current revenue of GDP current revenue of GDP 

1960 49.9 3.9 38.8 3.8 
1965 59.9 12.4 41.3 7.5 
1970 49.8 5.1 40.5 12.6 
1971 49.3 9.2 40.8 6.9 
1972 45.2 9.1 42.8 7.4 
1973 47.8 9.5 42.6 8.0 
1974 59.4 14.5 24.3 7.7 
1975 95.9 15.4 22.6 7.1 
1976 58.5 14.0 23.3 7.6 
1977 58.7 12.9 24.1 8.3 
1978 68.3 19.0 23.0 7.5 

Sources: Same as for Table 1 ; Table 1. 

The coefficient of income elasticity of tax revenue in- 
dicates by how many percentage points a specific reve- 
nue source increases with an increase of one percentage 

_ 

point in income as well as it expresses the ratio between 
the marginal tax rate and the tax ratio of the earlier pe- 
riod. When the elasticity coefficient is greater than one, 
taxes are considered to be elastic and regarded as in- 
elastic if the coefficient is less than one. In terms of the 
individual indirect taxes, the elasticity coefficients are 
shown in Table 5. 

As one might expect, there is considerable variation in 
the value of the coefficient for the indirect taxes in the 
four countries. However, both Guyana and Jamaica have 
elastic indirect taxes while only the production and 
sales taxes indicate some degree of elasticity in Barbados 
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TABLE 5 
Income elasticities of indirect tax revenues, 1970-76 

Production and Trade Total indirect 
Country sales taxes taxes taxes 3 

Barbados 1.3 0.5 0.9 
Guyana 2.8 1.8 2.1 

Jamaica 4.8 4.2 1.9 

Trinidad and 
Tobago 2.1 

, 

—0.4 0.9 

3 1960—76. 

and Trinidad and Tobago. All of the four countries have 
relied relatively more on their production and sales 
taxes than on the international trade taxes, in terms of 
tax effort, as suggested by the data. These data, there- 
fore, lend some support to the general impression that 
with the growth and diversification of their economies 
the developing countries have been turning more effort 
toward the exploitation of internal taxes with diminish- 
ing relative reliance on international trade taxes. 
Indirect taxes in the Caribbean have been instrumental 
in bringing about an allocation of resources to some 
priority uses. Excise taxes have resulted in the reduction 
of the production of goods not regarded as essential for 
development; thus, resources have been channeled into 
the production of high priority goods under the as- 
sumption that demand is not perfectly inelastic. In the 
context of the growth of industrial production which 
in many. cases means the production of domestic goods 
as substitutes for foreign imports, excise taxation not 
only makes up the loss in revenues caused by a fall in 
the proceeds from import taxes, but also becomes a 
very productive and expansive source of development 
finance. 

One of the greatest weaknesses of indirect taxes in less 
developed countries, and the Caribbean is no exception, 
is their inability to reach high concerntrations of income 
and wealth as effectively as direct taxes. To that extent, 
indirect taxes can be regarded as regressive. Under the 
ability-to-pay principle taxes should bear some relation— 
ship to people’s capacity to pay them. That is, the 
amount of taxes should be the same for people in the 
same economic position (horizdntal equity), but differ- 
ent for people in different economic positions (vertical 
equity). Historically, however, indirect taxes, by their 
very nature, have never been able completely to satisfy 
these two criteria both in developed and developing 
countries. ’ 

2. Charles E. McLure, Jr., The Incidence of Jamaican Taxes 
1971-1972 (Kongston, Jamaica: Institute of Social and Economic 
Research, University of the West Indies, Working Paper No. 16, 
1977), pp. 74-75. 
3. Estimates of elasticities have been derived by fitting a long- 
linear function to the data for the period 1960-76 with gross do- 
mestic product as the independent variable. 
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DIRECT TAXES 
As for the direct taxes in the Caribbean, Table 6 indi- 
cates that they have been growing as a source of reve- 
nue. In all four countries total direct taxes have shown 
an uneven growth during the period 1970-78. In terms 
of the relative magnitude of the growth with respect to 
current revenues, increases in direct taxes as a percen- 
tage of current revenues were most pronounced in both 
Guyana and Trinidad and Tobago. In Guyana, direct 
taxes were up from an annual average of 32.7 percent of 
current revenues in 1972-76 to 40.3 percent in 1978, 
and in Trinidad and Tobago, from 59.7 percent to 70.8 
percent. ' 

TABLE 6 

Composition of direct tax revenues, 1970-78 
(Millions of US Dollars) 

Barbados Guyana 

Income Property Income Property 
Year taxes tax es Total taxes taxes Total 

1970 13.0 0.8 13.8 24.1 2.2 26.3 
1971 20.1 2.8 22.9 23.2 1.6 24.8 
1972 18.4 3.0 21.4 33.1 1.7 

7 
34.8 

1973 28.5 5.0 335 37.3 2.2 29.5 
1974 27.0 5.4 32.4 35.6 1.6 37.2 
1975 35.0 4.2 ‘ 39.2 43.4 1.2 44.6 
1976 41.9 4.4 46.3 49.3 2.5 51.8 
1977 43.8 5.4 49.2 63.6 2.3 65.9 
1978 43.6 4.8 48.4 57.2 2.2 59.4 

Jamaica Trinidad and Tobago 

Income Property Income Property 
Year taxes taxes Total taxes taxes Total 

1970 66.5 1.1 67.6 124.1 20.2 144.3 
1971 168.4 2.8 171.2 74.4 2.8 77.2 
1972 188.2 3.2 191.4 80.0 2.7 82.7 
1973 247.9 17.8 265.7 108.8 15.9 124.7 
1974 234.0 15.4 249.4 277.4 10.0 287.4 
1975 210.3 24.8 235.1 315.3 9.1 324.4 
1976 209.3 21.6 230.9 344.9 10.0 354.9 
1977 163.7 21.3 185.0 397.9 11.3 409.2 
.1978 184,4 19.2 187-.6 411.4 14.5 425.9 
Sources: Same as for Table 1; Table 1. 

Regarding the composition of direct taxes, Table 7 
shows that income taxes (personal and corporate) con- 
stitute by far the most important form of direct tax 
revenue. However, only in Trinidad and Tobago did in- 
come taxes average more than 50 percent of current re-- 
venues while only Barbados had property taxes of more 
than 4 percent. 
The personal income tax is a compulsory payment to 
government that is imposed by legislation. Income taxes 
really belong to a fairly advanced stage of economic de- 
velopment yet they are found in operation in a large 
number of developing nations, the reasons being quite 
simply that everyone is expected to contribute toward 
the expenditures that lead to development and this con- 
tribution is derived primarily from income. 
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TABLE 7 

Direct taxes as a ratio of current revenues, 
1972-76 and 1978 

(Percentages) 

Total direct taxes Income taxes Property taxes 
Country 1972- 76 1978 1972-76 1978 1972-76 1978 

Barbados 39.8 43.0 5.7 4.7 45.5 47.7 
Guyana 31.2 38.9 1.5 1.4 32.7 40.3 
Jamaica 36.4 24.5 2.5 2.8 38.9 27.3 
Trinidad and

I 

Tobago 55.8 68.4 3.9 2.4 59.7 70.8 

Sources: Same as for Table 1: Table 6. 

Taxation of net income in the Caribbean is complicated 
by many problems relating to permissible business ex- 
penses, including treatment of depreciation, exemptions 
and credits, and capital gains or casual profits. Hence, 
the measurement of net income for tax purposes is diffi- 
cult and, as such, requires a high standard of administra- 
tion for equitable results. However, personal income 
taxes in the Caribbean have been reasonably effective in 
reaching wage and salary income, where concealment is 
difficult. 

As a percentage of total tax revenue, direct taxes in Bar- 
bados increased after 1973 to more than 50 percent. A 
similar situation prevailed in Trinidad and Tobago after 
1972 and in Guyana after 1976. In Jamaica, direct taxes 
have always been less than 50 percent of total tax reve- 
vues during 1960-78. 

TABLE 8 

Percentage of total tax revenue from 
direct taxes, 1960-78 

Trinidad and 
Year Barbados Guyana Jamaica Tobago 

1960 29.1 38.0 34.7 51.2 
1965 37.9 34.5 34.2 4649 
1970 45.2 44.1 45.1 52.5 
1971 50.8 40.9 47.1 50.9 
1972 49.5 500 48.1 49.9 
1973 39.4 47.1 49.1 53.1 
1974 52.5 30.1 37.5 73.1 
1975 57.7 24.2 34.9 75.8 
1976 51.8 35.7 38.4 74.1 
1977 55.2 54.2 36.0 74.0 
1978 53.8 51.3 28.5 75.5 

Sources: Same as for Table 1;Tab|e 1. 

Direct taxes, or more specifically income taxation, are a 
very convenient device for introducing the principle of 
equity in tax structure. Due to the capacity of income 
taxation to introduce an element of built-in flexibility 
in the tax structure, it is regarded even in developed 
countries as a very important counter—cyclical device for 
achieving economic stabilisation. Thus, in the analysis of 
taxation in developing countries, the traditional objec- 
tives of progressivity and equity in taxation have point- 
ed strongly to, and have resulted in, more aggressive use 
of net income and wealth taxation. 

© -1980 International Bureau of Fiscal Documentation — BULLETIN



Though a highly progressive income tax with high mar- 
ginal rates on upper income ranges is a very desirable 
fiscal instrument both on grounds of resource mobilisa- 
tion for the public sector and redistributive considera- 
tions which are very important in less developed coun- 
tries, it tends to conflict with the criteria of economic 
efficiency and progress in a context where the growth 
of savings and investment occupies an important place 
in the process of economic development, 4 as is the case 
in the Caribbean. Moreover, except in Trinidad and 
Tobago, income taxes are relatively elastic as seen in 
Table 9. 

TABLE 9 

Income elasticities of direct tax revenues, 1970-76 

Total 
Income Property direct 

Country taxes taxes taxes 

Barbados 1.6 0.3 1.7 

Guyana 1.2 0.6 1.1 

Jamaica 
) 

2.3 22.3 2.6 
Trinidad and Tobago 0.9 —O.3 1.2 

For the period 1970-76, there is considerable variation 
in the elasticity coefficients for direct taxes in the Ca- 
ribbean. In both Barbados and Jamaica, property taxes 
have a higher than average income elasticity coefficient. 
Since 1973 Jamaica has been steadily increasing its 

property tax yield due to increasing property tax rates. 
However, overall, it may be said that all of the coun- 
tries have relied relatively more on income taxes. In 
1973, the Jamaican government proposed income tax 
relief for pensioners, payments of mortgage interest, 
health insurance and medical expenses, and premiums 
for equity-linked life insurance. But since the advant- 
age of these reliefs are available only to Jamaicans pay- 
ing income tax, and because the benefit of the reliefs 
rises with the taxpayer’s marginal tax rate, these tax 
reductions reduce the burdens on upper income house- 
holds, and therefore weaken the progressivity of the in— 
come tax and of the overall 'Jamaican tax system. 5 

Since 1974 the structure of the tax system has not 
undergone any major modification in Trinidad and 
Tobago. Largely because of the unique position of the 
country’s petroleum sector and measures designed 
to tap the increased petroleum profits, income taxes 
now account for more than two thirds of total current 
revenues. In Barbados, the domestic revenue effort has 
been relatively stable since 1970, except for the 
strongly recessionary years of 1974-75. The country’s 
income tax effort has shown some improvement due to 
increases in corporation tax rates and higher wages and 
salaries. 

The increasing importance of the taxation of income 
and company profits in the Caribbean underline the 
need, therefore, for encouraging the growth of individu- 
al and business savings, and the ploughing back of re- 
tained profits of business into the expansion of invest- 
ment. The tax policy should therefore be directed to 
further mobilisation of resources for development and 
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allocating them according to development planning 
priorities. 

AN ASSESSM E NT 
Tax revenues represent the major proportion of all reve- 
nues collected in the Caribbean by the Central Govern— 
ment. Current tax revenues averaged about 86 percent 
of total current revenue in Barbados and Guyana, about 
93 percent in Jamaica and about 90 percent in Trinidad 
and Tobago during\1970—78. Taxes, therefore, consti- 
tute an important part of the public finances of the 
Caribbean economy and as such a very important fiscal 
tool. The significance of tax revenue in the Caribbean 
can also be determined by examining the ratio of tax 
revenues to GDP. Tax revenues averaged 21.5 percent 
of GDP in Barbados, 26.3 percent in Guyana, 20.8 per— 
cent in Jamaica, and 23 percent in Trinidad and Tobago 
during 1970-78. The yield from taxation seems to in— 
dicate the response that migh be expected in a period of 
growing investment and national income as the coun- 
tries attempt to'move forward on their developmental 
paths. The tax ratios in the Caribbean are substantially 
higher than the average ratios in developing nations. The 
average ratio in developing nations, according to the 
most recent study, is 16.1 percent. 6 

As a fiscal tool, taxation has to aim at directing produc- 
tive resources to uses _which are necessary for develop- 
ment but which the private sector is unwilling to pro- 
vide for, as is the case in the Caribbean. Such a direction 
of resources may be needed at certain times in develop- 
ed countries also and may be engineered through a sys- 
tem of checks and incentives operating on decision- 
making units in the private sector. In the less developed 
nations, however, this may require, in addition, direct 
participation by government in production and invest- 
ment activities. The major point being made here is 

quite simply that if fiscal policy is to make a net con- 
tribution to growth, its operations have to be supple- 
mental to whatever can normally be expected to be 
achieved by the existing constellation of forces in the 
economy. 
The object of both fiscal and development policy, there- 
fore, is not to balance the budget of the public sector, 
but to balance the economy as a whole. In this respect, 
budgetary rules are different for governments than for 
individuals. It is important that governments should feel 
free to make appropriate use of budget surpluses or defi- 
cits, in conjunction with monetary and other'policies, to 
counteract excesses or deficiencies of demand in the 
rest of the economy. 7 

4. Kempe R. Hope, Development Policy in Guyana: Planning, 
Finance, and Administration (Boulder: Westview Press, 1979), 
p. 164. 
5. McCLure, The Incidence of Jamaican Taxes 1971-1972, p. 
40. 
6. See Alan Tait et al., “International Comparisons of Taxation 
for Selected Developing Countries, 1972-76”, IMF Staff Papers 
26 (March 1979), pp. 129-130. 
7. Walter Heller et a1., Fiscal Policy for a Balanced Economy 
(Paris: OECD, 1968), P. 15. 
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TABLE 10 
Ratios of total tax revenues to total current 

revenue and GDP, 1960-78 
(Percentages) 

Barbados Guyana 
Year Tax/GDP Tax/Current revenue TaX/GDP Tax/Current revenue 

1960 6.4 98.5 10.9 92.1 
1. 965 18.0 90.9 17.4 91.4 
1970 21.9 81.4 22.4 87.6 
1971 22.5 84.4 20.0 84.8 
1972 22.0 85.1 23.3 87.5 
1973 21.3 86.0 20.8 80.0 
1974 20.1 86.2 29.3 90.8 
1975 18.4 85.9 39.4 93.9 
1976 23.3 89.1 29.6 85.8 
1977 22.2 ‘ 89.8 26.3 84.7 
1978 21.5 88.7 25.3 

‘ 
78.5 

Jamaica Trinidad and Tobago 
Year Tax/GDP Tax/Current revenue TaX/GDP Tax/Current revenue 

1960 5.9 76.3 7.8 79.4 
1965 18.8 91.2 14.1 77.7 
1970 17.4 90.7 14.8 85.4 
1971 18.4 93.2 14.6 83.1 
1972 18.3 87.0 15.3 85.4 
1973 19.2 93.9 15.0 90.8 
1974 20.8 95.0 26.0 90.3 
1975 23.7 95.2 29.2 93.5 
1976 22.7 94.9 29.5 90.1 
1977 20.2 91.7 31.8 92.9 
1978 26.6 95.6 30.6 93.8 

Sources: Same as for Table 1; Tables 1, 2, 6; and United Nations, Year- 
books of Nationa/Accounts Statistics (Several Years). 

In determining the s_ize of the budget, tradition in the 
theory of public finance takes its cue from welfare 
economics: it is rewarding to transfer money from the 
private sector through taxation — and to give up indivi- 
dual decision power in the process — only to the extent 
that the public authority is presumed to spend the 
money better, Vi.e. to the extent that the public services 
provide better value than would have been derived from 
spending the money on individual goods and services. 8 

Though some advances in economic thought have con- 
quered sufficient ground‘ for these principles to have 
been accepted among most policy makers, one of the 
obstacles to their effective implementation has been the 
persistence of widespread public suspicion of unbalanc- 
ed budgets. It is true that, as spending is generally 
popular and taxation is not, the temptation to political 
leaders to run budget deficits, not justified by the over- 
all state of the economy, can be great. This can bring 
about all those consequences of excess demand and in- 
flation, frequently combined with misallocation of re- 
sources, which prudent governments would seek to 
avoid. But no simple predetermined rules for the balanc- 
ing of budgets can guarantee responsible government. 
Protection against irresponsible fiscal policy must rest 
on informed leadership coupled with the development 
of wide public understanding of the questions at issue. 9 
Methods of ensuring that the leadership is adequately in- 
formed and public understanding sufficiently developed 
are, accordingly, subjects to be emphasised. 
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In light of the currently accepted social goal of an equit- 
able distribution of the national product and on the 
basis of the above discussion of fiscal policy, the main 
objectives that should govern tax and budgetary policy 
in LDC’s, such as those in the Caribbean, may be stated 
as follows: (1) a further increase in the rate of invest—' 
ment by further control over actual and potential con- 
sumption, (2) a further encouragement of the flow of 
investment into channels judged to be most desirable 
from the point of view of maximum benefit to society, 
and (3) a regulation of the flow of purchasing power in 
accordance with the overall pattern laid down in the 
development plans. 
All of these objectives have been advocated and im- 
posed by the International Monetary Fund on most of 
the Caribbean economies in recent years. These objec- 
tives are related to the ultimate goals of rapid increase 
in national income and of improvement in its distribu- 
tion. The problem is to design and maintain a tax struc- 
ture that will be‘conducive to the accomplishment of 
these objectives. 
Given the level of revenue now derived from taxation, 
then the tax system in the Caribbean need only be di- 
rected increasingly toward meeting the long-term needs 
of development. This, therefore, implies a tax system 
with more administrative flexibility, one where in- 
cidence can be rationalised, and one which can be used 
as a means of controlling inflation — a major problem in 
the Caribbean. One of the major objectives of taxation 
in the Caribbean should be that of the mobilisation of 
internal resources to meet development financing re- 
quirements. The amount rajsedby a government is not 
necessarily linked to the amount it spends in providing 
services. Public funds come from other sources than 
taxation, but the power to tax is uniquely a power of 
government and its exercise is a matter. of crucial im- 
portance to the economic and social life of a nation. 

CONCLUSIONS 
It seems that the determining factors of tax structure 
for the Caribbean are primarily economic. The charac- 
ter of and change in the economic bases to be taxed are 
more important than the style of taxation. Taxation 
policies should be viewed in terms of their ability to 
support the government’s needs for capital to finance 
economic development within the framework of the 
limits to the sources of the taxes. Excessive taxation 
may restrictleconomic incentives and productive efforts 
and may cause business activity and national income to 

. decline. However, no definite answer can be given to the 
question of what is the optimum taxation level that 
could be carried by the Caribbean economies, or any 
economy for that matter. It seems, however, that given 
the elastic nature of the total direct taxes in all of the 
countries, they are prime candidates for increased tax 
rates. But, of course, these increased tax rates must be 
considered within the context of increased revenue, en- 
couragement to non-inflationary impact, and admin- 
istrative feasibility. 

-8, Dirk J. Wolfson, Public Finance and Development Strategy ' 

(Baltimore: Johns Hopkins University Press, 1979), p. 33. 
9. Heller et 21]., Fiscal Policy for a Balanced Economy, p. 16. 

© 1980 International Bureau of Fiscal Documentation — BULLETIN



The effect of In come Taxes 
on Capital Budgeting in 
Nigeria, 

by AC. EZEJELUE* 

I. INTRODUCTION 
Capital budgeting means long-term planning for proposed 
long-term capital investments and their financing. It is 
a many-sided activity that includes searching for new and 
more profitable investment proposals, investigating 
engineering and marketing considerations to predict 
the consequences of accepting the investment, and 
making economic analyses to determine the profit 
potential of each investment proposal. 1 Management 
is often faced with the problem of planning and con- 
trolling capital expenditure programmes for adding new 
facilities, replacement of existing equipment, intro- 
duction of new products, and embarking on extra- 
ordinary repairs. These are usually long-term propositions 
involving large outlays of money which may be financed 
out of working capital, or out of long-term borrowing, 
or out of share issues. 
Therefore, before getting involved in such a capital ex- 
penditure programme it is desirable that management 
seek assurance that the expenditure will be worthwhile. 
Worthwhileness is more generally measured in terms of 
profitability. A number of factors will undoubtedly 
contribute to the profitability of such expenditure. 
“The capital budget, itemising the company’scapital 
acquisitions, its appropriations, expenditures, tax 
shields and grants, will ultimately determine the 
company’s profitability and in addition, its very ability 
to _survive... ” 2 

The purpose of this article is not to examine the modern 
techniques of capital budgeting, but rather to show the 
impact, if any, on a project’s profitability of income 
taxes and related issues of capital allowances, and/or 
depreciation deductions and methods in the Nigerian 
environment. The fact has earlier been highlighted3 
that the implications of many investment decisions in 
Nigeria are so far-reaching that some projec’ts considered 
otherwise as borderline cases may become- worthwhile 
proposals, and therefore full consideration should always 
be given to the tax savings in every investment pro- 
posal. 

II. INCOME TAX EFFECTS 
Although a number of other forms of taxes may have 
some influence on the issue of capital budgeting, we 
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shall limit our discussion here to the effects of company 
income tax. 
Income taxes being cash disbursements are capable of 
playing an important role in capital budgeting by in- 
fluencing the quantum and the timing of cash flows. But 
this depends on the possibility of reduction and/or re- 
allocation of tax payments through non—cash expense 
deductions such as depreciation and capital allowances. 
Therefore corporate income taxes per lee, as the im- 
pression is often created, do not always affect the in- 
centive to invest in capital assets. Income taxes may or 
may not be a factor in evaluating capital expenditure. 4 
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III. EFFECTS OF DEPRECIATION AND DEPRECIATION 
METHODS 
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C. Tax treatment of depreciation in Nigeria 
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* Senior Lecturer and Acting Head, Department of Account- 
ancy, University of Nigeria, Enugu Campus. 
1. Harold Bierman and Seymour Smidt, The Capital Budgeting- 
Decision (New York: MacMillan Co. Inc., 1975), p. 4. 
2. Walter S. Goff, Management Accounting for Managers 
(London: MacDonald & Evans Ltd., 1975), p. 277. 
3. See A.C. Ezejelue, “Nigeria: Tax Considerations for invest- 
ment and business decisions”, 33 Bulletin for International 
Fiscal Documentation (1979), pp. 398-408. 
4. Gerald R. Crowningshield and Kenneth A. German, Cost 
Accounting (New York: The MacMillan Co., 1972), p. 212. 
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Much will depend on the taxing law in operation in the 
particular environment. If the relevant lex situs on 
taxation makes it possible, through the treatment of 
depreciation and/or capital allowances, for the tax 
payment to be reduced or re-allocated so that, in the 
latter case, the payments could occur at more favourable 
times, then tax planning becomes an important factor 
in evaluating capital expenditure even though the total 
tax bill as measured in monetary units remains the same 
in the long run. 

Ill. EFFECTS OF DEPRECIATION AND 
DEPRECIATION METHODS 

A. Depreciation deductions 

Where depreciation deductions which are non-cash ex- 
penses are allowable deductions for tax purposes, then 
they will afford tax shelters since they will protect an 
equal amount of earnings generated by the investment 
from taxation. In this kind of situation, therefore, it 
becomes financially expedient to introduce income tax 
effects into depreciation analysis. “[D]epreciation 
accounting in the absence of income taxes did not affect. 
the investment decision, but the depreciation computed 
for tax purposes does affect the investment decision.” 5 
One effect of income tax depreciation accounting 
analysis is the possibility of improving the cash flow 
with the income tax saved as a result of treating the 
depreciation on the investment as a deductible ex- 
pense for tax purposes. 
Since the cost of the investment less its residual value 
represents a future tax deduétion over the useful life 
of the asset, the present value of the deduction will 
depend on its‘ specific yearly effects on future income 
tax payments. 6 In other words, the present value will 
be influenced not only by the tax rates and the' discount 
rate but also by the depreciation method used. 

B. Depreciation method in use 

If depreciable assets are the subject of the investment 
appraisal, the method of calculating depreciation will 
change the time pattern of the after-tax cash flows. A 
number of depreciation methods exist, including straight- 
line method, reducing balance method, sum—of—the- 
years’s-digits method, and revaluation method. If 
companies have considerable leeway in the choice of 
depreciation method to write off their assets for tax 
purposes, any method that is advantageous from a cash 
position point of view should be adopted in making 
capital expenditure decisions. For example, in the 
United States, “Under the internal revenue code, a 
company has a choice (among other methods) of 
depreciating a new asset by using straight-line de- 
preciation, sum-of—theJyear’s digits, or twice straight 
line on the declining balance... [I]t has frequently been 
npted that the choice of depreciation method will affect 
the profitability of the investment.” 7 
Fr'om the illustration below, it is clear that ahy of the 
decreasing-charge; methods, such as the sum-of—the- 
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year’s-digits or the reducing balance, will accelerate 
depreciation deductions in the earlier years and therefore 
maximize the present values of income tax savings. The 
beauty of the accelerated methods as applied to capital 
budgeting is that they provide a larger tax shelter by 
postponing tax outlays to future periods. In view of the 
time value of money, present tax savings are more 
advantageous than future tax savings. The motto in in- 
come tax planning is: “When there is a legal choice, take 
the deduction sooner rather than later; and recognise 
taxable income later rather than sooner.” 8 

Illustration l 

- Chinasa Ltd. has just bought block moulding equipment 
for N40,000. The equipment has a four-year life and no 
residual value. The minimum desired rate of return, 
after taxes, is 10 percent. Assuming that the relevant 
tax law recognises depreciation as a tax deductible 
expense, show the financial effects of using (i) an 
accelerated depreciation method, and (ii) a fixed instal- 
ment method, given that the tax rate for the period 
remainsat 50 percent. 

(i) Sum-of-the-year’s-digits depreciation 
Sum of digits = S = ngn+1g (wheren = years of 

- 2 
estimated life) 4 4+1 = 4x 2.5 = 10

2 

Income tax 
effect: tax Present value TOTAL 

Year Multiplier Deduction savings at at 10%factor PV 
50% 

N N N N N 
1 4/10 16,000 8,000 909 7,272 
2 3/10 12,000 6,000 .826 4,956 
3 2/10 8,000 4,000 .751 3,004 
4 1/10 4,000 2,000 .683 1,366 

TOTAL PRESENT VALUE ... #446,598 

(ii) Straight-line depreciation 
Yearly depreciation = N40,000 : 4 = N10,'000 
Income tax effect: Savings at 50% = N5,000 
Present value of ordinary annuity of N'1.00 at 10% 

factor = 3.170 
Present value of ordinary annuity of N5,000 at 10% 

factor = 3.170 x 5,000 = #15 850 
The net difference in total present values favour 
of using an accelerated method of depreciation is 
M16598 — 15,850) = N748. It follows therefore that 
where depreciation is an allowable expense for tax

~ 
5. Harold Bierman and Allan R. Drebin, Managerial Accounting 
(New York: The MacMillan Co., 1972), p. 212. 
6. Charles T. Horngren, Introduction to ManagementAccoun ting 
(New Jersey: Prentice-Hall, Inc., 1978), p. 392. 
7. Bierman and Smidt,op. cit., p. 132. 
8. CT. Horngren, op. cit., p. 393. 
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purposes, the depreciation method used has a major 
influence on the present value of the stream of tax 
savings. Although we have assumed a fixed tax rate, 
tax rates and discount rates also have material influences 
on the present value of the tax deductions. 

C. Tax treatment of depreciation in Nigeria 

As we have shown earlier, depreciation computed for 
tax purposes affects investment decisions only if the 
relevant tax law treats depreciation as a deductible 
expense for tax purposes. 
The present position in Nigeria is that the relevant 
tax laws 9 disallow depreciation of any asset, among 
other deductions, for tax purposes. In its place, the 
law grants capital allowances 10 on qualifying capital 
expenditure to companies and businesses. These capital 
allowances are principally made. up of initial and annual 
allowances. Since in our illustration above we assumed 
a zero residual value at the end of the estimated useful 
life of the equipment there will be no balancing adjust- 
ment by way of either balancing allowance or balancing 
charge. However, in order to encourage investment 

' 

in agriculture, all capital expenditures on plant and 
equipment incurred in agricultural production attract an 
investment allowance of 10 percent in addition to the 
existing capital allowances. 11 

IV. EFFECT OF OUR TAXING POLICY ON INVEST- 
MENT DECISIONS 

The total effect of disallowing depreciation for tax 
purposes in Nigeria is to nullify the financial effect of 
any selected depreciation method on investment de- 
cisions. Therefore depreciation methods in use do not 
offer any inducement to investment in new capital assets. 
Rather, the inducements are offered through capital 
allowances and the investment allowance where ap- 
plicable. 

CURRENT SCHEDULE OF NIGERIAN CAPITAL 
ALLOWANCES 
The current schedule of Nigerian capital allowances is to be 
found in the Companies Income Tax Decree 1979 (Decree 
No. 28) Schedule 2 as amended by Section 35 of the Finance 
(Miscallaneous Taxation Provisions) Decree 1979 (Decree 
No. 98): 

Qualifying expenditure Initial Annual 
in respect of Allowances Allowances 

Rate % Rate % 
Qualifying building ' 

expenditure 5 10 
Qualifying industrial 
building expenditure 15 10 
Qualifying mining 
expenditure 20 12‘/2 

Qualifying plant 
expend itu re 20 12‘/2 

Qualifying plantation 
expenditure 25 15 
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This is unlike in the United States, where the method 
of depreciation selected by a company has a significant 
effect on the tax computations. What is relevant for 
capital budgeting purposes in Nigeria, therefore, are the 
various capital allowances (investment allowances in 
some cases) and not depreciation because only the 
former shelter the company’s profits from tax. Thus:

N 
Accounting profit before taxation 30,000 
Add: Depreciation . . . . . . 122000 
Adjusted profit for tax purposes 42,000 
Deduct: Capital allowances (tax shield) 15,000 
Taxable income N27,000 

The position appears to be the same in Nigeria as in the 
United Kingdom. “Taxation would affect the negative 
'cash flow caused by buying and using the machine by 
virtue of investment grants, writing down allowances 
and balancing allowances or balancing charges.” 12 
Therefore, for capital budgeting purposes it is the capital 
allowances which produce the tax shelter. 

Illustration ll 

Chizoba Ltd. is considering buying breadmaking equip- 
ment for N20,000. The equipment which will earn 
N5,000 annually will be scrapped for NLOOO at the end 
of its sixth year. Assume that the initial allowance for 
this kind of asset is 40 percent while its annual allowance 
is 25 percent. The minimum desired rate of return is 
10 percent. Assume also a fixed tax rate of 45 percent. 
Will the investment be advisable? 
Since there is a negative net present value, the desired 
investment is not worthwhile. This View is also supported 
by the profitability index which is less than one. The 
investment could have been acceptable if the net present 
value > O or the profitability index 2 1. So long as 
the net present value < 0, which suggests a rejection of 
the proposal, the profitability index may be super- 
fluous. However, the profitability index tends to make 
the present value approach more appreciable to manage- 
ment and would be more meaningful for making a 
choice among conflicting proposals. ' 

The above illustration shows how our capital allowance 
and not depreciation constitutes a tax shelter to a 
company. It does this by its offsetting effect against 
earnings, thereby legally reducing or avoiding tax 
liability. A going concern has no choice either in the 
rates of capital allowances or in the way or ordering 
capital allowances claims to any greater advantage. 

9. See S. 22(c) of Companies Income Tax Decree (Decree No. 
28) 1979; S. 18(g) of Income Tax Management Act, 1961. 
10. See paragraphs 6, 7, 8, 10 of Schedule 2 to Companies 
Income Tax Decree 1979; paragraphs 7, 8, 10, 11 of Fifth 
Schedule to Income Tax Management Act, 1961. 
11. AC. Ezejelue, op. cit., p. 404.

‘ 

12. RE. Palmer and AH. Taylor, Financial Planning and Control 
(London: Pan Books Ltd;, 1972), p. 260. (Some of these al- 
lowances are similar to our capital allowances.) 
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CHIZOBA LTD 
Solution: Investment appraisal 

(Tax considerations using present-value approach) 

1 2 3 4 5 6 7 8 9 

YEAR Written Annual Initial Annual Taxable Tax at After-tax Discount Total 
dawn value cash allowance allowance earnings 45% on earnings at 10% present 

earnings PYB * factor Value 

beginning 40% 25% (2-34) (45% of 5) (2-6) PV Table (7 x 8) 
of year 

43: W: #1: =N= #4”- =N= =N= ' =H= —'N-'- 

1 20,000 5,000 8,000 5,000 13 (8,000) -— 5,000 .909 4,545 
2 7,000 5,000 — 1,750 3.250 (3,600) 8,600 .826 7,104' 
3 5,250 5,000 — 1,313 3.687 1,463 3,537 ' .751 2,656 
4 3.937 5,000 — ' 984 4,016 1,659 3,341 .683 2,282 
5 2,953 5,000 — 738 4,262 1 .807 3,193 . .621 1 .983 

“6 2,215 5,000 — — 3,785 1,918 1,867 
> 

.564 1,053 
7 — — - — — (1,703) (1,703) .513 (874) 

Total present value 18,749 
' Net present value N(20.000 - 18,749) (1,251) 

Profitability/Desirability index: Present value of net cash benefits = E 19623 = 19623 = 940
‘ 

Present value of outlays C (20000 + 874) ‘ 20874 L= 
* The lag factor applied in tax payment is due to the application of the preceding year basis (PYB) of assessment. 
** At. the end of year six, a balancing adjustment is made. The loss on disposal of N1,215 = (2,215 — 1,000) at the end of year six 

is deducted from the earnings of year six and charged to tax in year seven. The loss constitutes a balancing allowance. There is nil 
annual allowance in the year of disposal. The adjustment, i.e. the merging of earnings and loss on disposal in year six,- is necessary for 
the purposes of present-value computation. 

Although the rates are subject to change, they are 
matter for the tax law which must be adhered to by all 
concerned. 
It is occasionally obliquely implied 14 that even in a 
place such as Nigeria where depreciation is not tax 
deductible that the effect of the depreciation method 
selected could affect a capital budgeting decision if. 
(as is often the case) the depreciation deductions 
used for prudent accounting purposes are greater than 
the capital allowances used for tax purposes. 
*This conception appears to be erroneous for the simple 
fact that once depreciation is non-tax deductible, it 
has no place in the capital budgeting analysis, Out tax 
law simpliciter does not admit it, and therefore we need 
not include it when discussing non-cash items that 
provide tax shelters in capital budgeting. Any dep- 
reciation deduction made as may be necessitated by 
prudent accounting is added back for tax purposes, 
thereby making it ineffectual in providing a tax shelter. 
Since governments use tax laws tQ influence the level of 
capital investments, capital expenditure decisions are 
expected to be consistent with the relevant tax laws of 
the particular environment. 
However, where it becomes possible in future for our 
tax law to incorporate an option for companies to choose 
an annual rate considered suitable to them for calculating 
the annual allowances, then it becomes intelligible, as 
in the case of the depreciation method selected, for 
companies to talk of an accelerated or reduced rate as 
it affects their tax—sheltered items. 

'312 

Where there is zero or inadequate earnings to take 
care of the capital allowances claims, they may be 
carried to a future year with higher earnings. For the 
purposes of present value, however, the tax shelter 
should be phased into the period in which tax becomes 
payable. 
When the asset is scrapped, sold, or disposed of it 
attracts either a balancing allowance or a balancing 
charge. 15 Where the proceeds or a sale or disposal 
exceed the residual value of the assets (arrived at after 
deducting the cumulative capital allowances to the 
date of disposal) there will be a balancing charge. The 
reverse effect attracts a balancing allowance. For capital 
budgeting purposes, a balancing charge incurs a tax 
liability for a company while a balancing allowance 
provides a tax shield. 

13. It is assumed that the basis period for the first year of 
assessment is a period of not less than one year — otherwise 
the- annual allowance would be proportionally reduced. See 
provisos to paragraph 7 of Schedule 2 to Companies Income 
Tax Decree 1979 and to paragraph 8 of Fifth Schedule to In- 
come Tax Management Act 1961. 
14. See, for example, F.O. Okafor, Analysis of Financial State- 
ments, Monograph, April 1980: ' 

15. See paragraph 9 and 10 of Schedule 2 to Companies Income 
Tax Decree 1979 and paragraphs 10 and 11 of Fifth Schedule 
to Income Tax Management Act, 1961. 
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V. POSSIBLE TAX ADVANTAGE THROUGH 
CAPITAL ALLOWANCE MANOEUVRABILITY 

We have said earlier that a going concern cannot ma- 
noeuvre capital allowance claims to any special advantage. 
However, this kind of manoeuvrability is possible in 
the case of new Nigerian businesses. 
Our tax laws 16 allow a new company the option to 
elect to be assessed for its second and third years of 
operation on the actual profits of those years instead of 
being assessed for those years on the special rules for 
new trades or businesses. The implication of this is that 
the exercise of this option by a company will accelerate 
the claiming of capital allowances in respect of any 
assets bought within the first three financial years. 17 
Thus: 

Illustration Ill 

Chidinma commenced business on January 1, 1974 
and makes up its account to December 31 of each year. 
The following assets qualifying for initial allowance 
were bought: 

January 1, 1974 . . . N3,000 
May 1, 1974 . . . $64,000 
September 1, 1975 . . . N2,000 
February 27, 1976 . . . N1,500 

The initial allowances will fall to be claimed as follbws: 

Date bought Cost Where no option Where option is 
Naira is exercised is exercised 

Jan. 1, 1974 3,000 1973 - 74 1973 - 74 
May 1, 1974 4,000 1974 - 75 1974 - 75 
Sept. 1, 1975 2,000 1976 - 77 1975 - 76 
Feb. 27. 1976 1977 - 78 1975 - 76 1,500 

(Source: A. C. Ezejelue, “Nigeria: Tax Considerations for Invest- . 

ment and Business Decisions”, 33 Bulletin for International Fiscal 
Documentation (1979), p. 405. 

From the capital budgeting point of view the accelerated 
claiming of capital allowances has the same effect as 
the accelerated depreciation deductions in the earlier 
years, that is to say, maximizing the present values of 
income tax savings because it provides a larger tax shield 
by postponing tax outlays to future periods. 

VI. SUMMARY 
Capital budgeting usually involves a large investment 
outlay of funds in one time period with a promise to 
obtain a net funds inflow in a future time period. The 
impact of such huge outlay on the profitability and 
continued existence of any organization is so far reaching 
that it is not a matter to toy about with. Therefore all 
available merits of the investment must be analysed 
before embarking on the investment proposal. 
Nowadays, the effects that taxation will have on cash 
flows is of much relevance in appraising the merits of 
any capital expenditure. In fact, the forces of taxation 
are too large to ignore, and the analyst must recognize 
them, giving particular attention to the options his 
firm faces that may permit lessening the adverse effects 
of the tax claim on the project he is studying. 18 
The present value of a project will depend on the 
quantum and the timing of the cash flows occasioned by 
the project. The Nigerian government attempts to 
stimulate capital investments through granting of capital 
and investment allowances rather than depreciation 
which is employed purely for prudent accounting pur- 
poses. Decreasing the total amount of taxes to be paid 
during the life of the asset has an inducement effect 
of increasing the present values of the benefits expected 
from the investment proposals. Alternatively, it decreases 
the present values of the expected expenditure proposals. 
Since the Nigerian tax laws grant liberal capital and 
investment allowances to stimulate investments, 
managers should not only have a wide appreciation of 
their possible tax effects on capital budgets but will 
seek expert advice and analysis where necessary. This is 
particularly urged because no capital allowance shall be 
granted to any company unless claimed by it or where 
the tax board is of the opinion that it would be reason- 
able and just to grant it. 19 The possibility of the latter 
appears to be remote. 

16. See S. 24 (3)(d) of Companies Income Tax Decree 1979; 
Sec. 20 (3)(d) of Income Tax Management Act 1961. 
17. A.C. Ezejelue, op. cit. p. 405. 
18. Pearson Hunt et 211. Basic Business Finance (Illinois: Irwin 
Inc., 1975), p. 155. 
19. Paragraph 22 of Schedule 2 to Companies Income Tax 
Decree 1979; paragraph 27 Fifth Schedule to Income Tax Manage- 
ment Act 1961. 
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Nigeria: 
BUDGET 1980 
Extract of a statement made by the Federal Minister 
of Finance, Professor S.M. Essang, on March 31 , 1980. 

2. As you are aware, this is the-first bud- 
get, which the new Civilian Administration 
has prepared since it came into office on 
the lst of October, 1979. Moreover, an 
important feature of this Budget is that 
this fiscal year will run for only 9 months 
as against the normal 12 months because 
of the change over to calendar year which 
runs from January to December. 
3. As an elected Government which was 
voted to office to carry out the promises 
it made to the electorate, our proposals 
differ in emphasis from those in the pre- 
vious years. Accordingly, various measures 
I will announce to you now are designed 
to achieve the present Administration’s 
policy objectives which consist of: 
(i) rationalisation of existing fiscal mea- 

sures with a view to removing un- 
warranted impediments in the areas 
of production and trade; 

(ii) diversification of the 
revenue base; 

(iii) facilitating the dispersal of industries; 
(iv) encouraging the manufacturing sector 

to increase the use of local raw mate- 
rials and thereby local value added; 

(v) - facilitating vigorous and relentless 
implementation of government’s prior- 
ity programmes in the areas of agri- 
culture, housing, industrialization, etc.; 

(vi) increasing the availability of essential 
food items to the generality of our 
people; 

(vii) reduction of the level of unemploy- 
ment by increasing the tempo of 
economic activities; ’ 

(viii)reduction of the rate of inflation by 
increasing local production through a 
combination of the foregoing measures 
and supplementing local production 
with imports of essential items as well 
as by appropriate combination of 
fiscal and monetary measures; 

(ix) ensuring a more equitable distribution 
of output and incomes in the economy. 

Government 
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FISCAL MEASURES 
4. The Federal Government has made a 
critical review of the various fiscal measures 
adopted by the previous Administration 
since 1975 with a view to determining a 
new direction of policy and in order to 
achieve the objectives stated above. As you 
are aware, the policy of imports liberal- 
isation which characterised the 1975/76 
and 1976/77 budgets had to be reversed 
in the subsequent budgets in order to 
avoid disaster. There was a swing of the 
pendulum to the other extreme of severe 
import restrictions which imposed con- 
siderable hardship on both consumers 
and entrepreneurs in the economy. For 
example, even though the rationale behind 
import restriction was to maintain ahealthy 
external reserve and protectlocal industries, 
yet the severity of those restrictions led 
to higher domestic prices, higher rate of 
smuggling and under-utilisation of port 
facilities. It is against this background 
that the present Administration has decided 
to adOpt a combination of policies that 
will produce a self-reliant economy and at 
the same time bring about a healthy 
balance of payments position. However, we 
are aware that frequent changes in fiscal 
policy tend to generate an atmosphere of 
uncertainty, which militates against in- 
vestment decisions. Therefore, I wish to 
caution that the mere fact that we are 
currently experiencing rising crude oil 
price's should not be taken as a signal for 
pursuing the kind of import liberalisation 
policy of 1975 to 1977. 

Agriculture 

5. In addition to the existing incentives 
granted in previous years, and because of 
the importance attached to agriculture by 
this Administration, import duty on fishing 
vessels is abolished in order to bring the 

concession in line with free import duty 
on agricultural machinery and equipments. 

Ménufacturing Industry 

6. The industrial policy of this Adminis- 
tration is to promote geographical spread 
of industries in order to achieve even in- 
dustrial development throughout the whole 
country. To this end, concessions on a 
sliding scale in the form of approved user 
scheme will be granted tbindustriesloicated 
in the hinterland which import their raw 
materials. The farther inland and away from 
the port the smaller the duty payable and 
vice versa. To encourage the use of local 
raw materials the higher the local value 
added the less excise duty shall be payable. 

(i) Commercial vehicle assembly/manu- 
facturing plants 
To protect the local assembler/manu- 
facturer of commercial vehicles the 
duty or CBU (completely built up) 
vehicles is raised from 20 percent to 
35 percent. To take account of dif- 
ferences in location, the following 
differential rates of duty are intro- 
duced on CKD parts imported by local 
commercial vehicle assemblers/manu- 
factureres: 
(a)approved assemblers/manufacturers 

in Lagos 20 percent; 
(b)approved assemblers/manufacturers 

in Ibadan 18 percent; 
(c)approved assemblers/manufacturers 

in Enug‘u 15 percent; 
(d)approved assemblers/manufacturers 

in Kano 10 percent; 
(e)approved assemblers/manufacturers 

in Bauchi 5 percent. 

(ii) Electric fans 
To protect local assemblers/manu- 
facturers of ceiling fans; 
(a) import duty is raised from 50 per- 

cent to 75 percent; 
(b)duty on motors is reduced from 

331/3 percent to 10 percent. 

(iii) Galvanized flatsheet 
The duty on flat galvanized iron sheet 
is raised from 20 percent to 25 percent 
to protect local industry. Because of 
excess local capacity, an import licence 
shall not be granted without a letter 
of release. 

(iv) Lamp shades 
To protect local industry, import duty 
on lamp shades is raised from 40 per- 
cent to 50 percent. 

(v) Duty has also been revised upwards for 
such items as tarpaulin, paper napkins, 
musical instruments, brass bed orna- 
ments, wheel barrows to protect local 
industries and to raise revenue. 
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(vi) To correct some anomalies in the 
existing rates of duty whereby raw 
materials imported for further pro- 
cessing attract the same duty with the 
finished products, changes have been 
introduced on some raw materials such 
as bentonite and barite, artificial resins, 
raw materials for dumpers, brake lining 
and disc pad. 

(vii) Cement 
Duty has been removed on paper bags 
and selected spare parts of the machin- 
ery used by cement factories. 

Excise duty 

7(i) Excise duty has been reduced on the 
following items: 
(a) margarine 10 to 5 percent 
(b)toothpaste 25 to 15 percent 
(c)perfumery products 25 to 15 percent, 

(ii)Excise duty has been imposed on 
umbrellas and metal crown corks at the 
rates of 25 kobo each and 5 percent 
respectively. 

Import prohibition 

8(i) In order to encourage and protect 
local industries, the following items 
have been added to.the import pro- 
hibition list: 
(a)bicycle tyres and tubes in sizes 

28 x 11/2; 26 x 13/8; 26 x 13/8 
and 26 x 11/2 x 11/8; 

(b)concentrated malt extract; 
(c) jute bags; 
(d)fabrics for furniture. 

(ii)To facilitate early resettlement and as 
a gesture to Nigerians returning home 
after a prolonged stay abroad to bring 
with them their personal effects, cars 
of engine capacity of 2,500cc and 
above brought by Nigerians who have 
stayed abroad for a period of not less 
than 9 months and for which foreign 
exchange transfer is not involved are 
removed from the import prohibition 
list. Such cars, will, however, attract 
500 percent import duty. 

lmporf licence 

9. To encourage sporting activities and 
for safety consideration of industrial 
workers the following items have been 
removed from prohibition list and placed 
under import licence: 
(a) sporting equipment not manufac- 

tured locally — football boots, spike 
shoes, boxing boots, cycling shoes, 
hockey boots, basketball boots, golf 
shoes, football jerseys and track suits; 

(b) Industrial protective footwear, dis- 
ciplined forces footwear, gloves and 
apparel are to be imported under 
approved user licence. 

Open general licence 

10. In addition to the items already on 
open general licence the following items 
have also been placed on open 'general 
licence: 
(a) stockfish; 
(b) louvre frames; 
(c) insulated electric wire; 
((1) plastic pipes; 
(e) linoleum of all types in rolls; 
(f) ceramic products such as sinks, wash 

hand basins, water closets, urinals 
and bidets. 

The removal of these building materials 
from import restriction _is to facilitate the 
implementation of the Federal and state 
governments’ housing programme as well 
as to encourage the construction of in- 
dividual owner-occupied houses. 

TAXATION 
11. Changes in the accounting year of 

government and its consequential 
effect on assessment years and basis 
periods 

The accounting year of government is now 
from lst January to 31 December and con- 
sequently the annual assessment year for 
tax purposes shall also be from 1st January 
to 3lst December. In respect of the year of 
assessment which under the existing pro- 
cedure will be 1980/81, the assessment year 
will now be “1980 Assessment Year” and 
shall be for the period 1st April, 1980' to 
31st December, 1980. All assessments and 
payment of tax shall be completed between 
nine months instead of the usual twelve 
months. As from 1981, the normal 12 
months assessment year shall commence on 
lst January, 1981. ' 

12. Basis period for assessment 

(a) The existing procedure of hassessing 
on income of the previous year remains 
unchanged. 

(b) Basis period for assessment year 1980 
in respect of income of individuals 
(other than employment income) 
therefore remains 1/4/79 - 31/3/80, 
while employment income will con- 
tinue to be treated on current year 
basis. However, for the assessment 
year 1981, the basis period for in- 
dividuals (other than employment 
income) shall be for the nine months 
ended 31/12/80. 

(c) In respect of companies to which the 
Companies Income Tax Decree 1979 
is applicable, the following distinctions 
have been made: 
(i) those who make up accounts for 

accounting years ending between 
lst April to 3lst December: 
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(ii)those who make up accounts for 
accounting years ending between 
lst January and 3lst March; 

(iii)petroleum producing companies; 
In respect of companies of business in 
category (i), the normal preceding year 
basis will apply without change in 1980, 
1981 and future years. For those in 
category (ii) it has been decided that 
for the assessment year 1980, the basis 
period will be the period beginning 
from the commencement of their 
accounting year up to 31st December, 
1979. For example, if a company makes 
up its annual accounts up to 28th 
February, the basis period for 1980 
year of assessment, will be lst March, 
1979 — 3lst December, 1979. This 
means the basis period will be less than 
12 months. For the assessment year 
1981, the basis periodwill be from lst 
January, 1980 up to the end of 
the accounting year. In the case of the 
company in the above example, the 
basis period for the year 1981 will be 
1/1/80 — 28/2/80. 

13. The normal procedures in commence- 
ment and cessation cases will continue to 
apply, provided where taxpayers’ options 
are exercised in accordance with the Com- 
panies Income Tax Decree 1979 for assess- 
ment on actual basis in the 1980 assessment 
year, the profits of the full 12 months are 
to be computed where necessary on pro— 
rata basis. 

14. Provisions as to payment of tax on re- 
ceipt of notice of assessment remain un- 
changed, except payments of tax have to 
be completed between lst January and 3lst 
December instead of lst April and 3lst 
March of the following year. In this con- 
nection, “2lst day of March” as contained 
in 8.58 of the Company Income Tax Decree 
will now read 14th December. 
15. In the case of Personal Income Tax, 
existing dates will be related and converted 
appropriately to equivalent dates in the 
new assessment year, e.g. lst December 
in the old system will become lst Sep— 
tember in the new assessment year and lst 
April becomes 1st December and 3lst 
March becomes 3lst December, etc. Tax- 
payers are expected to clear with relevant 
tax authorities, if in doubt. Petroleum 
producing companies will continue to pay 
tax on current year basis as usual from 
1/1/80 - 31/12/80 without change. 
16. The present system of regarding a 
Company and its shareholders as two 
distinct persons for income tax purposes 
will continue. Companies will therefpre 
continue to pay Companies Income Tax at 
the rate of 45 percent wfiile shareholders 
will in addition pay tax on the dividends or 
similar distributions from companies. 
17. However, where dividends are paid by 
one Nigerian company to another, in order 
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to ensure that such dividends or such other 
distributions are not subjected to double 
taxation, the following procedure will be 
introduced this year: 
(a) A company which is resident in Nigeria 

will be required to account to the 
Federal Board of Inland Revenue for 
income tax on the profits of the 
company and for income tax in re- 
spect of dividends paid or credited and 
other similar distributions made by it. 

(b) A company, on paying or crediting a 
dividend or making any other payment 
which is a distribution in respect of 
which it is required to account for in- 
come tax, is authorised to deduct out 
of the distribution an amount equal 
to the income tax for which it is liable 
to account. In the case of dividends 
paid or credited by one company to 
another, the tax to be accounted for 
shall be at the rate of 45 percent and 
in the case of individuals the amount 

‘ of tax to be accounted for shall be at 
the rate of 121/2 percent. 

(0) Dividends and other such distributions 
received by a company resident in 
Nigeria from another resident company 
on which the paying company is 

liable to account for income tax should 
be described as “franked investment 
income” of the recipient company. The 
recipient company is not charged to 
further income tax on such “franked 
investment income” but unless other- 
wise specifically exempted from tax, it‘ 
is not entitled to repayment of the in- 
come tax accounted for by the paying 
company. 

(d) In the case of a company or a non- 
resident individual, the tax deducted 
shall be accounted for to the Federal 
Board of Inland Revenue, and in all 
other cases to the relevant tax authority 
in which the individual is resident. 

(e) In accounting for tax so deducted to a 
tax authority, the company shall state 
in writing the following particulars, 
that is to say: 
(i) the gross amount of the dividend 

or such similar distributions to 
each shareholder; 

(ii) the name and address of such 
recipient; 

(iii) the period of the accounting year 
in respect of which the dividend 
or distribution is paid; 

(iv) the amount of tax deducted and 
accounted for. 

18. Distribution of profits after tax 
' Companies may distribute as dividends 
either a maximum of 60 percent of profits 
after tax or 25 percent of the paid-up 
capital, whichever is higher, provided such 
distributions are made out of current year 
profits. 

19. Tax deduction at source on rents paid 
by companies 

For the avoidance of doubt, the ‘existing 
practice which was approved by govern- 
ment last year is as follows: 
(i) Where any rent becomes due or pay— 

able by one company to another com- 

pany or from one company to an 
individual, the Company paying such 
rent shall at the date when the rent is 
paid or credited, whichever first occurs, 
account to the Federal Board of Inland 
Revenue, or to a relevant State Tax 
Authority, income tax at the rate of 
121/2 kobo for each Naira. 

(ii) A company, on paying any rent in re- 
spect of which it is required to account 
for income tax, shall deduct out of the 
rent paid or credited an amount equal 
to the income tax for which it is liable 
to account. 

(iii) In accounting for the tax so deducted 
to the Federal Board or to any State 
Tax Authority, the company shall 
state in writing the following parti- 
culars, that is to say: 
(a) the gross amount of rent paid, 

credited per annum; 
(b) the name and address of the com- 

pany to whom the rent has been 
paid or credited and the period 
in respect of which such rent has 
been paid or credited; and 

(c) the address or accurate description 
of the location of the property on 
which the rent is being paid. 

20. In respect of payments' of rent from 
one company to another, or from one com- 
pany to a non-resident individual, the tax 
so deducted shall be remitted to the 
Federal Board of Inland Revenue. In all 
other cases, tax deducted shall be remitted 
to the relevant tax authority of the State in 
which the beneficiary of the rent is resident. 

' Loose-leaf, by air 
' Updated quarter|y
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COPYRIGHT 
ROYALTIES: 

Conventions for the avoidance of double taxation 

The International Conference of States convened jointly by the 
UNESCO and the World Intellectual Property Organization (WIPO) in 
Madrid in November-December 1979 adopted the final text of a 
Multilateral Convention for the Avoidance of Double Taxation of 
Copyright Royalties, to which was annexed an optional Model Bilateral 
Agreement on the same subject. In 33 Bulletin for international fiscal 
documentation 382 (1979) Prof. J. van Hoorn Jr. made some critical 
observations with respect to the draft model multilateral treaty. In this 
issue the final text — which deviates from the draft — is reproduced 
together with the proposed draft bilateral treaty. 

MULTILATERAL CONVENTION FOR THE AVOIDANCE OF 
DOUBLE TAXATION OF COPYRIGHT ROYALTIES 

The Contracting States, 

Considering that the double taxation of 
copyright royalties is prejudicial to the 
interests of authors and thus constitutes a 
serious impediment to the dissemination of 
copyrighted works, which is one of the 
basic factors in the development of the 
culture, science and education of all 
peoples, 

Believing that the encouraging results al- 
ready achieved by action against double 
taxation, through bilateral agreements and 
domestic measures, whose beneficial 
effects are generally recognized, can be 
improved by the conclusion of a multi- 
lateral convention specific to copyright 
royalties, 

Being of the opinion that these problems 
must be solved while respecting the legiti- 
mate interests of States and particulm 
the needs specific to those where the 
widest possible access to works of the 
human mind is an essential condition to 
their continuing development in the fields 
of culture, science and education, 
Seeking to find effective measures designed 
to avoid double taxation of copyright 
royalties where possible and, should it 

subsist, to eliminate it or to reduce its 
effect, 

Have agreed on the following provisions: 

CHAPTER I 

DEFINITIONS 
Article 1 

Copyright royalties 
1. For the purposes of this Convention 
and subject to the provisions of paragraphs 
2 and, 3 of this Article, copyright royalties 
are payments of any kind made on the 
basic of the domestic copyright laws of the 
Contracting State in which these royalties 
are originally due, for the use of, or the 
right to use, a copyright in a literary, 
artistic or scientific work, as defined in the 
multilateral copyright conventions, in- 
cluding such payments made in respect of 
legal or compulsory licences or in respect 
of the “droit de suite”. 
2. This Convention shall not, however, be 
taken to cover royalties due in respect of 
the exploitation of cinematographic works 
or works produced by a process analogous 
to cinematography as defined 
domestic copyright laws of the Contracting 
Stdte in which these royalties are originm 
due when the said royalties are due to the 
producers of such works or their heirs or 
successors-in-title. 

3. With the exception of payments made 
in respect of the “droit de suite” the 
following shall not be considered as copy- 
right royalties for the purposes of this 
Convention: payments for the purchase, 
rental, loan or any other transfers of a right 
in the material base of a literary, artistic or 

© 1980 international Bureau of Fiscal Documentation — BULLETIN 

in the
l 

scientific work, even if the amount of this 
payment is fixed in the light of, the 
Copyright royalties due or if the latter dfé 
determined, in whole or in part, by that of 
the said payment. When a right in the 
material base of work is transferred as an 
accessory to the transfer of the entitlement 
to use a copyright in the work, only the 
payments in return for this entitlement are 
copyright royalties for the purpose of this 
Convention. ~ 

4. In the case of payments made in 
respect of the “droit de suite” and in all 
cases of the transfer of a right in the 
material base of a work referred to in 
paragraph 3 of this Article and indepen- 
dently of the fact that the transfer in 
question is or is not free of charge, any 
payment made in settlement of or as a 
reimbursement for an insurance premium, 
transport of warehousing costs, agent’s 
commission or any other remuneration for 
a service, and any other expenses incurred, 
directly or indirectly, by the removal of 
the material base in question, including 
customs duties and other related taxes and 
special levies, shall not be a copyright 
royalty for the purposes of this Conven- 
tion. 

Article 2 
Beneficiary of copyright royalties 

For the purposes of this Convention, the 
“beneficiary” of copyright royalties is the 
beneficial owner thereof to whom all or a 
part of such royalties is paid, whether he 
collects them as author, or heir or succes- 
sor-in-title of the author, or whether he 
collects them in application of any other 
relevant criterion as agreed to in a bilateral 
agreement concerning double taxation of 
copyright royalties. 

Article 3 
State of residence of the beneficiary 

1. For the purposes of this Convention, 
the State of which the beneficiary of the 
copyright royalties is a resident shall be 
deemed to be the State of residence of the 
beneficiary. 
2. A person shall be deemed to be a 
resident of a State if he is liable to tax 
therein by reason of his domicile, residen- 
ce, place of effective management or any 
other relevant criterion as agreed to in a 
bilateral agreement concerning double 
taxation of copyright royalties. But this 
term does not include any person who is 
liable to tax in that State in respect only of 
income from sources in that State as 
capital he possesses there. 

Article 4 
State of source of royalty 

For the purposes of this Convention, a 
State shall be deemed to be the State of 
source of copyright royalties when such 
royalties for the use of, or the right to use, 
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a copyright in a literary, artistic or scienti- 
fic work are originally due: 
a) by that State or by a political or 

administrative subdivision or local 
authority of that State; 

b) by a resident of that State except 
where they result from an activity 
carried on by him in another State 
through a permanent establishment or 
from a fixed base;

_ 

c) by a non-resident of that State, where 
they result from an activity carried on 
by him through a permanent establish- 
ment or from a fixed base. 

CHAPTER II 
GUIDING PRINCIPLES FOR ACTION 
AGAINST DOUBLE TAXATION OF 

COPYRIGHT ROYALTIES 
Article 5 

Fiscal sovereignty and equality 
of rights ofstates 

Action against double taxation of copy- 
right royalties shall be carried out, in 
accordance with the provisions of Article 8 
of this Convention, with due respect for 
the fiscal sovereignty of the State of source 
and the State of residence, and due respect 
for the equality of their right to tax these 
royalties. 

Article 6 
Fiscal non-discrimination 

The measures against doubl'e taxation of 
copyright royalties shall not give rise to 
any tax discrimination based on nationali- 
ty, race, sex, language or religion. 

Article 7 
Exchange of information 

In so far as it is necessary for the imple- 
'mentation of this Convention, the compe- 
tent authorities of the Contracting States 
will exchange reciprocally information in 
the form and under the conditions which 
shall be laid down by means of bilateral 
agreement. 

CHAPTER III 
IMPLEMENTATION OF THE GUIDING 

PRINCIPLES FOR THE ACTION 
AGAINST DOUBLE TAXATION 
OF COPYRIGHT ROYALTIES 

Article 8 
Means of implementation 

1. Each Contracting State undertakes to 
make every possible effort, in accordance 
with its Constitution and the guiding prin- 
ciples set out above, to avoid double 
taxation of copyright royalties, where pos- 
sible, and, should it subsist, to eliminate it 
or to reduce its effect. This action shall be 
carried out by means of bilateral agree- 
ments or by way of domestic measures. 
2. The bilateral agreements referred to in 
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paragraph 1 of this Article include those 
which deal with double taxation in general 
or those which are limited to double 
taxation of copyright royalties. An option- 
al model of a bilateral agreement of the 
latter category, comprising several alterna- 
tives, is attached to this Convention of 
which it does not form an integral part. 
The Contracting States, while respecting 
the provisions of this Convention, may 
conclude bilateral agreements based on the 
norms that are most acceptable to them in 
each particular case. The application of 
bilateral agreements concluded earlier by 
the Contracting States is in no way affect- 
ed by this Convention. 
3. In case of adoption of domestic 
measures, each Contracting State may, 
notwithstanding the provisions of Article 1 
of this Convention, define copyright royal- 
ties by reference to its own copyright 
legislation. 

CHAPTER IV 
GENERAL PROVISIONS 

Article 9 
Members of diplomatic or 

consular missions 
The provisions of this Convention do not 
affect the fiscal privileges of members of 
diplomatic or consular missions of the 
Contracting States, as well as of their 
families, either under the general rules of 
international law or under the provisions of 
special conventions. 

Article 10 
Information 

1. The Secretariat of the United Nations 
Educational, Scientific and Cultural Orga- 
nization and the International Bureau of 
the World Intellectual Property Organiza- 
tion shall assemble and publish relevant 
normative information concerning taxation 
of copyright royalties. 
2. Each Contracting State shall communi- 
cate, as soon as possible, to the Secretariat 
of the United Nations Educational, Scienti- 
fic and Cultural Organization and to the 
International Bureau of the World Intellec- 
tual Property Organization, the text of any 
new law, as well as all official texts 
concerning the taxation of copyright royal- 
ties,l including the text of any specific 
bilateral agreement on the relevant provi- 
sions on the said subject contained in any 
bilateral agreement dealing with double 
taxation in general. 
3. The Secretariat of the United Nations 
Educational, Scientific and Cultural Orga- 
nization and the International Bureau of 
the World Intellectual Property Organiza- 
tion shall furnish to any Contracting State, 
upon its request, information on questions, 
relating to this Convention; they shall also 
carry out studies and provide services in 

order to facilitate the application of this 
Convention. 

CHAPTER V 
FINAL CLAUSES 

Article 11 
Ratification, acceptance, 

accession 
1. This Convention shall be deposited 
with the Secretary General of the United 
Nations Organization. It shall remain open 
until October 31, 1980, for signature by 
any State that is a member of the United 
Nations, any of the Specialized Agencies 
brought into relationship with the United 
Nations or the International Atomic Ener- 
gy Agency, or is a party to the Statute of 
the International Court of Justice. 
2. This Convention shall be subject to 
ratification or acceptance by the signatory 
States. It shall be open for accession by 
any State referred to in paragraph 1 of this 
Article. 

3. Instruments of ratification, acceptance 
or accession shall be deposited with the 
Secretary-General of the United Nations. 
4. It is understood that, at the time a 
State becomes bound by this Convention, 
it will be in a position in accordance with 
its domestic law to give effect to the 
provisions of this Convention. 

Article 12 
Reservations 

The Contracting States may, either at the 
time of signature of this Convention or at 
the time of ratification, acceptance or 
accession, make reservations as regards the 
conditions of application of the provisions 
contained in Articles 1 to 4, 9 and 17. No 
other reservation to the Convention shall 
be permitted. 

Article 13 
Entry in to force 

1. This Convention shall enter into force 
three months after the deposit of the tenth 
instrument of ratification, acceptance or 
accession. 

2. For each State ratifying, accepting, or 
acceding to this Convention after the depo- 
sit of the tenth instrument of ratification, 
acceptance or accession, this Convention 
shall enter into force three months after 
the deposit of its instrument. 

Article 14 
Denunciation 

1. Any Contracting State may denounce 
this ConVention by a written notification 
addressed to the Secretary General of the 
United Nations. 
2. Such denunciation shall take effect 
twelve months after the date of receipt of 
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the notification by the Secretary General 
of the United Nations. 

Article 15 
Revision 

1. After this Convention has been in 
force for five years, any Contracting State 
may, by notification, addressed to the 
Secretary-General of the United Nations, 
request that a conference be convened for 
the purpose of revising the Convention. 
The Secretary-General shall notify all Con- 
tracting States of this request. If, within a 
period of six months following the date of 
notification by the Secretary-General of 
the United Nations, not less than one-third 
of the Contracting States, provided the 
number is not less than five, notify him of 
their concurrence with the request, the 
Secretary-General shall inform the Direc- 
tor-General of the United Nations Educa- 
tion, Scientific and Cultural Organization 
and the Director General of the World 
Intellectual Property Organization, who 
shall convene a revision conference with a 
view to introducing into this Convention 
amendments designed to improve action 
against double taxation of copyright royal- 
ties. 

2. The adoption of any revision of this 
Convention shall require an affirmative 
vote by two-thirds of the States attending 
the revision conference, provided that this 
majority includes two-thirds of the States 
which, at the time of the revision conferen- 
ce, are parties to the Convention. 
3. Any State which becomes a party to 
the Convention after the entry into force 
of a new Convention wholly ‘or partially 
revising this Convention shall, failing_an 
expression of a different intention by that 
State, be considered as: 

a) a party to the revised convention; 
b) a party to this Convention in relation 

to any State which is a party to the 
present Convention but is not bound 
by the revised convention. 

4. This Convention shall remain in force 
as regards relations between or with the 
Contracting States which have not become 
parties to the revised convention. 

Article 16 
Languages of the convention 

and notifications 
1. This Convention shall be signed in a 
single copy in Arabic, English, French, 
Russian and Spanish, the five texts being 
equally authoritative. 
2. Official texts shall be established by 
the Director-General of the United Nations 
Educational, Scientific and Cultural Orga- 
nization and the Director General of the 
World Intellectual Property Organization, 
after consultation with the interested 
GOVernments concerned, in the German, 
Italian and Portuguese languages. 
3. The Secretary-General of the United 
Nations shall notify the States referred to 
in Article 11, paragraph 1, as well as the 
Director-General of the United Nations 
Educational, Scientific and Cultural Orga- 
nization and the Director General of the 
World Intellectual Property Organization 
of 
a) signature of this Convention, together 

with any accompanying text; 
b) the deposit of instruments of ratifica- 

tion, acceptance or accession, together 
with any accompanying text; 

c) the date of entry into force of this 
Convention under Article 13, para- 
graph 1; 

d) the receipt of notifications of denun- 
ciation; 

e) the requests communicated to him in 
accordance with Article 15, as well as 
any communication received from the 
Contracting State concerning the revi- 
sion of this Convention. 

4. The Secretary-General of the United 
Nations shall transmit two certified copies 
of this Convention to all States referred to 
in Article 11, paragraph 1. 

Article 17 
Interpretation and settlement 

of disputes 
1. A dispute between two or more Con- 
tracting States concerning the interpreta- 
tion or in the matter of application of this. 
Convention, not settled by negotiation, 
shall, unless the States concerned agree on 
some other method of settlement, be 
brought before the International Court of 
Justice for determination by it. 

2. Any State may, at the time of signing 
this Convention or depositing its instru- 
ment of ratification, acceptance or acces- 
sion, declare that it does not consider itself 
bound by the provisions of paragraph 1. In 
the event of a dispute between that State 
and any other Contracting State, the pro- 1 

visions of paragraph 1 shall not apply. 
3._ Any State that has made a declaration 
in' accordance with paragraph 2 may at any 
time withdraw it by notification addressed 
to the Secretary-General of the United 
Nations. 
IN WITNESS WHEREOF, the undersigned, 
being duly authorized, have signed this 
Convention. 
DONE at Madrid on December 13, 1979. 

Model bilateral agreement for the avoidance 
of double taxation of copyright royalties 

PREAMBLE OF AGREEMENT 
The Govemmeht of (State A) and the 
Government of (State B), 
Wishing to apply the principles set out in 
the Multilateral Convention for the'Avoid- 
ance of Double Taxation of Copyright 
Royalties and thus to eliminate such 
double taxation or to reduce its effect, 
Have agreed on the following provisions:

l 

SCOPE OF THE AGREEMENT 
Article I 

Persons and royalties covered 
1. This Agreement shall apply to persons 

who are residents of one or both of the 
Contracting States. 
2. This Agreement shall apply to copy- 
right royalties when they arise in one 
Contracting State and their beneficiary is a 
resident of the other Contracting State. 

Article I I 

Taxes covered 
Alternative A 
1. This Agreement shall apply to compul- 
sory taxes or deductions imposed on behalf 
of each Contracting State, (of its political 
subdivisions or its local authorities), irre- 

spective of their description, their kind and 
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the manner in which they are levied, 
provided that they are imposed on copy- 
right royalties and are assessed on the 
amount of royalties, excluding taxes of a 
fixed nature calculated without reference 
to the amount of the royalty. 
2. The existing taxes to which the Agree- 
ment shall apply are in particular: 
a) in (State A) 

(i) [income tax applicable] 
(ii) [other taxes applicable] 
(iii) . . . 

b) in (State B) 
(i) [income tax applicable] 
(ii) [other taxes applicable] 
(iii) . . . 

3. This Agreement shall apply also to 
future taxes identical [or substantially simi- 
lar] to those referred to in paragraph 1, 
which are imposed after the date of signa- 
ture of this Agreement in addition to, or in 
place of, existing taxes. 
4. The competent authorities of Con- 
tracting States shall communicate [at the 
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beginning of each year] any changes in 
their respective laws and their application 
[made during the preceding year]. 

Alternative B 
1. This Agreement shall apply to taxes 
imposed on behalf of each Contracting 
State [of its political subdivisions or its 
local authorities], irrespective of their des- 
cription or the manner in which they are 
levied, provided that they are imposed on 
copyright royalties and are assessed on the 
amount of the royalties. 
2. The taxes to which this Agreement 
shall apply are: 
a) in (State A) 

(i) [total income tax] 
(ii) [other income taxes] 
(iii) . . . 

b) in (State B) 
(i) [total income tax] 
(ii) [other income taxes] 
(iii) . . . 

3. The competent authorities of Con- 
tracting States shall communicate [at _the 
beginning of each year] any changes in 
their respective tax laws and their applica- 
tion [made during the preceding year]. 

II 

DEFINITIONS 

Article III 
General definitions 

For the purposes of this Agreement, unless 
the context otherwise requires: 
a) the terms “a Contracting State” and 

“the other Contracting State” shall, 
depending on the context, refer to 
(State A) or (State B); 

b) the term “person” includes an indivi- 
dual, a company and any other body 
of persons; 

c) the term “company” means any body 
corporate or any entity which is 

treated as a body corporate for tax 
purposes; 

(1) the terms “enterprise of a Contracting 
State” and “enterprise of the other 
Contracting State” mean respectively 
an enterprise carried on by a resident 
of a Contracting State and an enter- 
prise carried on by a resident of the 
other Contracting State; 

9) the term “nationals” means: 
(i) all individuals possessing the na- 

tionality of a State; 
(ii) all legal persons, partnerships and 

associations deriving their status 
as such from the law in force in a 
State; 

f) the term “competent authority”
‘ 

means: 
(i) in (State A), ...... and, 
(ii) in (State B), ...... ; 

g) the term “copyright royalties” shall be 
interpreted in accordance with the 
definition given in Article 1 of the 
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Multilateral Convention for the Avoid- 
ance of Double Taxation of Copyright 
Royalties; 

h) the term “beneficiary of copyright 
royalties” shall be interpreted in 
accordance with the definition given in 
Article 2 of the Multilateral Conven- 
tion for the Avoidance of Double 
Taxation of Copyright Royalties; 

i) the term “State of source of royalties” 
shall be interpreted in accordance with 
the definition given in Article 4 of the 
Multilateral Convention for the Avoid- 
ance of Double Taxation of Copyright 
Royalties; 

j) the term “State of residence of the 
beneficiary” shall be interpreted in 
accordance with the definition given in 
Article 3 of the Multilateral Conven- 
tion for the Avoidance of Double 
Taxation of Copyright Royalties com- 
pleted by Article IV of this Agree- 
ment. 

Article IV 
Resident 

1. For the purposes of this Agreement, a 
person shall be deemed to be a resident of 
a State if he is so considered in application 
of the provisions of Article 3, paragraph 2, 
of the Multilateral Convention for the 
Avoidance of Double Taxation of Copy- 
right Royalties. 
2. Where by reason of the provision of 
paragraph 1 an individual is deemed to be a 
resident of both Contracting States, then 
his status shall be determined as follows: 
a) he shall be deemed to be aresident of 

the State in which he has a permanent 
home available to him. If he has a 
permanent home available to him in 
both States, he shall be deemed to be a 
resident of the State with which his 
personal and economic relations are 
closer (centre of vital interests); 

b) if the State in which he has his centre 
of vital interests cannot be deter- 
mined, or if he has not a permanent 
home available to him in either State, 
he shall be deemed to be a resident of 
the State in which he has an habitual 
abode; 

c) if he has an habitual abode in both 
States or in neither of them, he shall 
be deemed to be a resident of the 
State of which he is a national; 

d) if he is a national of both States or of 
neither of them, the competent 
authorities of the Contracting States 
shall settle the question by mutual 
agreement. 

3. Where by reason of the provisions of 
paragraph 2 a person other than an indivi- 
dual is deemed to be a resident of both 
Contracting States, [it shall be deemed to 
be a resident of the Contracting State in 
which its place of effective management is 
situated] [the competent authorities of the 

Contracting States shall settle the question 
by mutual agreement]. 

Article V 
Permanent establishment —- fixed base 

1. For the purposes of this Agreement, 
the term “permanent establishment” 
means a fixed place of business through 
which the business of an enterprise is 

wholly or partly carried on. 
[2. The term “permanent establishment” 
includes especially: 
a) a place of management; 
b) abranch; 
c) an office; 
d) an industrial installation; 
e) a store or other sales outlet; 
f) a permanent exhibition at which or- 

ders are received or solicited; 
g) the furnishing of services, including 

consultancy services, by an enterprise 
through employees or other personnel, 
where activities of that nature con- 
tinue, for the same or a connected 
project, in the territory of the same 
State [for . . . . months]. 

3. Notwithstanding the provisions of 
paragraphs 1 and 2, a “permanent estab- 
lishment” shall not be deemed to include: 
a) the use of facilities solely for the 

purpose of storage or display of goods 
belonging to the enterprise; 

b) the maintenance of a stock of goods 
belonging to the enterprise solely for- ‘ 

the purpose of stbrage or display; 
‘

‘ 

c) the maintenance of a stock of goods 
belonging to the enterprise solely for 
the purpose of processing by another 
enterprise; 

d) the maintenance of a fixed place of 
business solely for the purpose of 
purchasing goods, acquiring rights or 
collecting information for the enter- 
prise; 

e) the maintenance of a fixed place of 
business solely for the purpose of 
advertising, for the supply of informa- 
tion, for scientific research or for 
similar activities which have a prepara- 
tory or auxiliary character, for the

‘ 

enterprise. 

4. Notwithstanding the provisions of 
paragraphs 1 and 2, a person acting in a 
Contracting State on behalf of an enter- 
prise of the other Contracting State — 
other than an agent of an independent 
status, to whom paragraph 5 applies - shall 
be deemed to be a “permanent establish- 
ment” in the first-mentioned State: 
a) if he has, and habitually exercises in 

that State, an authority to conclude 
contracts in the name of the enter- 
prise, unless his activities are limited to 
the purchase of goods, or to the 
acquisition of rights, for the enter- 
prise;or 

b) if he has no such authority but habi- 
tually maintains in the first-mentioned ‘ 
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State a stock from which he regularly 
delivers merchandise on behalf of the 
enterprise. 

5. An enterprise of a Contracting State 
shall not be deemed to have a permanent 
establishment in the other Contracting 
State merely because it carries on business 
there through a broker, general commission 
agent, literary agent, or any other inter- 
mediary of an independent status, where 
such persons are acting in the ordinary 
course of their business. However, when 
the activities of such an intermediary are 
devoted exclusively or almost exclusively 
to that enterprise for more than . . . conse- 
cutive months, he shall not be deemed an 
agent of an independent status within the 
meaning of this Article. 
6. The fact that a company which is a 
resident of a Contracting State controls or 
is controlled by a company which is a 
resident of another Contracting State, or 
which carries on business in that other 
State (whether through a permanent estab- 
lishment or otherwise), shall not in itself 
constitute su'ch a company as a permanent 
establishment of the other]. 
7. In this Agreement, the term “fiXed 
base” means a place of residence and of 
work, or a place of work, where an 
individual habitually carries on a part at 
least of his activities of an independent 
nature. ' 

Ill 

RULES OF TAXATION 
Article VI 

Taxation methods 

Ist Alternative 

Article VI A 
Taxation by the State of residence 

subject to the existence of a 
permanent establishment or fixed 

base in the other State 
1. Copyright royalties arising in a Con- 
tracting State and paid to a resident of the 
other Contracting State shall, subject to 
the proVisions of paragraph 2, be taxable 
only in that other State if such resident is 
the beneficial owner of the royalties. 
2. The provisions of paragraph 1 shall not 
apply with respect to taxes on income-if 
the beneficiary of the royalties carries on 
an industrial or commercial activity in the 
other Contracting State in which the royal- 
ties arise, through a permanent establish- 
ment situated therein, or performs in that 
other State independent personal services 
from a fixed base situated therein, and the 
right, activity or property in respect of 
which the royalties are paid is effectively 
connected with such permanent establish- 
ment or fixed base. In such a case, the 
royalties may be taxed solely in the State 

where the permanent establishment or the 
fixed base is situated, but only to the 
extent that these are attributed to that 
establishment or that base. 
3. In each Contracting State, the royal- 
ties that the beneficiary might have been 
expected to collect if he had created a 
distinct and separate enterprise or if he had 
installed a distinct and separate place of 
work engaged in the same activities under 
the same or similar conditions indepen- 
dently of the centre of activity of which 
this enterprise or this place of work con- 
stitutes a permanent establishment or a 
fixed base, shall be attributed to that 
permanent establishment or that fixed 
base. There shall be allowed as deductions 
expenses directly connected with the copy- 
right royalties and incurred for the pur- 
poses of the permanent establishment or 
fixed base, including executive and general 
administrative expenses so incurred, 
whether in the State in which the penna- 
nent establishment or the fixed base is 
situated, or elsewhere. The royalties attrib- 
uted to the permanent establishment or the 
‘fixed base shall be calculated by the same 
method year by year, unless there is good 
and sufficient reason to the contrary. 
[4. If a royalty is more than the normal, 
intrinsic value of the rights in respect of 
which it is paid, the provisions in para- 
graphs 1 and 2 may be applied only to that 
part of the royalty corresponding to this 
normal, intrinsic value]. 

2nd Alternative 

Article VI B 
Allocation of taxation between 
the State of residence and the 
State of source with the same 
tax ceiling in both Contracting 

States 
1. Copyright royalties arising in 3 Con- 
tracting State and paid to a beneficial 
owner who is a resident of the other 
Contracting State shall be exempt in the 
first-mentioned State from the taxes cover- 
ed under paragraph[s] 2(a)(ii) [and 
>2(a)(iii)] of Article II in the case. of (State 
A) or under paragraph[s] 2(b)(ii) [and 
2(b)(iii)] of Article II in the case of (State 
B). . 

2. Where royalties are subject to income 
tax in the Contracting State ' of source 
according to the law of that State and in 
the Contracting State in which the bene- 
ficipl owner is resident, the tax so charged 
may not exceed “x”% of the amount of 
the royalty in the State of source and 
“y”% of the gross amount of the royalty in 
the State of residence. 
3. The provisions of paragraphs 1 and 2 
shall not apply if the beneficiary of royal- 
ties, being a resident of a Contracting 
State, carries on an industrial or commer- 
cial activity in which the royalties arise 

© 1980 International Bureau of Fiscal Documentation — BULLETIN 

through a permanent establishment situa- 
ted therein, or performs in that other State 
independent personal services from a fixed 
base situated therein, and the right, activity 
or property in respect of which the royal- 
ties are paid is .effectively connected with 
such permanent establishment or fixed 
base. In such a case the royalties may be 
taxed solely in the State where the penna- 
nent establishment or the fixed base is 

situated, but only so much of them as is 
attributable to that permanent establish- 
ment or fixed base, 
4. In each Contracting State, the royal- 
ties that the beneficiary might have been 
expected to collect if he had created a 
distinct and separate enterprise or if he had 
installed a distinct and separate place of 
work engaged in the same or similar activi- 
ties under the same or similar conditions 
independently of the centre of activity of 
which this enterprise or this place of work 
constitutes a permanent establishment or a 
fixed base, shall be attributed to that 
permanent establishment or that fixed 
base. There shall be allowed as deductions 
expenses incurred for the purpose of the 
permanent establishment or fixed base, 
including executive and general administra- 
tive expenses so incurred, whether in the 
State in which the permanent establish- 
ment or the fixed base is situated, or 
elsewhere. The royalties attributed to the 
permanent establishment or the fixed base 
shall be calculated by the same method 
year by year, unless there is good and suffi- 
cient reason to the contrary. 
[5. If a royalty is more than the normal, 
'intrinsic value of the rights in respect of 
which it is paid, the provisions in para- 
graphs 1, 2 and 3, may be applied only to 
that part of the royalty corresponding to 
this normal, intrinsic value]. 

3rd Alternative 

Article VI C 
Allocation of taxation between 
the State of residence and the 
State of source with different 
tax ceilings in each Contracting 

State 
1. Copyright royalties whose source is in 
a Contracting State and paid to a beneficial 
owner who is a resident of the other 
Contracting State shall be taxable in both 
Contracting States. They shall, however, be 
exempt from the taxes covered by para- 
graph[s] 2(a)(ii) [and 2(a)(iii)] of Article II 
in the case of (State A) or in paragraph[s] 
2(b)(ii) [and 2(b)(iii)] of Article II in the 
case of (State B). 
2'. Where such =royalties are subject to 
income tax in the Contracting State in 
which they have their source, according to 
the law of that State, and in the Con- 
tracting State of which the beneficiary is a 
resident, the tax so charged may not 
exceed: 
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a) in the case of royalties whose source is 
in (State A) and paid to a resident of 
(State B) “x” percent of the gross 
amount of the royalties in the case of 
the tax levied in (State A) and “x” 
percent of the gross amount of the 
royalties in the case of the tax levied 
in (State B). 

b) in the case of royalties whose source is 
in (State B) and paid to a resident of 
(State A) “y” percent of the gross 
amount of the royalties in the case of 
the tax levied in (State A) and “y” 
percent of the gross amount of the 
royalties in the case of the tax levied 
in (State B). 

3. The provisions of paragraphs 1 and 2 
shall not apply if the beneficiary of the 
royalties, being a resident of a Contracting 
State, carries on business in the other 
Contracting State in which the royalties 
arise, through a permanent establishment 
situated therein, or perfom‘Is in that other 
State independent personal services from a 
fixed base situated therein, and the right, 
activity or property in respect of which the 
royalties are paid is effectively connected 
with such permanent establishment or 
fixed base. In such a case the royalties may 
be taxed solely in the State where the 
permanent establishment or the fixed base 
is situated, but only so much of them as is 
attributable to that permanent establish- 
ment or fixed base. 

4. In each Contracting State, the royal- 
ties that the beneficiary might have been 
expected to collect if he had created a 
distinct and separate enterprise or if he had 
installed a distinct and separate place of 
work engaged in the same or similar activi- 
ties under the same or similar conditions 
independently of the centre of activity of 
which this enterprise or this place of work 
constitutes a permanent establishment or 
fixed base, shall be attributed to that 
permanent establishment or that fixed 
base. There shall be allowed as deductions 
expenses directly connected with the copy- 
right royalties and incurred for the pur- 
poses of the permanent establishment or 
fixed base, including executive and general 
administrative expenses so incurred, 
whether in the State in which the perma- 
nent establishment or the fixed base is 

situatied, or elsewhere. The royalties attri- 
buted to the permanent establishment or 
the fixed base shall be calculated by the 
same method year by year, unless there is 
good and sufficient reason to the contrary. 

[5. If a royalty is more than the normal, 
intrinsic value of the rights in respect of 
which it is paid, the provisions in para- 
graphs 1, 2 and 3, may be applied only to 
that part of the royalty corresponding to 
this normal, intrinsic value]. 
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4th Alternative 

Article VI D 
Taxation by the State of source 

Copyright royalties Whose source is in a 
Contracting State and paid to a resident in 
the other Contracting State are taxable 
exclusively in the State of source of the 
royalties. 

5th Alternative 

Article VI E . 

Allocation of taxation between the 
State of residence and the State of 

source with the tax ceiling in 
the State of source 

1. Copyright royalties arising in a Con- 
tracting State and paid to a resident of the 
other Contracting State may be taxed in 
that other State. 
2. However, such royalties may also be 
taxed in the Contracting State in which 
they arise and according to the laws of that 
State, but if the recipient is the beneficiary 
of the royalties, the tax so charged shall 
not exceed “x” percent of the grosé; 
amount of the royalties. The competent 
authorities of the Contracting States shall 
by mutual agreement settle the mode of 
application of this limitation. 

6th Alternative 

Article VI F 
Allocation of taxation between 
the State ofsource and that 

of residence with the tax ceiling 
in the State of residence 

1. Copyright royalties whose source is in 
a Contracting State and which are paid to a 
beneficial owner resident of the other 
Contracting State, shall be taxable in the 
State of source of the royalties. 
2. However, said royalties may also be 
taxed in the Contracting State where the 
beneficial owner of the royalties resides, 
but not to exceed x percent of the gross 
amount of the royalties. 

IV 
ELIMINATION OF DOUBLE TAXATION 

Article VII 
Methods for avoidance of double 

taxation 

Ist Alternative 

Article VII A 
Exemption method 

1st Alternative: Article VII'A (i) 
— Ordi- 

nary ex_emption 
Where a resident of a ContraCting State 
receives royalties which, in accordance 
with the provisions _of Article VI, may be 

taxed in the other Contracting State, the 
first-mentioned State shall exempt such 
royalties from the tax on the income of 
this resident and shall not take them into 
account in calculating the amount of this 
tax. 

2nd Alternative: Article 
Exemption with progression 

VII A (ii) — 

Where a resident of a Contracting State 
receives royalties which, in accordance 
with the provisions of Article VI, may be 
taxed in the other Contracting State, the 
first-mentioned State shall exempt such 
royalties from the tax on the income of 
this resident. Such State may nevertheless 
take into account the exempted royalties 
in calculating the amount of tax on the 
other income of this resident and may 
apply the same rate of tax as if the 
royalties in question had not been exemp- 
ted. 

3rd Alternative: Article VII A (iii) — 
Exemption maintaining taxable income 
Where a resident of a Contracting State 
receives royalties which, in accordance 
with the provisions of Article VI, may be 
taxed in the other Contracting State, the 
first-mentioned State shall allow as a de- 
duction from tax on the income of that 
resident, that part of the tax which is 

applicable to the royalties received from 
the other Contracting State. 

2nd Altematiue 

Article VII B 
Credit method 

Ist Alternative: 'Article VII B (i)
— 

Ordinary credit 
1. Where a resident of a Contracting 
State receives royalties which, in accord- 
ance with the provisions of Article VI, may 
be taxed in the other Contracting State, 
the first-mentioned State shall allow as a 
deduction from the tax on the income of 
that resident, an amount equal to the 
income tax paid in the other Contracting 
State. Such deduction shall not exceed that 
part of the income tax, as computed before 
the deduction is given, which is attribut- 
able to the royalties which may be taxed in 
the other Contracting State. 
2. For the purposes of this deduction, 
the taxes referred to in paragraphs 2(a)(i) 
and 2(b)(i) of Article 11 shall be deemed to 
be income tax. 

2nd Altemative: Article VII E (ii) - Full 
credit 

1. Where a resident of a Contracting 
State receives royalties which, in accord- 
ance with the provisions of Article VI, may 
be taxed in the other Contracting State, 
the first-mentioned State shall allow as a 
deduction from the tax on the income of 
that resident an amount equal to the tax 
paid in the other Contracting State. 
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2. For the purposes of this deduction, 
the taxes referred to in paragraphs 2(a)(i) 
and 2(b)(i) of Article II shall be deemed to 
be income tax. 
3rd Alternative: 
Matching credit 
1. Where a resident of a Contracting 
State receives royalties which, in accord- 
ance with the provisions of Article VI, may 
be taxed in the other Contracting State, 
the first-mentioned State shall allow as a 
deduction from the tax on the income of 
that resident, an amount equal to 
percent of the gross amount of such 
royalties, whether or not the amount de- 
ducted in the State where the royalties 
arise equals this percentage. 

Article VII B (iii) — 

2. For the purpose of this deduction, the 
taxes referred to in paragraphs 2(a)(i) and 
2(b)(i) of Article 11 shall be deemed to be 
income tax. 
4th Altemative: Article VII B (iv) - Tax 
sparing credit 
1. Where a resident of a Contracting 
State received royalties which, in accord- 
ance with the provisions of Article VI, may 
be taxed in the other Contracting State and 
benefit there from special tax relief, the 
first-mentioned State shall allow as a de- 
duction from the tax on the income of that 
resident, who is the beneficiary of royal- 
ties, an amount equal to the total sum 
which, without this relief, would have had 
to be paid in that other State as tax on 
such royalties. 
2. For the purposes of this deduction, 
the taxes referred to in paragraphs 2(a)(i) 
and 2(b)(i) of Article 11 shall be deemed to 
be income tax.

V 
MISCELLANEOUS PROVISIONS 

Article VIII 
Non-discrimination 

1. In accordance with the principle of 
non-discrimination set out in Article 6 of 
the Multilateral Convention for the Avoid- 
ance of Double Taxation of Copyright 
Royalties, the nationals of a Contracting 
State shall not be subjected in the other 
Contracting State to any taxation assessed 
on the amount of a copyright royalty or 
any requirement connected therewith, 
which is other or more burdensome than 
those to which nationals of that other 
State in the same circumstances are or 
may be subjected. Notwithstanding the 
provisions of Article I, this principle also 
applies to persons who are not residents of 
one or both Contracting States. 
2. Stateless persons who are residents of 
a Contracting State shall not be subjected 
in either Contracting State to any taxation 
on copyright royalties or any requirement 
connected therewith, which is other or 

more burdensome than the taxation and 
connected requirements to which nationals 
of the State concerned in the same circum- 
stances are or may be subjected. 
3. The taxation on copyright royalties to 
which a permanent establishment of an 
enterprise of a Contracting State is sub- 
jected in the other Contracting State shall 
not be less favourably levied in that other 
State than the taxation on the same kind 
of copyright royalties to which enterprises 
of that State having the same status for tax 
purposes and carrying on the same activi- 
ties are subjected. This provision shall not 
be construed as obliging a Contracting 
State to grant to residents of the other 
Contracting State any personal allowances, 
reliefs and reductions for taxation purposes 
on account of civil status or family res- 
ponsibilities which it grants to its own resi- 
dents. 
4. Subject to the provisions of [paragraph 
4 of Article VI A] [paragraph 5 of Article 
VI B or VI C], the royalties paid by an 
enterprise of a Contracting State to a 
resident of the other Contracting State 
shall, for the purpose of determining the 
taxable profits of such an enterprise, be 
deductible under the same conditions as if 
they had been paid to a resident of the 
first-mentioned State. 
5. ' Enterprises of a Contracting State, the 
capital of which is wholly or partly owned 
or controlled, directly or indirectly, by one 
or more residents of the other Contracting 
State, shall not be subjected in the first- 
mentioned State to any taxation assessed 
on copyright royalties or any requirement 
connected therewith, which is other or 
more burdensome than the taxation and 
connected requirements to which other 
similar enterprises of the first-mentioned 
State are or may be subjected. 
6. The provisions of this Article shall, 
notwithstanding the provisions of Article 
II, apply to taxes of every kind and 
description. 

Article IX 
Mutual agreement procedure 

1. Where a person considers that the 
actions of one or both of the Contracting 
States result or will result for him in 
taxation not in accordance with the provi- 
sions of this Agreement, he may, irrespec- 
tive of the remedies provided by the 
domestic law of those States, present his 
case to the competent authority of the 
Contracting State of which he is a resident 
or, if his case comes under Article VIII (1), 
to that of the Contracting State of which 
he is a national. This case must be present- 
ed within three years from the first notifi- 
cation of the action resulting in taxation 
not in accordance with the provisions of 
the Agreement. 
2. The competent authority shall endea- 
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.vour, if the objection appears to it to be 
justified and if it is not itself able to arrive 
at a satisfactory solution within a period of 

. or such extended period as may be 
communicated by it to the competent 
authority of the other State, to resolve the 
case by mutual agreement with the compe- 
tent authority of the other Contracting 
State, with a view to the avoidance of 
taxation which is not in accordance with 
this Agreement. Any agreement reached 
shall be implemented notwithstanding any 
time limits in the domestic law of the 
Contracting States. 
3. The competent authorities of the Con- 
tracting States shall endeavour to resolve 
by agreement any difficulties or doubts 
arising as to the interpretation or applica- 
tion of the Agreement. They may also 
consult together for the avoidance of 
double taxation in cases not provided for 
in this Agreement. 
4. The competent authorities of the Con- 
tracting States may communicate with 
each other directly for the purpose of 
reaching an agreement in the sense of 
paragraphs 1, 2 and 3. When it seems 
advisable in order to reach agreement to 
have an oral exchange of opinions, such 
exchange may take place through a Com- 
mission consisting of representatives of the 
competent authorities of the Contracting 
States.

' 

Article X 
Exchange of information 

1. The competent authorities of the Con- 
tracting States shall exchange‘such infor- 
mation as is necessary for carrying out the 
provisions of this Agreement or of the 
domestic laws of the Contracting States 
concerning taxes covered by this Agree- 
ment in so far as the taxation thereunder is 
not contrary to the Agreement. The ex- 
change of infofmation is not restricted by 
Article I of this Agreement. Any informa- 
tion received by a Contracting State shall 
be treated as secret in the same manner as 
information obtained under the domestic 
laws of that State and shall be disclosed 
only to persons or authorities, including 
courts and administrative bodies, involved 
in the assessement or collection of, the 
enforcement or prosecution in respect of, 
or the determination of appeals in relation 
to the taxes covered by this Agreement. 
Such persons or authorities shall use the 
information only for such purposes. They 
may disclose the information in public 
court proceeding or in judicial decisions. 
2. In no case shall the provisions of 
paragraph 1 be construed so as to impose 
on a Contracting State the obligation: 
a) to carry out administrative measures at 

variance with the laws and administra- 
tive practice of that or of the other 
Contracting State; 

b) to supply information Which is not 
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obtainable under the laws or in the 
normal course of the administration of 
that or of the other Contracting State; 

c) to supply information which would 
disclose any trade, business, industrial, 
commercial or professional secret or 
trade process, or information, the dis- 
closure of which would be contrary to 
public policy (ordre public). 

Article XI 
Members of diplomatic or 

consular missions 
Nothing in this Agreement shall affect the 
fiscal privileges of members of diplomatic 
or consular missions of the Contracting 
States as well as of their families, either 
under the general rules of international law 
or under the provisions of special conven- 
tions. 

Article XII 
Entry into force 

1. This Agreement shall be ratified and 
the instruments of ratification shall be 

exchémged at .............................................. 

as soon as possible. 
2. The Agreement shall enter into force 
upon the exchange of instruments of ratifi- 
cation and its provisions shall have effect: 
a) in (State A) ......................................... 

b) in (State B) ......................................... 

Article Xl II 
Termination 

This Agreement shall remain in force until 
terminated by a Contracting State. Either 
Contracting State may terminate the 
Agreement, through diplomatic channels, 
by giving notice of termination at least six 
months before the end of any calendar 
year after the year ..... In such event, the 
Agreement shall cease to have effect: 
a) in (State A) ......................................... 

b) in (State B) ......................................... 

Article XIV 
Intelpretation 

As_ regards the application of this Agree- 

ment by a Contracting State, any term not 
defined therein shall, unless the context 
otherwise requires, have the meaning which 
it has under the Multilateral Convention 
for the Avoidance of Double Taxation of 
Copyright Royalties or, failing this, under 
the law of that State. 

Article XV 
Relations between this Agreement 

and other treaties on 
double taxation 

In the event of any difference between the 
provisions of this Agreement and those of 
another treaty on double taxation con- 
cluded by the Contracting States, the 
provisions of this Agreement shall take 
precedence in the relations between these 
States in matters relating to the taxation of 
copyright royalties. 
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TAX GLOSSARY ‘ 

by H.W. T. PEPPER * 

SUPERSNAKE — The European currencies 
involved in the earlier agreement (see 
SNAKE IN A TUNNEL) were the 
German mark, Belgian franc, Austrian 
schilling, Dutch guilder, Swiss franc, 
and Luxembourg franc. The proposed 
European Monetary System (EMS), 
sometimes known as SUPERSNAKE, 
would embrace members of the EEC 
and a few other countries, would in- 
volve» fixed exchange rates between 
members, the institution of a Common 
Market currency called the ECU, and 
the establishment of a Common Mar- 1 

ket fund which would be used to 
support exchange rates which came 
under pressure, although by joining 
the members would gain strength for 
their currencies against those of non- 
members. 

SUPER TAX — A tax charged in addition? 
to income tax. The tel-in was formerly 
used to refer to the tax charged in Bri- 
tain (from 1909 to 1927) subsequent- 
ly'known as surtax, and has also been 
used in a similar context, e.g. in India. 

SUPPLEMENTARY TAX —- A tax charged 
in addition to income tax, particularly 
in a country with a schedular tax'sys— 
tem which charges tax at flat rates on 
certain types of income. The supple- 
mentary tax is usually charged at gra- 
duated rates on those with incomes 
above a certain limit. (See also RESI- 
DENTS’ TAX.) 

SURCHARGE — A tax which is often 
levied as a percentage addition to 
existing taxes, usually on a temporary 
basis. If the additional charge is re- 
quired upon a more permanent basis, 
the surcharge will usually be super- 
seded' in due course by a revision of 
the substantive rates of tax. Recent ex- 
amples of the imposition 'of surcharges 
have arisen in the US, where a ten 
percent surcharge was applied to the 
federal income tax rates (raising the 
maximum from 70 to 77 percent) 
duiing President Johnson’s term of 
office, and an import surcharge im- 
posed in 1971 by President Nixon — 
both these surcharges having been sub- 
sequently cancelled. In Britain, there 
has also recently been an import sur- 

charge and there is power under the 
CUSTOMS REGULATOR (q.v.) (a 
provisiOn which has to be renewed an- 
nually by Parliament) by means of 
which the Treasury may make an 
order increasing or decreasing the prin- 
cipal revenue duties by up to 10 per- 
cent. Holland has similar powers (see 
REGULATOR TAX). 
Two recent examples of further uses 
of this term in connection with taxa- 
tion are (a) the surcharge imposed in 
West Germany in 1970 and 1971, 
which was actually in the form of a 
“LOAN” LEVY (q.v.) which the Gov- 
ernment pledged would be refunded 
before 1973; and (b) the additional 
charge on investment income in Bri- 
tain from 1973 with the abolition of 
EARNED INCOME RELIEF (q.v.). 

SURRENDER 6F Loss — Under U.K. tax 
law, a company in a GROUP (q.v.) 
(where one company is a 75 percent 
subsidiary of another, or both are 75 
percent subsidiaries of a third compa- 
ny) or a CONSORTIUM (q.v.), which 
makes a trading loss may surrender the 
loss in favour of a uClaimant compa- 
ny” in the same group. 

SURTAX — In the surtax (formerly 
called SUPER TAX, q.v.) was applied 
to income taxpayers with incomes 
above a certain limit during the period 
1909 to 1973. Somewhat different 
rules- applied for the calculation of in- 
come for surtax purposes. Both in- 
come tax and surtax were replaced by 
UNIFIED TAX (q.v.) from 1973/74. 

' 

In the U.S.'A.“ corporations’ incomes 
are subject to NORMAL TAX (q.v.) at 
22 percent and to surtax where the in- 
come exceeds $250,000 at rates which 
in recent years have varied from 26 to 
30 percent.

T 
TADPOLE LEASE — A tax avoidance 

device whereby an entrepreneur own- 
ing business premises grants a lease 
thereof for a long period, say 60 yéars; 
to another person in return for a large 
premium and a small annual rent. The 

© 1980 International Bureau of Fiscal Documentation — BULLETIN 

entrepreneur then rents the premises 
back on a sub-lease for rental' pay- 
ments which are very high in the first 
few years (constituting more or less 
the return of the premium). The ob- 
ject is to obtain enhanced tax deduc- 
tions in respect of the high initial sub- 
rents while avoiding tax (or paying 
only at capital gains tax rates) on the 
premium received. Anti-avoidance 
measures in the U.K. have largely 
countered this device. (See also 
LEASE-BACK). 

TAKE-HOME PAY — An employee’s net 
remuneration after deductions for 
income tax and other compulsory 
levies, such as Social Security Con- 
tributions (e.g. National Health In- 
surance) and pension contributions. 

TALENT TAX —— The term was used in the 
U.K. with regard to moves by the 
Inland Revenue Department to tax 
awards made by the Arts Council and 
other bodies to authors, artists, and 
poets. It was argued that a tax on such 
awards was a tax on talent. Such talent 
awards had not previously been re- 
garded as taxable provided they had 
not been solicited by the recipient and 
were not made\ in return for work 
done by the recipient for the donor. 

TANGIBLES — Tangible business assets 
such as factories, machinery (in Italy 
all fixed assets except land) in general 
qualify for capital allowances if used 
in the production of business profits, 
whereas intangibles in general do not 
(exceptions may include patent, copy- 
right, or mineral rights). In Holland’s 
V.A.T. law, goods are defined (section 
5) as “all tangible objects”. 

TANTIEME — Percentage (of profits), 
bonus, commission, or profits. 

TAX AGENT — The term “tax agent" may 
either mean (as, for example, in Aus- 
tralian parlance) a tax adviser who 
assists the taxpayer to perform his 
duties under the taxing acts, or may 
mean the person charged under the 
taxing acts with collecting tax either 
by deduction or withholding at source, 
in the case of an income tax, or as the 
person required to register and pay the 
tax in the case of sales taxation. 

TAX AVOIDANCE — See AVOIDANCE. 
TAX BASE - See TAXABLE BASE. 

[to be cominued] 

‘ With the assistance of the staff of the Interna- 
tional Bureau of Fiscal Documentation. 
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Books 
The publications listed in this bibliography have 
recently been acquired by the Bureau ’3 library which 
will gladly supply further information upon request 
(please quote the reference numbers). They should, 
however, be ordered through a bookseller or direct 
from the publisher indicated, and not through the 
Bureau. 

ASEAN 
REVENUE SYSTEMS OF ASEAN COUNTRIES 
An overview. By Mukul G. Asher. Singapore, Singapore Universi- 
ty Press, 1980. 66 pp., S$ 7. 
Study analyzing possible aggregation of tax revenues of ASEAN 
countries. (B. 51.513) 

AUSTRALIA 
AUSTRALASION TAX REPORTS 
Volume 9. Editors: E.F. Harris and D.W. Harris. Chatswood, But- 
terworths, 1979. 943 pp. 
Ninth volume of the Australian and New Zealand Tax Reports 
containing compilation of the texts of Australian and New Zea- 
land tax cases. (B. 51.502) 

AUSTRALIAN INCOME TAX QUESTIONS 
Second edition. By LG. Wallschutzky and B.T. Colditz. Chats- 
wood, Butterworths, 1980. 190 pp., AUS$ 19.50. 
Second expanded edition of collection of Australian income tax 
questions. (B. 51.516) 

INCOME TAX ASSESSMENT ACT 1936 
Incorporating all amendments by legislation made to 31 Decem- 
ber 1977. With tables of provisions, note and index to act and 
regulations. Canberra, Government Printer, 1979. 695 pp. 
(3.51.504) 

AUSTRIA 
STRUKTURVEBESSERUNGSGESETZ 
By Bruno Schimetschek. Vienna, Grenz-Verlag, 1978. 80 pp. 
Updated commentary on the Structural Improvement Law which 
grants tax privileges in the» case of reorganization of enterprises, 
with references to case law and ministerial rulings. (B. 102.424) 

BRAZIL 
INCENTIVOS FISCAIS E FINANCEIROS PARA O NORDESTE 
Rio de Janeiro, Escritério da Sudene NO Rio de Janejro, 1978. 
Série: Brasil: SUDENE — Industrializag’éo, '7. 56 pp. 
Fiscal and financial incentives for the North-Eastern region. 
(B. 15.964) 
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INCENTIVOS PARA O DESENVOLVIMENTO 
Decreto-lei No. 1376/74 e decreto—lei No. 1.338/74 —artigo 2.0 — letra “i”. Rio de Janeiro, Escritério da Sudene NO Rio de Ja- 
neiro, 1978.57 pp. 
Incentives for development with special focus on the North- 
Eastern region. (B. 15.966) 

INVESTORS’ GUIDE 1978 
Rio de Janeiro, Government of the State of Rio de Janeiro, 1978. 
94 pp. (B. 15.967) 

THE TAXATION OF FOREIGN INVESTMENT IN BRAZIL 
By Alberto Xavier, Deventer, Kluwer, 1980. Series on Interna- 
tional Taxation, No. 1. 130 pp., 55 Dfl. 
Monograph providing a general view of foreign investment in Bra- 
zil. The taxation of branches and representatives of foreign com~ 
panies doing business in Brazil, the taxation of dividends, interest 
and royalties, and double taxation treaties are considered. 
(B. 15.963) 

CANADA 
ACQUIRING 0R EXPANDING IN CANADA 
Foreign Investment Review Act implications. By Robert C. 
Coffey and Phillip H. Doherty. Toronto, Ernst & Whinney, 1979. 
22 pp. (B. 102.566) 

CANADA TAX CASES 1979 
Judgments of Supreme Court of Canada, Federal Court of Canada 
and provincial courts on taxation matters and reported decisions 
of the Tax Review Board. Editor-in-chief: H. Heward Stikeman. 
Toronto, Richard de Boo, Ltd., 1980. 3826 pp. (B. 102.553) 

CANADIAN MASTER TAX GUIDE 1980 
A guide to Canadian income tax. 35th Edition. Don Mills, CCH 
Canadian, Ltd., 1980. Canadian Tax Reports, Extra edition, No. 
42, January 9, 1980.705 pp. (B. 102.457) 

REPORT OF PROCEEDINGS OF THE THIRTIETH TAX 
CONFERENCE CONVENED BY THE CANADIAN TAX 
FOUNDATION AT THE QUEEN ELIZABETH HOTEL, 
MONTREAL, 20-21-22 NOVEMBER 1978 
Toronto, Canadian Tax Foundation, 1980. 763 pp. 
Printed texts of expert opinion on a broad range of current tax 
issues discussed at the 30th Canadian Tax Foundation Con- 
ference, November 197 8. Some topics include: “How competitive 
is Canada’s business taxation system?”; “An expenditure tax to 
replace the income tax?” (B. 102.552) 

TAX PLANNING FOR PROFESSIONALS 
By Arthur B.C. Drache and Sidney W. Goldstein. Toronto, 
Richard de Boo, Ltd., 1979. 165 pp.

_ 

Tax planning monograph designed to help the layman understand 
the basics of the tax system and tax planning to facilitate commu- 
nication with tax lawyers. (B. 102.479) 
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CHINA (PEOPLE’S REPUBLIC OF) 
CHINESE ECONOMIC PLANNING 
Translations from Chi-hua Ching-chi. Edited with an introduction 
by Nicholas R. Lardy. Translated by K.K. Fung. Folkestone, 
Dawson Publishing; New York, ME. Sharpe, Inc., 1978. 268 pp., 
£14. 
Compilation in English of a series of articles from the periodical 
“Economic Planning” published during the First Five-Year Plan 
in the 1950s dealing with economic planning techniques in China. 
(B. 51.505) 

ORDNUNGSPRINZIPIEN 1M INDUSTRIALISIERUNGS- 
PROZESS DER VR CHINA 
Planung — Organisation — Unternehmenskonzept. By Wolfgang 
Klenner. Hamburg, Verlag Weltarchiv, 1979. 364 pp., 42.50 DM. 
Study of the management of industrial development in the 
People’s Republic of China with reference to both Chinese and 
other language publications. (B. 51.508) 

SITUATION UND PERSPEKTIVEN DER CHINESISCHEN WIRTSCHAFT 
Verschuldungsnotwendigkeit und Finanzierungsspielraum. By 
Armin Gutowski, Wolfgang Klenner and Kurt Wiesegart. Ham- 
burg. HWWA-Institut fiir Wirtschaftsforschung, 1979. 148 pp. 
Study of the present and future economy of the People’s Repub- 
lic of China. (B. 51.506) 

FRANCE 
CODE CIVIL 
79th Edition. Paris, Jurisprudence Générale Dalloz, 197971980. 
1375 pp. ' ; ’ 

Annotated text of the French civil code with references to other 
publications for further study. (B. 102.533) 

DROIT FISCAL DES AFFAIRES 
By Francois Coré and Bernard Jadaud. Paris, Dalloz, 1980. 951 
pp. 
Monograph describing French taxation of business enterprises in- 
cluding related matters in the judicial, administrative and ac— 
counting fields. (B. 102.532) 

DROIT FISCAL INTERNATIONAL 
Pratique frangaise. Second edition. By Gilbert Tixier, Guy Gest 
and Jean Kerogues. Paris, Librairies Techniques (LITEC), 1979. 
330 pp. n 

Second edition of study on international tax law, considered 
from the standpoint of French tax legislation. (B. 102.569) 

LAMY SOCIAL 
Edited by F. Jullien. Paris, Lamy S.A., 1980. 1531 pp. 
Annual publication containing an explanation of French labour 
and social legislation; supplements are issued regularly in order to 
ke_ep the material up to date. (B. 102.557) 

MANUAL DE DROIT FISCAL 
3e Edition. By Bernard Brachet. Paris, Librairie Générale de Droit 
et de Jurisprudence, 1979. 238 pp. 
Introductory book on French taxation law (income and profits 
taxes, value added tax, gift and death duties). (B. 102.556) 

LES RELATIONS FISCALES FRANCO-SUISSE 
By Patrick Michaud and Michel Saillant.' Paris, Etudes Fiscales In- 
ternationales, 1977. 520 pp. 
Study of the Swiss income taxation of individuals and companies, 
f0110wed by the tax aspects arising from the French-Swiss double 

. taxation treaty. (B. 102.558) - 
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GERMAN FEDERAL REPUBLIC 
ABC VERLUSTVORTRAG VERLUSTRUCKTRAG 
2., neu bearbeitete Auflage. By Heinz Richter. Cologne, Peter 
Deubner Verlag, 1980. 75 pp. 
Second edition of a book explaining the most important aspects 
of loss compensation (carry-back, carry-forward) in ‘the German 
income tax system. (B. 102.514) 

DAS BETRIEBSRENTENGESETZ IN DER PRAXIS 
By Peter Ahrend and Jochen Riihmann, Wiesbaden, Arbeit und 
Alter Verlag, 1979. 53 pp. ‘ 

Booklet explaining the most significant features of the German 
law on private old age pensions and the effects thereof in prac- 
tice. (B. 102.388) 

FAMILIENSTIFTUNG I131 STEUERRECHT 
By Heinz Schrumpft Cologne, Peter Deubner Verlag, 1979. Steu- 
erwissenschaft, Band 5. 148 pp. 
Thesis analyzing various aspects with respect to the taxation of a 
family foundation in the Federal Republic of Germany. 
(B. 102.571) 

PRAXIS DER STEUERBEGUNSTIGTEN KAPITALANLAGEN 
Band I: Grundlagen, Negative Kapitalkonten, Rechtsschutz des 
Zeichners, mit Formularanhang. By Fritz Eggesiecker, Jiirgen Pel- 
ka, Dieter Quast and Heinz Richter. Cologne, Peter Deubner Ver- 
Iag, 1180. 206 pp., 98 DM. 
Practice-oriented analysis of the basis and the tax consequences 
of tax favorable capital investments, such as the so-called negative 
capital account in the case of limited partnerships. The authors 
also discuss the new proposed legislative action to reduce any 
abuse of such capital investment. (B. 102.513) 

UMSATZSTEUERGESETZ 1 980 
By Karl-Heinz Mittelsteiner. Cologne, Peter Deubner Verlag, 
1979.414 pp., 39.80 DM. 
Compilation of documents and other materials relating to the new 
German Value Added Tax Law, which adapts the law of the re- 
quirements of the 6th Directive on VAT, including a comparison 
with the similar provisions under the old law. (B. 102.523) 

VEREINBARUNGEN UNTER FAMILIENANGEHURIGEN UND IHRE STEUERLICHEN FOLGEN 
By Dieter Schulze zur Wiesche. Cologne, Peter Deubner Verlag, 
1979.168 pp., 32 DM. 
Monograph discussing the various possibilities of concluding con- 
tracts according to civil law and the 'tax consequences of such 
contracts, e.g. divorce, alimony, old age pensions, establishing a 
company, transfer of real property. (B. 102.515) 

DER ZINSFUSS ALS BEWERTUNGSFAKTOR IN DER ERTRAGSTEUERBILANZ 
By Bernd WaSsermann. Cologne, Petei‘ Deubner Verlag, 1979. 
Schriftenreihe “Steuerwissenschaft”, Band 6. 304 pp., 79 DM. 
Study on the influence of the interest rate on the valuation and 
capitalization of business assets. shown on the annual balance 
sheet, with numerous references to case law and other literature. 
(B. 102.519) 9,

p 

GREECE 
BUSINESS OPERATIONS IN GREECE 
By George N. Stathopoulos. Washington, Tax Management Inc., 
1979. 200 pp. 
Book providing information on the establishment of business 
operations in Greece. The Greek tax system is discussed, with 
English translation of relevant statutes appended. (B. 102.536) 
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INTERNATIONAL 
INFORMATION PLEASE ALMANAC; ATLAS & YEARBOOK 
1980 
34th Edition. New York, Simon and Schuster, 1979. 1006 pp., 
$ 7.95. 
Reference almanac containing details of the more important cur- 
rent issues. A description of taxes in the U.S.A. is included, pre- 
pared by Touche Ross & Co. (B. 102.568) 
THE MEASUREMENT OF SCIENTIFIC AND TECHNICAL 
ACTIVITIES 
Proposed stand practice for surveys of research and experi- 
mental development. “Frascati Manual”. Paris, Organisation for 
Economic Cooperation and Development, 1976. 139 pp. 
Technical document giving a standard basis for surveys of re- 
search and experimental development, also known as the “Fras— 
cati Manual”. (B. 102.363) 

PAZIFISCHES BECKEN 
Frankfurt, Deutsche Bank, 1976. 116 pp. 
Brochure providing economic data on countries comprising the 
Pacific Basin, i.e. USA, Canada, Japan, People’s Republic of 
China, Taiwan, Hong Kong, Philippines, Malaysia, Thailand, Indo- 
nesia, Kampuchea, Vietnam, Korea, Australia, New Zealand. 
(B. 51.511) 

IRAQ 
DAS IRAKISCHE WIRTSCHAFTSRECHT 
Einfi'xhrung und Dokumentation. By Ghazi Shanneik. Hamburg, 
Deutsches Orient-Institut, 1979. 72 pp. 
Outline of business law in Iraq, including investment, company 
law, labour, taxation, exchange control law. (B. 51.515) 

ITALY 
OECD ECONOMIC SURVEYS: ITALY 
Paris, Organisation for Economic Co—operation and Development, 
1980. 79 pp. (B. 102.550) 

THE NETHERLANDS 
BELASTING NAAR DRAAGKRACHT 
By L.G.M. Stevens. Deventer, Kluwer; Alphen a.d. Rijn, Samsom, 
1980. Serie geschriften van het fiscaal—economisch instituut van 
de Erasmus Universiteit, Rotterdam, No. 7. 632 pp., 59.50 Dfl. 
Thesis on the “taxation according to ability-to-pay” principle 
with emphasis on Dutch income tax law and practice. 
(B. 102.547) .

’ 

BELASTINGRECHT IN CIJFERS 
Editors: H. van Dijk and J.G. Kuijl. Arnhem, Gouda Quint, 1980. 
Loose-leaf publication entitled “Tax Law in Figures” designed to 
explain the kind of taxes from a bookkeeping point of view. The 
first supplement includes the wage tax and im introdiiction to 
bookkeeping methods. (B. 102.539) 

OECD ECONOMIC SURVEYS: NETHERLANDS 
Paris, Organisation for Economic Co-operation and Development, 
1980. 98 pp. (B. 102.574) 

PRIVAATRECHTELIJKE EN FISCALE ASPECTEN VAN SAMENLEVINGSVORMEN BUITEN HUWELIJK 
By Henriquez E. Cohen and J.K. Moltmaker. Deventer, Kluwer, 
1977. 121 pp., 16.75 Dfl.

_ 

Report on the civil and tax aspects arising from non-married 
households under Netherlands‘law. (B. 102.463) 
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NEW ZEALAND 
OVERSEAS INVESTMENT IN NEW ZEALAND 
Wellington, The National Bank of New Zealand, Ltd., 1979. 
32 pp. 
Brochure containing information on foreign investment in New 
Zealand and providing an outline of company formation, taxation 
and other application of New Zealand legislation. (B. 51.514) 

PACIFIC 
DIRECTOR’S ANNUAL REPORT 1978/79 
Suva, South Pacific Bureau for Economic Co-operation, 1979. 
66 pp. (B. 51.512) 

SPAIN 
OECD ECONOMIC SURVEYS: SPAIN 
Paris, Organisation for Economic Co-operation and Develop- 
ment, 1980.62 pp. (B. 102.575) 

UNTERNEHMENSBESTEUERUNG IN SPANIEN 
II. Teil. Kérperschaftsteuer, Einkommensteuer, Vermbgensteuer. 
Barcelona, Deutsche Handelskammer fiir Spanien, 1979. 42 pp. 
Survey of the new corporate and individual income tax and the 
net wealth tax. (B. 102.560) 

SWITZERLAND 
STEUERRECHT 
Ein Grundriss des schweizerischen Steuerrechts fiir Unterricht 
und Selbsts'tudium. 3., vollstfindig neu bearbeitete Auflage. By 
Ernst Héhn. Stuttgart, Verlag Paul Haupt, 1979. Schriftenreihe 
“Finanzwirtschaft und Finanzrecht”, Band 8. 426 pp., 68 Sw.Frs. 
Third revised edition of textbook on tax law in Switzerland de— 
‘signed as a course book for self-teaching purposes. (8. 102.597) 

WEHRSTEUERKOMMENTAR \ 

By Heinz Masshardt. Ziirich, Schulthess Polygraphischer Ver- 
lag, 1980. 640 pp., 11 Sw.Frs. 
Revised comprehensive explanation on the Swiss defence tax law. 
Texts of statutes are appended. (B. 102.555) 

U.S.S.R. 

NEUERE ENTWICKLUNGEN IN DER SOWJETISCHEN 
FINANZWIRTSCHAFT 
By Giinter Hedtkamp and Nikolai T Czugunow. Tiibingen, Ver- 
lag J.G.B. Mohr (Paul Siebeck), 1979. Schriftenreihe “Wirtschaft 
und Gesellschaft”, No. 14. 83 pp., 34 DM. * 

Booklet discussing recent developments in the USSR. financial 
system in connection with the country’s planned economy. 
(B. 102.521) 

UNITED KINGDOM 
UNITED KINGDOM TAXATION OF BRITISH 
NATIONALS WORKING OVERSEAS 
London, Touche Ross & Co., 1980. 33 pp. (B. 102.580) 
UNITED KINGDOM TAXATION OF FOREIGN 
NATIONALS WORKING IN BRITAIN 
London, Touche Ross & Co., 1980. 35 pp. (B 102.581) 
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U.S.A. 

CRUDE 01L WINDFALL PROFIT TAX ACT OF 1980 
Law and explanation. Act approval date: April 2, 1980. Chicago, 
Commerce Clearing House, Inc., 1980. 227 pp., $6. 
(B. 102.576) 

ESTATE PLANNING 
By Jerome A. Manning. Published by Practising Law Institute, 
810 SevenihAvenue, New York, N.Y. 10019, 1980. 395 pp., 
$40.

. 

Study providing concise overview of different estate plans in 
twelve chapters including marital deductions, non-marital shares, 
making gifts, joint interest, etc. (B. 102.639) 

AN EXPENDITURE TAX 
Washington, Central Division, 1978. 79 pp. 
Study prepared by Assistant Secretary for tax policy, Charles M. 
Walker. (B. 102.498) 

A PRACTICAL GUIDE TO FOREIGN INVESTMENT IN 
THE UNITED STATES 
By John I Forty. Washington, Tax Management International, 
1179. 301 pp. 
Comprehensive study of key legal, tax, and other, considerations 
on foreign investment in the United States. Individual chapters 
deal with separate subjects such as real estate, natural resource 
investments, licensing activities, portfolio investments, etc. A 
separate supplement to this volume contains selected forms. 
(B. 102.543/544) 

YUGOSLAVIA 
THE ANGUISH OF CENTRAL BANKING 
The 1979 Per Jacobsson Lecture. By Arthur F. Burns, Milutin 
Cirovic and Jacques J. Polak. Belgrade, The Pet Jacobsson Foun- 
dation, 1979. 49 pp. (B. 102.585) 

Loose-Leaf Services 
Received between May 1 and May 31, 1980 

AUSTRALIA 
AUSTRALIAN INCOME TAX - r r 

LAW AND PRACTICE: 
— Bulletin 

releases 3-5 and 7 — Cases 
releases 3, 6 and 7 — Replacement pages 
releases 1 and 3 

Butterworths, Pty., Ltd., Chatswood. 

AUSTRIA 
DIE EINKOMMENSTEUER: 
— Texte 

release 15 
Wirtschaftsverlag Dr. Anton Orac, Vienna. 

BELGIUM 
DOORLOPENDE DOCUMENTATIE 
INZAKE BTW / LE DOSSIER PERMANENT DE LA TVA 
release 1 1 5 
Editions Service,vBrussels. 

FISCALE DOCUMENTATIE 
VANDEWINCKELE 
Tome I, release 33 
Tome IV, release 54 
Tome VIII, release 176 
Tome XIII, release 27 
Tome XIV, release 125 
CED-Samsom, Brussels. 
GUIDE FISCAL PERMANENT 
release 414 
Editions Service, Brussels. 

GUIDE PRATIQUE DE FISCALITE 
VLTome I, release 33 
CED-Samsém, Brussels; 

CANADA 
CANADA INCOME TAX GUIDE 
REPORTS 
release 137 ' 

CCH Canadian, Ltd., Don Mills. 

CANADA TAX LETTER 
release 318 
Richard de Boo, Ltd., Toronto. 

CANADA TAX SERVICE — RELEASE 
releases 273-276 
Richard de Boo, Ltd., Toronto. 

CANADIAN CURRENT TAX 
releases 17 and 18 
Butterworths, Pty., Ltd., Scarborough. 

DOMINION TAX CASES 
releases 13 and 14 
CCH Canadian, Ltd., Don Mills. 

FOREIGN INVESTMENT IN CANADA 
Report Bulletin 
release 65 
Prentice-Hall of Canada, Ltd., Scarborough. 

PROVINCIAL TAXATION SERVICE 
releases 376 and 377 
Richard de Boo, Ltd., Toronto. 
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COMMON MARKET (EEC) 
DROIT DES AFFAIRES DANS LES 
PAYS DU MARCHE COMMUN 
release 120 
Editions Jupiter, Paris. 

DENMARK 
SKATTEBESTEMMELSER: 
— Skattenyt 

releases 133 and 134 — Skattebestemmelser 
releases 1.27 and 128 

AS. Skattekartoteket Informationskontor, 
Copenhagen. 

FRANCE 
BULLETIN DE DOCUMENTATION 
PRATIQUE DE SECURITE SOCIALE ET DE LEGISLATION DU TRAVAIL 
release 6 
Editions Francis Lefebvre, Paris. 

DICTIONNAIRE PERMANENT — DROIT 
DES AFFAIRES 
releases 53 and 54 
Editions Législatives et Administratives, 
Paris. 

DICTION N AIRE PERMANENT — 
FISCAL 
releases 77, 78 and 79 
Editions Législatives et Administratives, 
Paris. 
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JURIS CLASSEUR - DROIT FISCAL — 
CODE GENERAL DES IMPOTS 
release 1 
Editions Techniques, Paris. 

JURIS CLASSEUR — CODE FISCAL 
release 199 
Editions Techniques, Paris. 

GERMAN FEDERAL REPUBLIC 
DEUTSCHE STEUERPRAXIS — NACHSCHLAGWERK PRAKTISCHER 
STEUERFALLE 
release 73 
Verlag Dr. Otto Schmidt, Cologne. 

RECHTS- UND WIRTSCHAFTSPRAXIS 
STEUERRECHT 
release 244 
Forkel Verlag, Stuttgart. 

STEUERERLASSE IN KARTE IFORM 
release 224 
Verlag Dr. Otto Schmidt, Cologne. 

STEUERGESETZE 
March 1980 issue 
Verlag C.H. Beck, Munich. 

STEUERRECHTSSPRECHUNG IN 
KARTEIFORM 
release 340 
Verlag Dr. Otto Schmidt, Cologne. 

WORLD TAX SERIES — GERMANY 
REPORTS 
releases 130 and 131 
Commerce Clearing House, Inc., Chicago. 

INTERNATIONAL 
JURA EUROPAE: 
—- Droit d’établissement / Niederlassungs- 

recht 
release 9 

Verlag C.H. Beck, Munich; Editions Tech- 
niques, Paris. 

THE NETHERLANDS 
BELASTINGWETGEVING: 
— Algemene wet inzake rijksbelastingen 

release 20 - Inkomstenbelasting 1964 
release 69 — Vermogensbelasting 1964 
releases 16 and 17 

Noorduijn, Arnhem. 

CURSUS BELASTINGRECHT 
release 52 
S. Gouda Quint — D. Brouwer, Arnhem. 
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EDITIE VAKSTUDIE BELASTINGWET- 
GEVING: 
— Accijns van alcoholhoudende stoffen 

releases 16 and 17 
Kluwer, Deventer. 

FED’S FISCAAL REGISTER 
releases 91-94 
FED, Deventer. 

FED LOSBLADIG FISCAAL WEEKBLAD 
releases 1 768-1 77 2 
FED, Deventer. 

HANDBOEK VOOR DE IN- EN 
UITVOER: 
— Belastingheffing by invoer 

releases 253, 254 and 255 — Algemene wetgeving 
releases 90 and 91 

Kluwer, Deventer. 

KLUWERS FISCAAL ZAKBOEK 
release 152 
Kluwer, Deventer. 

KLUWERS TARIEVENBOEK 
release 223 
Kluwer, Deventer. 

LEIDRAAD BIJ DE BELASTINGSTUDIE 
C. van Soest — A. Meering 
release 51 
S. Gouda Quint - D. Brouwer, Arnhem. 
MODELLEN VOOR DE RECHTS- 
PRAKTIJK 
release 67 
Kluwer, Deventer. 

NEDERLANDSE REGELINGEN VAN 
INTERNATIONAAL BELASTINGRECHT 
release 63 
Kluwer, Deventer. 

STAATS- EN ADMINISTRATIEF- 
RECHTELIJKE WETTEN 
release 170 
Kluwer, Deventer. 

VAKSTUDIE — FISCALE 
ENCYCLOPEDIE: 
— Algemeen deel 

releases 94 and 95 — Inkomstenbelasting 1964 
releases 289 and 290 — Vermogensbelasting 1964 
releases 60 and 61 

Kluwer, Deventer. 

NORWAY 
SKATTE-NYTT 
A, release 4 
B, releases 23-26 
Norsk Skattebetalerforening, Oslo. 

PERU 
IMPUESTO A LA RENTA 
release 65 
Editorial Economia y Finanzas, Lima. 

IMPUESTO A LOS BIENES Y 
SERVICIOS 
Editorial Economia y Finanzas, Lima. 

MANUAL DE IMPUESTOS INTERNOS 
release 38 
Editorial Economia y Finanzas, Lima. 

UNITED KINGDOM 
BRITISH TAX GUIDE 
releases 213 and 214 
CommerCe Clearing House, Inc., Chicago. 
SIMON’S TAX CASES 
releases 10-13 
Butterworth & Co., London. 
SIMON’S TAX INTELLIGENCE 
releases 12-16 
Butterworth & Co., London. 

U.S.A. 

FEDERAL TAXES — REPORT 
BULLETIN 
releases 1924 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE 
releases 26-33 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX TREATIES — REPORT 
BULLETIN 
release 4 v 

Prentice-Hall, Inc., Englewood Cliffs. 

STATE TAX GUIDE 
releases 715 and 716 
Commerce Clearing House, Inc., Chicago. 
TAX IDEAS — REPORT BULLETIN 
release 9 
Prentice-Hall, Inc., Englewood Cliffs. 

TAX TREATIES 
releases 339 and 340 
Commerce Clearing House, Inc., Chicago. 
U.S. TAXATION OF INTERNATIONAL 
OPERATIONS 
release 7 
Prentice-Hall, Inc., Englewood Cliffs. 

VENEZUELA 
REGIMEN DEL MERCADO ANDINO 
releases 28 and 29 
Legislacién Economica Ltda., Caracas. 
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> Business International Institute/Asia: Do-

~ 

CONF ~ R-NCE ~ ~ ImAqY~

~ 

AUGUST 1980 
Management Centre Europe: International 
Cash Management Seminar (including: 
International tax aspects in cash manage- 
ment), Brussels (Belgium), August 20-22 
(English). 

SEPTEMBER 1980 

ing business in and with Thailand (Semi- 
nar) (including taxation), Bangkok (Thai- 
land), September 1-2 (English). 

Business International Institute/Asia: Do-‘ 
ing business in and with Korea (Seminar) 
(including taxation), Seoul (Republic of 
Korea), September 1516 (English). 
IX th Luso-Hispano-Americanas Meeting of 
Tax Studies: Influence of taxation on the 
financing of enterprises; the family unit as 
taxable subject, Porto (Portugal), Septem- 
ber 28-October 2 (Portuguese, Spanish). 

34th Annual Congress of I.F.A..' I. The 
dialogue between the tax administration 
and taxpayer up to the filing of the tax re- 
turn: II. The determination of the source 

‘ of income. For the seminar the subject is 
the flight to tax havens, their use and 
abuse, Paris (France), September 14-19 
(English, French, German, Spanish). 

OCTOBER 1980 
Seminar Services International: The 4th 
Multi-Choice International Corporate Fi- 
nance Conference (including: Tax aspects 
of international financing operations), Lon- 
don (United Kingdom), October 29-30 
(English). 

NOVEMBER 1980 
Confédéra tion Fiscale Européenne (C. F.E.): 
Second Congress of European Tax Consul- 
tants (subject: “La pratique de la Fiscali- 
té en Europe”), Rome (Italy), November 
6 and 7 (English, French, German). 
Management Centre Europe: International 
Tax Management Seminar (Discussion of 
tax problems in today’s multinational en- 
vironment), Munich (German Federal Re- 
public), November 10-11 (English). 
Management Centre Europe: Managing and 
developing foreign subsidiaries (including: 
Tax in international operations), Munich 
(German Federal Republic), November 12-. 
14 (English). 
Management Centre Europe: Leasing Semi- 
nar (including: Tax aspects of leasing), 
Brussels (Belgium), November 26-28 (Eng- 
lish). 

DECEMBER 1980 
7 Management Centre Europe: International 

cash management (including: International 
'tax aspects in cash management), London 
(United Kingdom), December 8-10 (Eng- 
lish). 

APRIL 1981 
Management Centre Europe: Fourth MCE 
International Tax Conference. Chairman: 
Prof. J. van Hoom Jr., Co-Chairman: A.G. 
Davies C.B.E. Main subjects: Transfer pric- 
ing; Government and business views on tax 
avoidance; Taxation of international leas- 
ing;small meeting groups directed by mem- 
bers of the faculty, Munich (German Fede- 
ral Republic), April 8-10 (English). 

SEPTEMBER 1981 
35th Annual Congress of I.F.A.: I. Mutual 
agreement procedure and practice; II. Uni- 
lateral measures to prevent double taxa- 
tion, Berlin (German Federal Republic), 
September 21-25 (English, French, Ger- 
man, Spanish). 

Associagfio Fiscal Portuguesa, Rua das 
Portas de Santo Antfio 90, 1100 Lisbon, 
Portugal. 

Business International Institute/Asia, 
301-305 Asian House, One Hennessy 
Road, Hong Kong. 

Confédération Fiscal Européenne, Se- 
crétariat Général (C.F.E.), D-5300 Bonn 
1, Dechenstrasse 14, German Federal 
Republic or Siége Social F-75009 Paris, 
9 rue Richepanse (France). 

FOR FURTHER INFORMATION PLEASE WRITE TO: 
International Fiscal Association (I.F.A.): 
General Secretariat, Woudenstein, Bur- 
gemeester Oudlaan 50, PO. Box 1738, 
3000 DR Rotterdam (Netherlands). 
Management Centre Europe, Avenue des 
Arts 4, B-1040 Brussels (Belgium). 

Seminar Services International, 54 rue 
du Faubourg Saint-Honoré, F-75008 
Paris (France). 

CUMULATIVE INDEX 1980—Nos. 15-6 
1. ARTICLES 

Brazil: 
Paulo Kantor: 

Indonesia: 
Jap Kim Siong: 
Tax incentive package to support the third 

The supplémenmy income tax (imposto five-year development plan (1979-1984) 95 
suplementar de renda) on dividend distributions 17 
Ethiopia: International: 

M. Fisseha-Tsion: Nizar Jetha: 
A short review 0f the Ethiopian income Taxation and economic behavior - A review 
tax system 4 of recent literature 156 
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Howard M. Liebman: 
Allocations of foreign blocked income under 
United States tax law 

Enrique Jorge Reig: 
A study of tax rates made at the eighth 
Hispano-Luso-Americanas meeting 

G. Thimmaiah: 
Estimation of tax potential and tax efforts of 
state and local governments 

Malaysia: 
C.S. Yeoh: 
Deductibility of foreign losses — 'I‘wo bites at 
the cherry 

Maldives: 
Dr. M.P. Dominic: 
Foreign investment law 

Nigeria: 

F. Akin Olaloku: 
An epilogue to a decade of a federal budgeting — 
An appraisal of the 1979/80 government Budget 

Singapore: 
Goh Chok Tong: 
Singapore’s tax system: past and present 

Lee Fook Hong: 
Singapore: Tax developments 
1. Tax changes 
IL Summary of the 1980 Budget 

Michael Wong Pakshong: 
The future position of Singapore in 
international taxation 

South Africa: 
Dr. Erwin Spiro: 
The 1980 income tax changes in the Republic 
of South Africa 

Sri Lanka; 
M.P. Dominic: 
Sri Lanka: 1980 Budget proposals 

U.S.A. 
Hugh Ault: 
Interaction of the US. tax system and US. tax 
treaty rules with foreign integrated corporate] 
shareholder tax systems 
Marianne Burge: 
Status of tax treaty negotiations 
Joseph H. Guttentag: 
Exchange of information under tax treaties 
David Milton: 
Tax treaty procedures 
J. Patrick: 
Exploration of income tax treaty policy 
issues in the United States - Part I: Proposed 
agenda: introduction of the subject 

251 

240 

80 

118 

258 

88 

144 

191 
195 

146 

199 

23 

62 

55 

72 

64 

52 

II. 

III. 

IV. 

REPORTS AND DOCUMENTS 
China: 
First industrial zone in China established 171 

Fiji: 

Budget speech 1980 108 

International: 

The GATT multilateral trade negotiations — 
Principal results 174 
H.W.T. Pepper: 
Tax glossary 38,121,223,276 

Ireland: 

Budget 1980 207 

Kiribati: 

The tax system of Kiribati 204 

Malaysia: 
Budget 1980 111 

Singapbre: 
Budget 1980 (A go-getter Budget) ‘ 150 

Solomon Islands: 
Budget 1980 106 

Sri Lanka 
Budget 1980 ' 19 

United Kingdom: » 

Budget 1980 - New Medium -- Term Strategy 161 

United States of America: 
Territoxial income tax systems 260 

Income taxation in the Virgin Islands, Guam, the 
Northern Mariana Islands and American Samoa 
(A US. Treasury Report) 

United States—Netherlands Antilles (“Revenue 
Ruling 80-4”: Foreign tax credit) 160 
VAT before Congress 28 
Virgin Islands: 

Residency ' 274 
Zambia:

. 

Budget speech 1980 218 

[FA NEWS 
Mr. Davies honoured 40 
British Branch/Anglo-U.S. Seminar, New York/ 
35th IFA Congress in West Berlin: New dates 155 
Meeting of the Austrian and German Branches/ 
National Meeting of the Swiss Branch 280 

CONFERENCE DIARY 27,120,143,221,283 

BIBLIOGRAPHY 
Books 41,128,178,229,278 
Loose-leaf services 47 ,138,186,234 ,281 
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@@mt@mfi$ 
of the August/Septembelg1980 issue 

lFA-NEWS . .. ............................... 336 
Brief report on the activities of some national branches, particu- 
larly those of Hong Kong and the United States and on a joint 
seminar on VA T and international services held by the Belgian— 
Luxembourg and French branches of I FA. 

Rapport succinct sur les activités de quelques groupements natio— 
naux, notamment ceux de Hong Kong et des Etats—Unis et sur 
une ‘journée d'étude consacrée au régime de la TVA relatif aux 
services internationaux et organisée par les groupements belgo- 
qembourgeois et francais de I'IFA. 

Kurzbericht Uber die Tétigkeiten einiger Landesgruppen, vor 
allem derjenigen in Hong Kong und den USA und fiber eine ge- 
meinsame Tagung der belgisch~luxemburgischen und franzé- 
sischen Landesgruppen der IFA fiber internationale Dienstlei- 
stungen und Mehrwertsteuer. 

THE CONGRESS OF PARIS ..................... 337 
Alun G. Davies, President of IFA, introduces the subject to be 
discussed at the 34th Congress of [FA in Paris. 

LE CONGRES DE PARIS 
Alun G. Davies, Président de I'IFA, introduit les sujetsé étudier 
au cours de 34éme Congrés de I'IFA 2‘} Paris. 

DER KONGRESS IN PARIS 
Alun G. Davies, der Président der IFA, stellt die Themen vor, die 
anlésslich des 34. IFA-Kongresses in Paris diskutiert werden. 

D.A. van Waardenburg: 
FRANCE: A SURVEY OF ITS TAX SYSTEM ......... 

Discussion of some points of interest of the most significant 
French taxes, including the individual and corporate income tax, 
payroll taxes, value added tax and succession and gift taxes. 

FRANCE: ETUDE DE SON SYSTEME FISCAL 
Etude de quelques points intéressants des impéts francais les plus 
importants, y compris I'impét sur Ie revenu des personnes phy- 
siques et des sociétés, les différentes taxes dues par les em- 
ployeurs, la taxe sur la valeur ajoutée et les droits de succession 
et sur les donations. 

FRANKREICH: EIN UBERBLICK UBER DAS STEUER- 
SYSTEM ' 

Untersuchung einiger interessanger Aspekte der wichtigsten fran— 
zbsischen Steuern wie 2_B. der Einkommen- und Kérperschaft- 
steuer, der Lohnsummensteuef, der Mehrwertsteuer sowie der 
Nachlass< und Schenkungsteuer. 

SELECTED BIBLIOGRAPHY ON 
FRENCH TAXATION ......................... 

Bibliography listing a number of important books and articles on 
French taxation in the French, German and English languages. 

BIBLIOGRAPHIE SELECTIONNEE SUR LA FISCALITE 
FRANCAISE 
Bibliographie énumérant un certain nombre de Iivres et articles 
importants (en langue francaise, allemande et anglaise) sur la fis- 

Maurice Papon: 
QUELQUES ASPECTS ORIGINAUX DE LA 
FISCALITE FRANQAISE ....................... 339 

calité francaise. 

AUSGEWL’SHLTE BIBLIOGRAPHIE ZUM FRANZCSISCHEN 
Le Ministre du Budget fran¢ais présente — é l’occasion du 34éme 
Congrés de I’IFA — [es principa/es particularités de la législation 
fisca/e franpaise mettant l'accent sur quelques mesures nouveI/es 
d’adaptation de fiscalité aux nécessités économiques. 

SOME ORIGINAL ASPECTS OF FRENCH TAXATION 
The French Minister for the Budget presents — on the occasion 
of the 34th Congress of IFA — the main points of the French tax 
system. He emphasizes some new measures which have been 
taken to adjust taxation to the needs of the economic situation 

EIGENARTEN DES FRANZCSISCHEN STEUERRECHTS 
Der franzbsische Haushaltsminister stellt anlésslich des 34. |FA- 
Kongresses di|e wichtigsten Eigenarten des franzésischen Steuer- 
rechts vor. Er Iegt dabei besonderen Nachdruck auf die kijrzlich 
eingeleitéten Massnafimen, die darauf abzielen, die Besteuerung 
den wirtschaftspolitischen Notwendigkeiten anzupassen. 
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STEUERRECHT 
Diese Bibliographie enthélt eine Reihe von wichtigen Bflchern 
und Artikeln zum franzésischen Steuerrecht, die in franzé- 
sischer, deutscher und englischer Sprache erschienen sind. 

Edison Gnazzo and Enrique Piedrabuena: 
LEGISLATION IN LATIN AMERICAN COUNTRIES 
AND CRITERIA APPLICABLE FOR THE 
TAXATION OF INCOME (WITH A FOREWORD 
BY RAMéN VALDés COSTA) : .................. 

Paper presented on the occasion of the 34th Congress of [FA in 
Paris summarizing the income tax situation in 18 Latin Ameri- 
can countries. The structure of the income tax systems is dis- 
cussed as well as the scope of the income taxes and the ex tent to 
which expenses may be deducted. Special emphasis is placed on 
expenses incurred abroad and services rendered abroad. 
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LEG|SLATION DANS LES PAYS D’AMERIOUE LATINE ET 
CRITERES APPLICABLES A L'IMPOSITION SUR LE 
REVENU (AVEC UN 'AVANT»PROPOS DE 
RAMON VALDES COSTA) 
Etude présentée é I’occasion de 34éme Congrés de I'IFA 2) Paris 
et résumant Ia situation de I‘impét sur Ie revenu dans 18 pays 
d’Amérique Latine. La structure des systémes d'imposition sur le 
revenu est étudiée ainsi que la champ d'application des impéts 
sur Ie revenu et la mesure dans laquelle Ies dépenses peuvent étre 
déduites. Une attention particuliére est donne’e aux dépenses en— 
courues e1 prestations de services réalisées é l’étranger, 

DIE GESETZGEBUNG IN DEN LANDERN LATEIN- 
AMERIKAS UND RELEVANTE MERKMALE DER EIN- 
KOMMENSBESTEUERUNG (MIT EINEM VORWORT VON 
RAMC’JN VALDEs COSTA) 
Dieses Dokument, das anlésslich des 34. lFA-Kongresses in Paris 
vorgelegt wird, fasst die Situation der Einkommensbesteuerung 
in 18 Léndern Lateinamerikas zusammen. Es'wird sowohl die 
Struktur der Einkommensteuersysteme als auch deren Umfang 
umersucht, Berficksichtigung findet ferner die Frage, in wel- 
chem Ausmass Aufwendungen als abzugsféhige Ausgaben geltend 
gemacht werden kénnen. Besondere Aufmerksamkeit is den Pro— 
blemen im Zusammenhang mit im Ausland getétigten Aufwen~ 
dungen und im Aus|and geleisteten Diensten gewidmet. 

INTERPRETATION DES TRAITES FISCAUX 
Cet article met I'accent sur la facon dont Ies éours canadiennes 
interprétent les traités fiscaux; un commentaire comparatif 
montre l'approche judiciaire d'autres pays et notamment des 
Etats-Unis. 

AUSLEGUNG VON DOPPE LBESTEUERUNGSABKOMMEN 
Dieser Artikel beschéftigt sich insbesondere mit der Ari und 
Weise, in der kanadische Gerichte die Bestimmungen der Doppel— 
besteuerungsabkommen auslegen, wobei sténdig Vergleiche mit 
der Entwicklung der Rephtsprechnung in anderen Léndern ange- 
stellt werden, hauptséchlich den U.S.A. / 

CONFERENCE DIARY ......................... 401 
CARNET DES CONVENTIONS 
VERANSTALTUNGSKALENDER 

TAX G LOSSARY ............................. 402 
G LOSSAIRE FISCAL 
STEUERGLOSSARIUM 

A.B.C. Emmanuel: 
ZAMBIA: TAX CHANGES IN THE BUDGET 
FOR 1980 ................................... 405 

Discussion of the Zambian Budgét 1980 with special emphasis 
Dr. J.F. Pick: 

ISRAEL: THE GABBAY REPORT ................. 383 
A proposal for inflation-adjusted taxation of 
income in Israel 

The author discusses the report of a committee of experts ap~ 
painted by the Israeli Finance Minister to solve the tax prob- 
lems connected with inflation which in August 1979 approached 
100 percent. 

ISRAEL: LE RAPPORT GABBAY 
PROPOSITION D’UNE IMPOSITION SUR LE REVENU 
EN ISRAEL ADAPTEE A L'INFLATION 
L’auteur étudie Ie rapport du comité d’experts désigné par Ie 

Ministre des Finances israélien pour résoudre Ies problémes fis— 
caux liés é l'inflation qui a approché 100 pour cent en aoflt 
1979. 

ISRAEL: DER GABBAY—BEHICHT 
VORSCHLAG FUR EINE INFLATIONSBEREINIGTE 
EINKOMMENBESTEUERUNG IN ISRAEL 
Der Verfasser untersucht den Bericht eines Expertenausschusses, 
der vom israelischen Finanzminister eingesetzt wu_rde, um die 
Probleme im‘ Zusammenhang mit der Inflation zu lbsen, die sich 
im August 1979 auf nahezu 100 Prozent belief, 

on the implementation of the undistributed profits tax. 

ZAMBIE: MODIFICATIONS FISCALES DANS LE BUDGET 
DE 1980 
Etude du Budget zambien de 1980 avec une attention particu- 
liére sur l‘application de l'impét sur les bénéfices nondistribués. 

SAMBIA: STEUERANDERUNGEN IM HAUSHALT FUR1980‘ 
Besprechung des Haushalts 1980 von Sambia. Dabei findet die 
Einffihrung einer Steuer auf nichtausgeschflttete Gewinne be- 
sondere Berflcksichtigung. 

SERVE THE LORD AND SAVE TAXES ............. 408 
Our ecclesiastical correspondent disbusses some interesting tax 
shelter provisions in the United States 

SERS TON SEIGNEUR ET ECHAPPES AUX IMPOTS 
Notre correspondent ecclésiastique étqdie quelques dispositions 
intéressantes sur les refuges fiscaux aux Etats-Unis. 

DIENE GOTI' UND SPARE STEUERN 
Unser geistlicher Korrespondent untersucht einige interessante 
Steueroasenbestimmungen der U.S.A. 

Nathan Boidman: 
INTERPRETATION OF TAX TREATIES 

This article focuses on the manner in which Canadian courts in- 
terpret tax treaties, with comparative comment respecting the 
approach of the judiciary in other countries, especially the 
United States 
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Prof. J. van Hoorn Jr.: 
TAX DEVELOPMENTS IN AFRICA ............ 

V 

. . . . 409 
Activities of the UN. Economic Commission for Africa 

The following activities are, among others, mentioned: the com- 
pilation of documentation with the assistance of the Interna- 
tional Bureau of Fiscal Documentation, the organizing of con- 
ferences, training courses and workshops and advisory and re— 
search activities. Special mention is made of the Conference held 
in Monrovia in February 1980 during which the Association of 
African Tax Administrators was formally established. 
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DEVELOPPEMENTS FISCAUX EN AFRIQUE 
ACTIVITES DE LA COMMISSION ECONOMIQUE DES 
NATIONS UNIES POUR L'AFRDUE 
Les activités suivantes sont entre autres mentionne’es: Ia réunion 
de documents avec I‘aide du Bureau International de Documen~ 
tation Fiscale; I'organisation de conférences, cours de formation 
professionnelle et groupes de travail, Ies activités consultatives et 
de recherche. Une mention spéciale a trait é |a Conférence qui 
s’eét 'tenue é Monrovia en février 1980 et pendant Iaquelle 

' 

I'Association des Administrateurs Fiscaux Africains fut formelle~ 
ment établie. 

ENTWICKLUNGEN AUF DEM GEBIET DES STEUER» 
RECHTS IN AFRIKA 
Aktivitéten der Wirtschaftskommission der Vereinteh Nationen 
fi‘Jr Afrika ’ 

Die folgenden Aktivitéten werden unter anderem vorgestellt: die 
Aufstellung einer Dokumentation mit Unterstfltzung des Interna- 
tionalen Steuerdokumentationsbflros, die Organisation von Kon- 
ferenzen, das Veranstalten von Schulungskursen sowie Bera- 

‘ 

tungs— und Forschungstétigkeiten. Besondere Aufmerksamkeit ist 
1 

der Konferenz gewidmet, die irn Februar 1980 in Monrovia statt- 
fand, und wéhrend der die Vereinigung afrikanischer Steuerver- 
walter formell gegrfindet wurde. 

OMMONWEALTH ASSOCIATION OF TAX 
DMINISTRATORS 
ECHNICAL MEETING ON THE COLLECTION OF 

TAXES AND TRAINING OF COLLECTION 
P E R 30 N N E L ............................... 4 13 

Subjects discussed included: tax delinquency and its causes and 
effects; the collection organization and the relation with other 
work areas of the revenue department; enforced collection; train- 
ing of tax officers; and publicity programs to raise social con- 
science to encourage compliance with the law. 

L'ASSOCIATION DES ADMINISTRATEURS FISCAUX DU 
COMMONWEALTH BRITANNIQUE 
REUNION TECHNIQUE SUR LA PERCEPTION DES IMPOTS 
ET LA FORMATION PROFESSIONNELLE DU PERSONNEL 
DE LA PERCEPTION 
Les sujets étudiés comprennent: la délinquance fiscale, ses causes 
et‘ses effets; l'organisation de la perception et les relations avec 
les aLftres divisions du département des revenus; le commandeA 
ment; la formation du personnel fiscal et les programmes de pu» 
blicité destinés é élever la conscience sociale afin d’encourager 
I'application de la loi. 

VEREINIGUNG DER STEUERVERWALTUNGEN DES 
COMMONWEALTH 
ARBEITSTAGUNG ZUR STEUERERHEBUNG UND AUS- 
BILDUNG DES ZUSTANDIGEN PERSONALS 
Die behandelten Thgmen umfassten u.a.: Steuervergehen — 
Grflnde und Auswirkungen; der Aufbau einer Steuererhebungs- 
behbrde und ihr Verhéltnis zu anderen Arbeitsbereichen der 
Finanzverwaltung; Steuereintreibung; Ausbildung der Steuerin- 
spektoren sowie Uffentlichkeitsarbeit im Hiaick auf ein ausge~ 
prégteres Rechtsempfinden in Sachen SteuermoraI. 

Kailash C. Khanna: 
INDIAN BUDGET 1980/81 ...................... 418 

Brief evaluation of the Indian Budget 1980/87 discussing, inter 
alia, the proposals regarding tax holidays and retrospective legis- 
lation which the Indian Government intends to introduce to the 
detriment of the taxpayer. 

BUDGET DE L'INDE POUR 1980/81 
Evaluation rapide du Budget de I'lnde pour 1980/81 étudiant, 
entre autres, Ies dispositions concernant les suspensions d’im posi— 
tion et la législation é effet rétroactif que la gouvernement indien 
a I'intention d'introduire au détriment du contribuable. 

DER INDISCHE HAUSHALT1980/81 
Diese kurze Stellungnahme zum indischen Haushalt 1980/81 be» 
fasst sich unter anderem mit den Vorschlégen bezflglich einer 
zeitweisen Steuerbefreiung und mit gesetzlichen Vorschriften, 
die die indische Regierung mit rilckwirkender Kraft zum Nach- 
teil der Steuerpflichtigen einfUhren will. 

Kailash C. Khanna: 
INDIA: THE CENTRAL BUDGET FOR 1980/81 

Summary of the main tax proposals presented by the Finance 
Minister of June 18, 7980. 

INDE: LE BUDGET CENTRAL POUR 1980/81 
Résumé des principales dispositions fiscales présentées, le 18 juin 
1980, par le Ministre des Finances. 

INDIEN: DER HAUSHALT DER ZENTRALREGIERUNG 
flJR 1980/81 
Zusammenfassung der wichtigsten Vorschlége auf steuerlichem 
Gebiet, die in der Haushaltsvorlage des Finanzministers enthalten 
sind. 

INDIA: BUDGET SPEECH 1980 ................... 421 
"Bold" says industry 

Extracts from the Budget Speech 1980 pronounced on June 18, 
1980 by the Finance Minister Mr. R. Venkataraman. 

INDE: DISCOURS DU MINISTRE SUR LE BUDGET 
"AUDACIEUX" DIT L'INDUSTRIE 
Extraits de la présentation du Budget de 1980 prononcée la 18 
juin 1980 par la Ministre des Finances M. R. Venkataraman. 

INDIEN: BUDGET SPEECH 1980 
DIE INDUSTRIE BEZEICHNET IHN ALS "KUHN" 
Auszfige aus der Rede des Finanzministers. Herrn R. Venkatara- 
man, die dieser anlésslich der Vorlage des HausHalts am 18. Juni 
1980 gehalten hat. 

CUMULATIVE INDEX ......................... 427 
INDEX RECAPITULATlF 
FORTGESCHR IEBENES INHALTSVERZEICHNIS 
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Many national branches of IFA organise meetings throughout the 
year, sometimes jointly. In past issues of the BULLETIN papers 
have been published which had been discussed during such meet- 
ings and which are of interest to people outside the branches con- 
cerned. See, for instance, the issue of February-March, 1980 for 
papers'discussed by the US. branch. 

U.S. Branch 

This issue contains a paper which Mr. Nathan Boidman, member 
of the Canadian branch, presented to the fourth annual meeting 
of the US. branch on the interpretation of tax treaties. 

Hong Kong Branch 
The following is a report on the activities of this youngest branch 
of IFA which was officially admitted during the 33rd Congress 
held in Copenhagen, September 1979: 
February 1, 1980: 
Executive Committee meeting followed by a talk delivered to the 
branch by Prof. J. van Hoom Jr. on the use of double taxation 
agreements. 
March 24, 1980: 
Executive Co'mmittee meeting followed by a moot (debate) on 
the relevance of an English court decision (Sharskey v. Wernher 
36TC 275 (HL)) in the Hong Kong context. 
June 10, 1980: 
Executive Committee meeting followed by four talks on the__s_gb_: 
ject of “The current situation relating to the utilisation from 
overseas of the principal treaty links as it applies to (name of 
country)”. - 

The four speakers were all visitors to Hong Kong and members 
of an international tax group and were, in order of speaking: 
John Avery Jones: U.K. 
Raoul Lenz: Switzerland 
Maarten Ellis: Netherlands 
Sanford Goldberg: USA. 
In addition to the above, the branch has also made a representa- 
tion to the Hong Kong Government relating to the introduction 
of a piece of retrospective legislation. 

Belgo- Luxembourg and French Branches 
On March 7, 1980 the members from Belgium, France and 
Luxembourg met“ in Brussels to discuss the implication of Ar- 
ticle 9 of the Sixth VAT Directive of May 17, 1977. This provi- 
sion deals with the important issue of the place where, for VAT 
purposes, services are deemed to be rendered. 
The time needed for the preparation of this special Congress issue 
of the BULLETIN did not allow for a publication not only of the 
papers submitted by members from the three countries but also 
of a summary of the discussions. It was felt that all these should 
be published together. This will be done in the next (October) 
issue of the BULLETIN, in French, with résumés in English, and 
preceded by a foreword of Professor Paul Sibille. 
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F UTUR E CONG R ESSES 
Berlin — The 35th Congress will be held in West-Berlin from Sep- 
tember 21 to 25, 1981. The main discussion themes will be: I— 
Mutual Agreement —Procedure and Practice; II —- Unilateral Mea- 
sures to Prevent Double Taxation. 

Montreal — Canada will host the 36th Congress to be held from 
September 12 to 16, 1982. Subject I is The Tax Treatment of In- 
terest in International Economic Transactions. The title of the 
second main subject is Taxation of Transportation of Passengers 
and Goods in Intematio‘nal Traffic. 

Venice — The Italian branch of IFA has decided to hold the 37th 
Congress in Venice, probably from October 10 to 14, 1983. The 
subjects for this Congress are under consideration. 

Buenos Aires — Dates and subjects for the 38th Congress to be or- 
ganised by the Argentinian branch have not 'yet been fixed. 

Articles by the Bureau’s team of international tax specialists, 
and its network of local tax experts. - 

Developments and trends in European tax law 

0 News in brief; court rulings; case notes 

EEC tax developments 

' Further details and free samples from: 

6 INTERNATIONAL BUREAU OF 
as! FISCAL DOCUMENTATION fi- Sarphatistraat 124,— PO. Box 20237 — gA-za- 1000 HE Amsterdam — the Netherlands~ 

I "I" I 
Tel.: 020- 26 77 26 Telex: 13217 intax nl 

I |__ Cables: Forintax 
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The Congress of Paris
‘ 

ALUN G. DAVIES 
President of IFA. 

It is a great pleasure to introduce the Congress of Paris 
1980 to the members 6f IFA through the pages of the 
IFA Bulletin which, as Dr. Mitchell Carroll said in the 
Bulletin in 1950 (Vol. 4, No. 1), is the organ of the asso- 
ciation as a whole. (The more is the pity that more 
members of the association don’t subscribe to it; it is ex- 
cellent value for the money.) It is my fervent wish that 
the International Bureau of Fiscal Documentation, a 
daughter organisation born out of IFA, should work 
more closely with IFA. The Bureau has immense re- 
sources in the fiscal field, and it is obvious that its 
formidable battery of fiscal expertise and documenta- 
tion should be more extensively used by IFA members 
for their own benefit. - 

This is the second occasion that Paris has been the venue 
for the annual congress of IFA, and I feel sure that the 
Parisian setting will have all the elegance and éclat that 
we have learned to expect from our French friends. Not 
even the fact that we are gathered at Paris to discuss 
some of the esoteric mysteries of the fiscal world will 
make the ambience of Paris less attractive. 

When I first heard that the first subject to be discussed 
at the Paris Congress was “the dialogue between the tax 
administration and the taxpayer up to the filing of the 
tax return”, my heart fell. I felt like the prophet Ezekiel 
when he had the vision of the Valley of Dry Bones. Like 
Ezekiel, I saw a valley full of bones, and they were very 
dry. I said to myself, can these bones live? Can breath 
be entered into them, and can sinews and flesh be put 
upon them? My base expectations have been upset. 
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Monsieur Delorme has breathed upon the dry bones and 
brought life into them. “And they stood up upon their 
feet, an exceedingly great army.” M. Delorme, for- 
midably backed up by some very good national reports, 
has introduced life into what could have been a very 
barren subject indeed. I am intrigued that he should 
have referred to the relationship between the taxpayer 
and the fisc as a dialogue. I regret to say that it has 
often seemed to me to be a dialogue between two deaf 
persons. The taxpayer has often not wished to hear the 
words, not perhaps of comfort, but of explanation, 
from the fisc. He has imagined that the words issuing 
from the fisc are not “come unto me all ye that are 
heavy laden with taxes, and I will help you with your 
burdens” but something more tiberian like “render unto 
Caesar”. 

Apart from this qnfortunate lack of liaison, there are 
many, many in the Valley of Dry Bones who are tax- 
wraiths, unable and unwilling to participate in any kind 
of dialogue with the fisc, suspecting, if I may change the 
metaphor, that the Judas-lamb they are invited to fol- 
low wfll lead them into a tax slaughterhouse, rather than 
to the promised land. I refer of course to the vast num- 
bers of taxpayers who are members of the black econo- 
my, who wish for nothing better than total ignorance 
of the fisc and its propensity to invite them to partici- 
pate voluntarily in the process of extraction. 

The British national report is itself something of a sur- 
prise, because it is written in collaboration between a 
high official in the Board of Inland Revenue and one of 
the leaders of the accounting profession in the United 
Kingdom. The opening words of the British report, 
quoting Edmund Burke as saying “to tax and to please... 
is not given to men” summarises only too well the mine- 
fields which exist in this controversial area. 

The second subject at Paris “the rules for determining 
income and expenses as domestic or foreign” is poles 
apart from the first subject. The problems of the deter- 
mination of source, and the subsequent tax treatment of 
a source, are fundamental in many national tax sys— 
tems. The variatidns in the concept of source from 
country to country bring in their trail two unfortunate 
consequences, the first is that double taxation is likely 
_to ensue, and the second is that the variations are a na- 
tural and fertile source of tax avoidance. The purpose of 
international tax treaties is a twin one, to avoid double 
taxation and to prevent tax avoidance. They have not 
wholly succeeded on either count. 

Apart from the two subjects which have been published 
in the Cahiers of the Paris Congress, and which will form 
the basis of our discussions, there are two seminars. The 
first is on a subject which attracts debates in so many 
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tax conferences, like moths attracted to a candle -— the 
use and abuse of tax havens. I would have thought that 
we had heard the last words on this subject, but no, we 
come back to it again with the addiction of an alcoholic 
to the bottle. This is not to say that the subject is with- 
out its fascinations. It certainly has, and we shall play 
with it again, like children playing with fire. 

The Second seminar, on the French fiscal system, should 
be very fascinating. The French have given the European 
Community the imputation system in direct taxation, 
and the TVA in the world of indirect taxation. It is an 
achievement for the French to have won acceptance for 
both the main instruments of taxation in the direct and 

indirect taxation fields. I must confess that when the 
French Government introduced imputation in 1965 just 
as the British Government dumped it after a century 
and a half, I had a strange foreboding that one of them 
was very wrong. Well, the British returned to imputation 
in 1972 and the classical system walls of the British fis- 
cal Jerusalem built by James Callaghan in 1965 were 
destroyed by the successor parliament. The prophecies 
of the British equivalent of Tobias and Sanballat proved 
to be too true. 

Our French hosts are offering a fiscal feast at the Con- 
gress of Paris. I hope it will be as acceptable as the 
gastronomical delights of the city undoubtedly will be. 

Cett'e photo est reproduite avec l'autorisation du bropriétaire, le Palais des Congrés de Paris. 
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Quelques Aspects 
Originaux de la 
Fiscalité Frangaise 

_‘ 

PAR MAURICE PAPON 

La présentation de l’ensemble d’un régime fiscal nécessi- 
terait de trop longs développemen’cs qui n’auraient pas 
leur place dans les dimensions d’un article sauf é procé- 
der 2‘: des “raccourcis” par trop simplificateurs. C’est 
pourquoi i1 m’a semblé que c’étaient les aspects origi- 
naux de notre législation qui étaient les plus susceptibles 
d’intéresser les lecteurs étrangers. La France, en effet, 
a souvent joué un rble novateur en matiére fiscale puis- 
que, par exemple, dans deux domaines essentiels -— 1a 
taxe sur la valeur ajoutée et l’avoir fiscal — les régles 
mises au point dans notre pays tendent 5 se généraliser 
dans la plupart des Etats européens. 
Aprés avoir rappelé 1a spécificité de la structure de nos 
prélévements obligatoires, je m’attacherai aux princi- 
pales particularités de la législation frangaise. Je mettrai 
enfin l’accent sur quelques mesures nouvelles d’adapta- 
tion de la fiscalité aux nécessités économiques. 

1) EVOLUTION ET STRUCTURE DES 
PRELEVEMENTS OBLIGATOIRES EN FRANCE 

La France, comme tous les pays industrialisés, a connu 
ces demiéres années une croissance sensible des préléve- 
ments obligatoires. Toutefois, cette croissance globale re- 
couvre des évolutions assez différentes voire divergentes 
selon la nature des prélévements qui reflétent 1a multi- 
plication des interventions publiques et des opérations 
de transfert nécessitées par la situation économique. 

a) Progression globale des prélévements obligatoires 
moins rapide que celle de ses partenaires 

De 1975 :31 1980, l’ensemble des prélévements obliga- 
toires frangais est passé de 37,4 pour cent du Produit in— 
térieur brut (P.I.B.) :21 41,6 pour cent. Cette augmenta- 
tion a cependant été nettement moins rapide que dans 
beaucoup d’autres pays. En effet, en 1965, la France 
venajt au 3éme rang des pays de l’O.C.D.E. aprés 1a 
Suéde et les Pays—Bas, pour l’importance de ses préléve- 
men}; obligatoires par rapport 5 son P.I.B. Selonr 1e 
méme critére, elle n’était plus qu’en 6éme rang en 1976 
et au 8éme rang en 1977-1978. 
Malgré cette évolution, la France continue :21 présenter 
un poids de prélévements obligatoires supérieur é celui 
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Aprés avoir été Président de la Commission des Fi- 
nances de l’Assemblée Nationale (1 972), il est Rap- 
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1 978. 
Il est, depuis le 5 avril 1978, Ministre du Budget 
dans le 3e‘me Cabinet de M. Raymond BARRE. 
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publiés: “L ’Ere des responsables” —- 1 954. 

“Vers un nouveau discours de la mé- 
thode” ‘— 1965. 
“Le Gaullisme ou la loi de l’effort” — 
1973. 
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de ses principaux partenaires commerciaux, ainsi qu’en 
témoigne 1e tableau suivant: 

Total des prélévements obligatoires 
en pourcentage du produit intérieur brut an 1978 

Al/emagne
‘ 

France fédéra/e E ta ts- Unis Italic Royaume- Uni 

39,4 38 
I 

30,4 34,5 35,2 

b) La structure des prélévements obligatoires 

La fiscalité ne représente en France qu’un peu plus de la 
moitié des prélévements obligatoires. Le poids des coti- 
sations sociales est en effet un des plus élevés des pays 
de 1’0.C.D.E. et, au cours des années récentes, ce sont 
ces cotisations qui ont été responsables de la croissance 
des prélévements obligatoires. Leur montant est passé 
de 12,9 pour cent du P.I.B. en 1970 51 18 pour cent en 
1980. Cette particularité explique pour partie 1a relative 
faiblesse de la part de l’impbt sur le revenu en France, 
par rapport a de nombreux pays étrangers, puisque les 
cotisations sociales peuvent étre assimilées :3 un impat 
direct assis sur les rémunérations et prélevé par voie de 
retenue 21 la source. 
Au cours de la méme période 1970-1980, 1e prélévement 
fiscal global est resté de l’ordre de 23 pour cent du 
P.I.B. Encore faut-il observer que cette stabilité de la fis- 
calité recouvre elle-méme deux phénoménes de sens op- 
posé: une diminution d’un point du P.I.B. de la fiscalité 
d’Etat, de 1970 51 1980, qui a été compensée par une 
augmentation équivalente de la fiscalité locale. 

c) Le rééquilibrage entre impOts directs et indirects 

Enfin, 2‘1 l’intérieur des impéts d’Etat, 1e partage entre 
fiscalité directe et indirecte a beaucoup évolué depuis 
une quinzaine d’années, la part de ces derniers ne 
cessant de diminuer. 
Certes, par rapport £1 plusieurs de ses principaux parte— 
naires commerciaux, la France reste un pays :31 forte fis- 
calité indirecte. Le tableau qui suit montre cependant 
l’ampleur du rééquilibrage intervenu: 

1962 1.970 1975 197.9 

lmpéts directs 28,5 33,3 34,9 37,2 
Impéts indirects 71,5 66,6 65,1 62,8 
Total de re- 
cettes fiscales 
d’Etat 100 100 100 100 

Au total, la taxe sur la valeur ajoutée fournit encore £1 

l’Etat frangais la moitié de ses recettes; toutefois, plu- 
sieurs abaissements de ses taux ont déjé permis de ré- 
duire sensiblement la part de cet impét dans les recettes 
fiscales. Ainsi, début 1973, le taux normal de la T.V.A. 
passait de 23 pour cent 21 20 pour cent et le taux réduit 
de 7,5 pour cent :31 7 pour cent. Début 1977, 1e taux nor- 
mal était ramené de 20 pour cent 21 17,60 pour cent. En 
outre, le taux applicable 21 plusieurs produits de consom- 
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mation courante a été abaissé: les produits pharmaceu- 
tiques et les transports en commun de voyageurs ont 
ainsi pu bénéficier de taux réduit de T.V.A. 
En dehors de cette action volontariste,‘ la réduction des 
impbts indirects trouve aussi son origine dans l’absence 
d’indexation systématique, sur le niveau général des 
prix, de certains droits indirects fixés en valeur absolue. 
Or, d’une part, il est difficile de demander chaque année 
au Parlement de relever les barémes de certaines accises. 
D’autre part, ‘lorsqu’un relévement intervient, i1 ne s’agit 
généralement que d’un rattrapage, avec un certain re- 
tard, de l’indice général des prix. 

En sens inverse, l’impét sur le revenu a connu une trés 
forte croissance puisqu’il représente 25,4 pour cent des 
recettes fiscales de l’Etat en 1980 contre 18,1 pour cent 
en 1970. Sans doute cette augmentation est-elle pour 
partie imputable 2‘1 une sous—indexation volontaire des 
tranches les plus élevées du baréme. Mais, en dehors de 
toute sous-indexation, 1a progression de l’impat sur 1e 
revenu a surtout correspondu, au cours de la décennie 
écoulée, 231 la croissance du revenu réel des frangais. 
En effet, du fait de la progressivité de l’impét, toute 
augmentation du revenu se traduit par un accroissement 
plus que proportionnel 'de l’impbt. La structure du ba- 
réme frangais est telle que le produit de l’impét croft en 
moyenne deux fois plus Vite que les revenus déclarés. 

2) QUELOUES PARTICULARITES 
DE LA LEGISLATION FRANQAISE 

Si la structure des prélévements obligatoires demeure en 
France assez différente de ce qu’elle est dans les pays 
voisins, 1e législation fiscale comporte également des par- 
ticularités. 

Je retiendrai tout d’abord les principales originalités de 
l’impét sur le revenu frangais: quotient familial et ab- 
sence de retenue '21 la source. Puis j’aborderai les modali- 
tés spécifiques d’imposition des petites ou moyennes 
entreprises et je présenterai enfin les pouvoirs dont dis- 
pose l’administration frangaise pour lutter contre la 
fraude et les garanties données aux contribuables. 

a) Les originalités de l'impbt sur le revenu 

(i) Le quotient familial 

La Déclaration des Droits de l’Homme et du Citoyen 
de 1789 proclame le droit é l’égalité des citoyens de- 
vant l’impét, selon leurs facultés. Le systéme frangais 
d’impét sur le revenu considére que cette faculté con- 
tributive doit étre appréciée au niveau de chaque cellule 
familiale. L’impbt s’applique donc aux revenus globaux

‘ 

d’un foyer, mais sa progressivité est atténuée par le jeu 
du quotient familial qui consiste £1 appliquer 1e baréme 
au revenu moyen dont dispose chaque membre de 
l’unité familiale. 

Ce mécanisme procure des avantages appréciables aux 
familles ayant 1a charge d’enfants et i1 constitue d’ail— 
leurs l’un des principaux instruments de la politique fa- 
miliale. 
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Ce n’est‘ toutefois pas son unique objet puisque 1e quo- 
tient familial est également un quotient conjugal. La 
France ignore, sauf exception, l’imposition séparée des 
époux. 
En pratique, le revenu total imposable du foyer fiscal est 
divisé par un nombre de parts qui réfléte les charges de 
famille ou la situation particuliére du foyer. 1 Chacune 
de ces parts de revenus est imposée selon 1e baréme pro- 
gressif. L’impfit total exigible correspond 51 1a somme 
des impéts applicables £1 chaque part. 
Prenons l’exemple d’un ménage comprenant 4 enfanfs 
et ayant donc droit it 4 parts de quotient familial qui a 
pergu 80.000 Fr.Frs. de revenus nets imposables en 
1979. 
Le baréme progressif. de l’impét est appliqué au revenu 
global divisé par le quotient familial, soit 20.000 Fr.Frs., 
ce qui donne un impbt par part de 1.710 Fr.Frs. 
L’impét total dfi part 1e ménage sera donc de: 1.710 x 4 

. 
= 6.840 Fr.Frs., ce qui équivaut au total des impbts que 
devraient payer 4 célibataires ayant perqu chacun 
20.000 Fr.Frs. de revenus, mais ce qui est largement in- 
férieur aux 24.293 Fr.Frs. d’impét dfis par un céliba- 
taire ayant eu des revenus de 80.000 Fr.Frs. 

(ii) La perception de I’impét par voie de réle 

La seconde caractéristique assez originale de l’impbt sur 
le revenu frangais tient £1 son mode de perception. A la 
différence de nombreux pays étrangers, la France ne re- 
couvre pas, en régle générale, l’imp6t par voie de retenue 
21 1a source. 
Méme 's’ils ne pergoivent que des salaires, les contribu- 
ables frangais doivent eux-mémes déclarer chaque année 
leurs revenus de l’année précédente et acquitter l’impbt 
correspondant qui est calculé par l’administration fis- 

cale. 

En raison du délaj nécessaire pour accomplir ces diverses 
opérations, i1 existe un décalage important entre l’en- 
caissement des revenus et le versement de l’impbt corres- 
pendant. 
Ainsi, quel que soit 1e systéme de versement adopté par 
les contribuables, ce n’est en principe pas avant sep- 
tembre-octobre 1980 que les revenus pergus en 1979 se- 
ront effectivement imposés. 
En revanche, les cotisations sociales, dont l’importance 
a été soulignée au début du présent article, sont retenues 
51 la source par les employeurs. 

b) Les modalités d’imposition des petites ou 
moyennes entreprises 

La France a toujours cherché é préserver ses petites ou 
moyennes entreprises qui maintiennent une vie écono- 
mique dans les 36.000 communes du territoire national. 
Mais elle 1e fait d’autant plus volontiers depuis 1e début 
de la crise que ce sont les entreprises de taille modeste 
qui s’avérent les plus capables de créér des emplois. 
Les principales originalités de la législation fiscale con- 
cernent le régime du forfait et certaines mesures ré- 
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centes destinées é améliorer la gestion des petites entre- 
prises. 

Le régime du forfait industriel et commercial s’applique 
aux contribuables dont 1e chiffre d’affaires annuel est in- 
férieur, en principe, :21 500.000 Fr.Frs. Alors que les ré- 
gimes réels d’imposition obligent les contribuables é dé- 
clarer 2‘1 l’Administration leurs résultats calculés é partir 
d’une comptabilité compléte, le régime du forfait se 
caractérise par une intervention a priori de l’Adr‘ninistra- 
tion dans l’évaluation du bénéfice. Celui-ci est fixé lors 
d’une négociation avec le contribuable qui n’est tenu de 
fournir qu’une déclaration trés simplifiée comportant 
essentiellement les achats. La négociation a pour objet 
de déterminer la marge nette applicable {1 ces achats, 
compte tenu des marges habituellement pratiquées par 
la profession et des particularités éventuelles de l’entre- 
prlse. . 

Le forfait a le mérite de permettre aux plus petites 
entreprises de payer l’imp’bt sans sujétion excessive ni 
pour le contribuable ni pour l’Administration. 11 con— 
cerne encore actuellement plus d’un million de contri- 
buables, mais ce nombre tend é diminuer sous les effets 
conjugués du non relévement des limites de chiffres 
d’affaires, fixées voici plus de dix ans, et des incitations 
offertes pour l’adoption d’autres régimes d’imposition. 
En effet, bien que des recoupements aient démontré que 
le régime forfaitaire permet globalement de cerner 
d’assez prés les résultats réels, i1 n’exige pas 1a tenue de 
documents comptables suffisants pour assurer une 
gestion correcte. 
C’est pourquoi les pouvoirs publics ont mis en place, de- 
puis 1974, un systéme qui permet aux entrepreneurs in— 
dividuels et aux travailleurs non salariés de bénéficier 
d’avantages équivalents é ceux réservés auparavant aux 
salariés tout en améliorant la gestion de leur entreprise. 
Les salaires sont en effet imposés aprés un abattement 
de 20 pour cent qui est justifié par la bonne connais- 
sance de ce type de revenus qui est déclaré par des tiers. 
Un tel avantage ne pouvait étre accordé aux petits entre- 
preneurs en raison de l’imprécision qui entachait jus- 
qu’ici 1a connaissance de leurs revenus. Afin de rap- 
procher les conditions d’imposition des salariés et des 
non salariés, ces derniers ont été autorisés é adhérer é 
des organismes agréés par l’administration fiscale. Ces 
organismes, appelés centres de gestion agréés, appré- 
cient 1a sincérité de la comptabilité de leurs adhérents 

- qui doivent obligatoirement étre soumis :1 un mode réel 
d’imposition. 

Ces diverses obligations permettent d’accorder aux ad- 
hérents un abattement de 20 pour cent sur leur béné- 
fice imposable, équivalent £1 ‘celui dont bénéficient les 
salariés. D’une fagon plus générale, toutes les professions 
dont les revenus sont déclarés ou contrblés par des tiers 
possédent désormais des avantages analogues. 
Enfin, l’aide aux petites et moyennes entreprises revét 
également la forme de systémes devant faciliter la cré- 
ation d’entreprises nouvelles. 

1. En régle générale: 1‘ part pour chaque conjoint + 1/2 part par 
enfant a charge. Un célibataire a done une part, un ménage sans 
enfant 2 parts, et, par exemple, un ménage avec 4 enfants 4 parts. 
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Les petites et moyennes entreprises peuvent ainsi se voir 
accorder une exonération totale de leurs bénéfices ré- 
investis au cours de l’année de leur création et des deux 
années suivantes. 
Elles peuvent aussi bénéficier — mais cette mesure ne se 
cumule pas avec la précédente — d’un abattement limité 
au tiers de leurs résultats, pour l’année de leur création 
et les quatre années suivantes. 

'1 

c) Les moyens de lutte contre la fraude et 
les garanties des contribuables 

L’équité d’un systéme fiscal n’exige pas seulement que 
les régles d’établissement de l’impbt soient justes, mais 
encore qu’elles soient respectées. ‘Le contrble de l’im- 
p6t constitue donc un des objectifs essentiels de l’ad- 
ministration fiscale frangaise qui se voit reconnaftre par 
la loi des pouvoirs trés importants. 

- L’évolution de ces derniéres années a été marquée par un 
double mouvement: 
— en renforcement des moyens de lutte contre la 

fraude, — et un renforcement des garanties des contribuables. 

(i) Des moyens de lutte renforcés 
En premier lieu, le droit de communication de l’admini- 
stration frangaise est trés étendu, i1 porte sur tous les 
documents comptables et piéces annexes des industriels 
et commergants et de la plupart des professions libé- 
tales. Ce droit de communication est assorti des restric- 
tions nécessaires :31 1a protection de toutes les informa- 
tions couvertes par le secret professionnel telles que 
celles que peuvent détenir des médecins sur leurs 
malades. Cette communication a pour objet, non de 
contrbler l’entreprise qui détient ces documents, mais 
d’obtenir des informations sur les opérations réalisées 
par des tiers.

' 

En outre, tous les établissements financiers ont l’obli- 
gation de déclarer é l’administration les ouvertures et 
clbtures de comptes. Cette formalité peut étre désormais 
accomplie de fagon automatisée, par la simple commu- 
nication de bandes magnétiques, ce qui est un gage de 
rapidité et d’efficacité. Sur requéte des fonctionnaires 
de l’administration fiscale, les établissements bancaires 
doivent également présenter 1e détail des opérations 
réalisées par certains de leurs clients. L’administration 
peut ainsi, é partir des opérations financiéres réalisées 
par un contribuable, déterminer quelles ont été ses dé- 
penses et ses recettes et tenter de reconstituer ce que fut 
son revenu réel. 
Afin de restreindre encore davantage les possibilités de 
fraude lors de paiements par chéque, une loi récente a 
assujetti les carnets de chéques non barrés et endossables 
2‘1 un droit de timbre spécial. Surtout, l’administration 
fiscale peut désormais obtenir é tout moment communi- 
cation de l’identité des personnes auxquelles les for- 
mules de chéque non barrées ont été délivrées. Enfin, les 
adhérents de centres de gestion et associations agréés 
sont tenus d’accepter 1e paiement par chéques non en- 
dossables rédigés {a leur n'om et ils doivent informer leur 
clientéle de cette obligation. 
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Les contribuables dont 1e train de vie est manifestement 
disproportionné par rapport aux revenus qu’ils déclarent 
peuvent se voir imposés soit d’une fagon forfaitaire, en 
fonction d’un baréme appliqué aux principaux “signes 
exbérieurs” de leur richesse (résidence, automobiles, 
bateaux, domestiques), soit d’aprés leurs dépenses no- 
toires. Cependant, cette procédure doit revétir un carac- 
tére exceptionnel et elle n’est utilisée par l’administra- 
tion qu’en cas de forte présomption de fraude, ce qui 
représente cependant plusieurs centaines de cas chaque 
annee. 
Les services fiscaux disposent également de moyens sub- 
stantiels pour combattre la fraude des entreprises. Plu- 
sieurs mesures ont pour objet de limiter 1e gonflement 
des frais généraux. Les entreprises doivent fournir 
chaque année é l’administration un relevé détaillé de 
certaines catégories de frais qui comprennent notam— 
ment les rémunérations les plus importantes, les frais de 
réception, les frais de voyage et les cadeaux. De plus, 
c’est £1 l’entreprise qu’il appartient de démontrer que 
toutes ces dépenses ont été engagées dans l’intérét direct 
de son exploitation. 
Majs 1a lutte contre la fraude doit de plus en plus 
prendre 1a mesure des aspects internationaux. Lé aussi 
un net renforcement des moyens vient renforcer le dé- 
veloppement de la coopération intemationale. 
L’administration frangaise peut ainsi refuser 1a déduc- 
tion de toute somme versée é une personne physique 
ou morale établie dans un paradis fiscal au titre de 1i- 
cences, brevets on services rendus lorsque l’entreprise 
frangaise n’apporte pas la preuve que ces dépenses cor- 
respondent 2‘1 des opérations réelles et qu’elles ne pré- 
sentent pas un caractére exagéré. 
Enfin, deux mesures récentes devraient entraver cer- 
taines formes d’évasion fiscale internationale. L’une 
permet a la France d’imposer les bénéfices réalisés par 
certaines entreprises sous 1e couvert de filiales ayant leur 
siége dans un paradis fiscal; l’autre assouplit les condi— 
tions permettant de soumettre 2‘1 l’impbt frangais des 
sommes versées é l’étranger au titre de services rendus en 
France. 

(ii) Des garanties accrues pour les contribuables 
Mais, ainsi que Montesquieu l’observait fort justement: 
“C’est une expérience éternelle que tout homme qui a 
du pouvoir est porté 51 en abuser: i1 va jusqu’é ce qu’il 
trouve des limites. . . Pour qu’on ne puisse abuser du 
pouvoir, i1 faut que, par la disposition des choses, 1e 
pouvoir arréte le pouvoir”. Le renforcement des moyens 
dont dispose l’administration fiscale pour prévenir et 
sanctionner 1a fraude a done été parallélement complété 
par un développement des garanties accordées aux con- 
tribuables. Les conditions permettant la taxation d’of— 
fice ont été précisées; c’est é l’administration qu’il 
appartient désormais de prouver 1e caractére intention- 
nel d’une fraude; un certain nombre de pouvoirs ont été 
transférés de l’administration fiscale aux tribunaux. 
Par ailleurs en 1976, a été créée 1a charte du contribu- 
able vérifié qui rappelle aux contribuables tous leurs 
droits et leur est envoyée avec l’avis de vérification. 
Surtout, depuis 1978, les contribuables ne peuvent plus 
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étre poursuivis pénalement pour fraude fiscale que sur 
avis conforme d’une commission indépendante de l’ad- 
ministration fiscale. En outre, un comité, compose de 
hauts magistrats, supervise 1e contentieux fiscal et, en ' 

particulier, émet un avis sur toutes les remises de pénali- 
tés excédant un certain montant. 
Ceci résulte de la loi sur les garanties des contribuables 
(1971)} qui contient de nombreuses autres mesures no- 
tamment pour ce qui est des rectifications d’office, des 
notifications préalables indispensables. 
Ce double mouvement — moyens renforcés et garanties 
accrues — peut apparaftre contradictoire. Il est en fait 
dans mon esprit, parfaitement complémentaire. L’ad- 
ministration doit étre mise é méme de disposer des 
moyens pour faire face 5 des agissements qui s’appa— 
rentent au vol. L’immense majorité des citoyens qui ne 
fraudent pas ne doit pas avoir é pétir de ces pratiques 
puisque ce sont euX qui sont appelés é compenser ces 
défaillances. 

Les garanties renforcent l’impact psychologique de la 
lutte contre la fraude. Elles évitent tout phénoméne de 
rejet et lui permettent donc de se dérouler efficacement. 
En quelque sorte, il faut peu é peu arriver :3! un systéme 
oil 1e contrble devient normal et la fraude anormale. 

3)‘ L'ADAPTATIONDE LA FISCALITE AUX 
BESOINS DU DEVELOPPEMENT ECONOMIQUE 

L’ampleur de la crise économique que connaft le monde 
développé a suscité, en France comme ailleurs, diverses 
mesures d’adaptation de la fiscalité aux nouveaux be- 
soins de l’économie. 
Les dispositions les plus originales introduites dans notre 
législation concernent le soutien de l’investissement et le 
développement de l’épargne affectée au financement du 
secteur productif. 

a) Le renforcement des mesures en faveur de 
l’investissement 

La législation fiscale frangaise est de maniére perma- 
nente favorable é l’investissement, tant par l’existence 
d’un systéme d’amortissement dégressif que par une ap- 
préciation trés libérale des durées d’amortissement. Les 
nécessités de la conjoncture ont cependant conduit :31 

renforcer l’incitation é l’investissement. 
Dés 1975, pour compenser les effets dépressifs de la pre- 
miére flambée des prix du pétrole sur le volume des in- 
vestissements, les pouvoirs publics ont institué une aide 
fiscale égale £1 10 pour cent du prix des nouveaux 
équipements. Certes, ce type de mesure a souvent été 
pratique é l’étranger, mais généralement sous la forme 
d’,une déduction opérée en fin d’année sur les bénéfices. 
Au contraire, l’aide de 1975 était immédiatement impu- 
table sur la taxe sur la valeur ajoutée due par les entre- 
prises. 

Toutefois, s’appliquant é tous les investissements com- 
mandés entre avril 1975 et janvier 1976, cette aide pré- 
sentait l’inconvénient de bénéficier 5 de nombreux 
équipements qui auraient été acquis, en tout état de 
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‘cause. Son efficacité n’était donc pas a la mesure de son 
cofit 
Tirant les conséquences de cette expérience, une loi de 
juillet 1979 a institué un nouveau dispositif de soutien é 
l’investissement qui constitue, semble-t-il, une premiére 
mondiale. 
Ce mécanisme permet en effet aux entreprises de béné- 
ficier d’une déduction fiscale, non plus sur la masse 
totale de leurs nouveaux équipements, mais sur l’accrois- 
sement net de leurs investissements par rapport 2‘1 l’année 
précédente. Cette aide a ainsi permis aux entreprises de 
déduire de leurs"’résultats 10 pour cent de l’excédent de 
l’investissement net réalisé en 1979, par rapport é l’in- 
vestissement net de 1978, et elle s’applique de la méme 
fagon en 1980. 
D’autre part, les coefficients qui permettent de passer de 
l’annuité d’amortissement linéaire é l’annuité d’amor— 
tissement dégressif sont utilisés é des fins conjonctu- 
relles et structurelles. C’est ainsi que les coefficients ont 
été majorés d’un demi point pour les biens acquis ou 
fabriqués en 1977. Cette majoration a été rendue per- 
manente pour les matériels permettant soit de lutter 
contre la pollution, soit de récupérer ou d’économiser 
l’énergie et les matiéres premiéres. 
Enfin, depuis 1979, les matériels affectés :31 la recherche 
acquis par les petites et moyennes entreprises peuvent 
faire l’objet 1a premiére année d’un amortissement excep- 
tionnel de 50 pour cent, 1a valeur résiduelle étant au 
cours des années suivantes amortie selon la mode dé- 
gressif. 

b) Une panoplie étendue de mesures en faveur de 
l'épargne 

Le nombre des mesures fiscales en faveur de l’épargne 
dépasse la vingtaine, ce qui constitue certainement en 
soi une originalité. 
La simple lecture du tableau suivant, qui ne comprend 
que les principaux avantages, rendra compte de la di- 
versité de ces mesures et du cofit important qu’elles re- 
présentent pour le budget de I’Etat en tant que “moins 
values” fiscales. 
Cependant, il est apparu que la plupart de ces mesures, 
dont plusieurs parmi les plus cofiteuses pour le budget 
de l’Etat, bénéficiaient é l’épargne courte et au loge- 
ment, et non pas 2‘1 l’épargne longue orientée vers le sec- 
teur productif. 
Or, l’insuffisance des fonds propres constitue en France 
l’un des obstacles les plus importants au développement 
des entreprises et, par suite, 211a promotion de l’emploi. 
Le législateur frangais s’est done efforcé, depuis plu- 
sieurs années de réorienter les avantages fiscaux accordés 
é l’épargne en réduisant ceux bénéficiant au logement 
ou é l’épargne courte et en développant parallélement 
ceux favorisant l’épargne longue. 
Ce redéploiement a notamment consisté é réduire 1a dé- 
duction forfaitaire applicable aux revenus des im- 
meubles et :31 majorer sensiblement les taux du préléve- 
ment libératoire d’impfit sur le revenu applicable aux 
produits de placements :31 revenu fixe. 
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PRINCIPAUX AVANTAGES FISCAUX 
ACCORDES A L’EPARGNE 

Estimation du 
coat de la me- 
sure en 1980, au 
titre des revenus 
de 7979 
(en mil/ions de 

Nature de la mesure Fr. Frs) 

EPARGNE OU A COURT TERME 
o Exonération des intéréts correspondent aux sommes 

déposées sur certains Iivrets et comptes (caisses 
d'épargne, Crédit Mutuel etc. . .) 6.650 

0 Prélévement Iibératoire sur les produits des place— 
ments 3 revenu fixe 1.120 

EPARGNE LONGUE 
o Prélévement libératoire sur les produits de place» 

ments :5 revenu fixe 
. 830 

o Avoir fiscal attaché aux dividendes de socie’tés 
francaises (personnes physiques) 1.900 
Abattements sur les produits de certains placements 1,160 

0 Détaxation du revenu investi en actions de sociétés 
francaises ' 1.600 

0 Déduction des primes d'assurance-vie 1.200 

LOG EMENT 
o Aide fiscale accordée par I'Etat aux propriéiaires qui 

logements donnés en location: 
— déduction forfaitaire sur les revenus foncier§ 1.000 — déduction des frais divers Iiés é ces Iogements 2.400 

0 Aide fiscale accordée par I'Etat aux propriétaires qui 
se logent eux-mémes: 
— déduction de certaines charges concernant I'habi- 

tation principale (intéréts d'emprunt, dépenses 
d'isolation thermique. . .) 3.700 

En contrepartie, une loi de juillet 1978 a institué plu- 
sieurs mesures originales destinées, é orienter l’épargne 
vers le financement des entreprises. 
D’une part, cette loi permet aux sociétés cotées en‘ 
bourse qui se constituent ou qui procédent é des aug- 
mentations de capital entre le ler janvier 1977 et le 31 
décembre 1981 d’inclure dans leurs charges d’exploita- 
tion les dividendes versés aux actions ainsi émises, pen- 
dant 7 exercices s’il s’agit d’actions ordinaires et pen- 
dant 10 exercices s’il s’agit d’actions £1 dividende priori- 
taire sans droit de vote. Cette' disposition équivaut, 
d’une fagon certes temporaire, 5 un avoir fiscal de 100 
pour cent pour les actions ainsi émises. 

D’autre part, la loi encourage les épargnants é acquérir 
des actions puisqu’elle permet aux contribuables ayant 
un domicile fiscal en France de déduire de leur revenu 
imposable, sous certaines conditions, les sommes nou- 
vellement investies en actions dans la limite annuelle de 
5.000 Fr.Frs., majorable en fonction des charges de fa- 
mille. 
Le marché financier frangais bénéficie d’un net regain 
d’intérét depuis la mise en oeuvre de cette loi. 

*** 

L’exposé de quelques particularités de notre systéme fis- 
cal montre qu’imagination et fiscalité peuvent faire bon 
ménage. Ainsi que je l’ai montré, i1 ne s’agit pas unique- 
ment d’un legs dupassé puisque nous avons‘ continué é 
introduire de nombreuses innovations dans notre législa- 
tion au cours des demiéres années. 
Cependant, i1 convient maintenant de s’attacher é une bonne application de la législation plutbt que d’ajouter 
de nouvelles réformes é celles qui n’ont pas encore eu le 
temps d’étre parfaitement assimilées. 
Une pause fiscale paraft' souhaitable. 
Celle-ci doit revétir un double aspect. 
Elle doit tout d’abord consister é stabiliser 1e poids des 
prélévements obligatoires qui ne pourrait continuer :31 

s’accroftre au rythme de ces demiéres années sans ris- 
quer de susciter des réactions de rejet de l’impbt ana- 
logues é celles qu’ont connues certains pays dans un 
passé récent. 
En second lieu, i1 convient de marquer une halte dans le 
foisonnement législatif qui a apporté chaque année_une 
cinquantaine de dispositions nouvelles au code général 
des impfits. Cette instabilité législative s’oppose en effet 
é une bonne compréhension du systéme fiscal par les 
contribuables et 51 sa bonne application par l’administra- 
tion. 
Pour autant, cette pause fiscale ne doit pas étre syno- nyme d’immobilisme. J’entends, en particulier, que 
l’administration fiscale frangaise mette 51 profit ce répit 
législatif pour développer, notamment tant sur 19 plan 
interne qu’en coopération avec les administrations 
étrangéres, la lutte contre la fraude et l’évasion fiscales. 
Dans 1a période difficile que traversent nos économies, 
l’acceptation des efforts demandés £1 l’ensemble de la 
population exige en effet une répartition equitable du 
prélévement fiscal. 
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FRANCE: ASurI/eyoflrsTGXSysrem 
by DA. van Waardenburg * 

I. INTRODUCTION 
In the preceding article the French Minister of the Budget, Mr. Maurice 
Papon, explains the Originality ofa number ofaspects ofFrench tax legislation. 

The present article, written on the occasion of the 34th congress of [FA in 
Paris, describes some of these aspects as they appear in the most important 
French taxes, with a view to giving our non-French readers a bird’s eye view 
of the French tax system as it is today. It is largely based on information 
published in our loose-leaf publication, SUPPLEMENTARY SERVICE TO 
EUROPEAN TAXATION. Of course, a brief survey is necessarily incomplete 
so that the reader who wants more detailed information is referred to the 
books and articles listed in the selected bibliography published at the end of 
this article. French taxes are generally categorized in the following manner: 

Direct taxes 

Individual income tax. 
Corporate income tax. 
Miscellaneous taxes levied by the Central Government, mostly payroll 
taxes. 
Local taxes, including various real property taxes and the business tax.D 

menu.“ 

11. Indirect taxes 

A. Value added tax. 
B. Excise on, inter alia, alcoholic beverages, wine, theatrical performances, 

etc. 
C. Miscellaneous taxes (on bank credits, forestry products and the “para- 

fiscal” taxes). 

III. Registration and stamp taxes 
These include taxes levied at the transfer of real property, capital contribu- 
tion tax at the creation ofa company and inheritance and gift tax. 

||. INDIVIDUAL INCOME TAX 
or 

A. Residents 

INVESTMENT INCOME RELIEF 
Individual taxpayers receive important incen- 
tives for investment. The most important are: 
(a) Dividends received from a French corpora— 

tion entitle the shareholder to a credit 
(avoir fiscal) of one-half of the dividend. 

(b)Dividends received from French corpora- 
tions are exempt up to an amount of 
3,000 Fr.Frs. provided that the recipient's 
taxable income does not exceed 180,000 
Fr.Frs. 

(c) Interest in an aggregate amount of 3,000 
Fr.Frs. received on bonds issued by 
French or foreign entities is exempt pro- 
vided that the bonds are quoted on a 
French stock exchange and that they are 
not subject to an index clause. 

(d)Persons owning the house in which they 
live are not subject to income tax with 
respect to the annual rental value of the 
house; they may, however, within certain 
limits, deduct interest paid on loans con» 
tracted for the construction or important 
repairs of the house and expenses con- 
nected with the resurfacing of stonework. 

(e) Interest and dividends received under cer- 
tain long-term saving schemes (minimum 
duration 5 years) are within certain limits 
exempt. 

(f) Interest on the first savings bank book 
with the Postal Services and interest on 
savings accounts for housing construction 
and some other purposes are exempt. 

(9) Any excess of purchases over sales of cer- 
tain French shares during the period 
between June 1, 1978 and December 31, 
1981 may be deducted from income 
provided no use is made of the deduction 
under (b) and the exemption under (9). 
The maximum deduction is 5,000 Fr.Frs. 
increased by 500 Fr.Frs. for each of the 
first two dependent children and 1,000 
Fr.Frs. for each next dependent child. 

that these services are of a subordinate importance; 

(iii) if he has his center of economic interests in France. 

1. Domicile and scope 
Individuals — whether French nationals or foreigners — 
who have their domicile in France are subject to individ- 
ual income tax (impét sur le revenu) on their world- 
wide income. A taxpayer is deemed to have his domicile 
in France: 
(i) if he has his home or principal place of abode in 

France; or 
(ii) if he performs personal services in France either as 

an employee or independently, unless he can prove 

© 1980 International Bureau of Fiscal Documentation — BULLETIN 

Note, however, that tax treaties may have an important 
impact on a taxpayer’s tax liability. Special relief provisl 
ions apply to employees who are sent abroad but who 
retain their domicile in France. 

2. Taxable base 

A resident taxpayer’s taxable base is composed of the 
following elements: 
* Executive director of the International 
Bureau of Fiscal Documentation. 
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(i) net income from industrial, commercial and handi- 
craft activities; 

(ii) net real property income; 
(iii)net agricultural income; 
(iv) net employment income, pensions and annuities; 
(v) net income from non-commercial activities; 
(vi) net income received by direCtors of limited liability 

companies; 
(vii)certain net capital gains; 
(viii)certain net gains derived from real property. 
The sum total of these net incomes is called the gross 
total income (revenu glObal brut). In order to arrive at 
the taxable income a number of deductions may be 
taken. 
One of the most important rules is that any deficit in 
one of the above income categories may be deducted 
from gross total income. If the taxable income is nega- 
tive the loss may be carried forward and deducted from 
gross total income of the next five years. Note, however, 
that this is only a general rule and that there exist 
important exceptions which considerably limit the 
possibility to offset losses. 
Other deductions which may be taken from gross total 
income include: interest on loans for the acquisition, 
construction and repair of the taxpayer’s principal 
residence as well as expenses incurred to save energy, 
alimony, social security premiums, gifts to charities, 
savings used for construction of dwellings, life insurance 
premiums and certain investments in shares. Note that 
these deductions are only allowed if a number of con- 
ditions have been fulfilled and that they are generally 
limited in some way or other. 

3. Rates 

Individuals are generally subject to a progressive rate of 
income tax. The tax table is determined at the end of 
the tax year, i.e. the tax table on 1980 income will be 
fixed by the Finance Law 1981 which will be published 
at the end of December 1980. Thus, the most recent tax 
table applies to 1979 income, as follows (single per- 
sons): 

1980 
Taxable income (on 1979 income) 

(%l 
0 — 8,725 Fr_Frs. 0 

8,725 - 9,125 Fr.Frs. 5 
9,125 — 10,825 Fr.Frs. 10 
10,825 — 17,125 Fr.Frs. 15 
17,125 —- 22,275 Fr.Frs. 20 
22,275 — 28,000 Fr.Frs_ 25 
28,000 — 33,875 Fr.Frs. 30 
33,875 — 39,075 Fr.Frs. 35 
39,075 — 65,125 Fr.Frs. 40 
65,125 — 89,575 Fr.Frs‘ 45 
89,575 — 105,950 Fr.Frs. 50 
105,950 — 125,050 FrFrsA 55 

In excess of 125,050 Fr.Frs. 60 

The rates are applied to each successive slice of income. 
Where a taxpayer is married his income and that of his 
spouse are added together with that of their children' 
under 18 years of age. Relief is given by dividing the 
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aggregate income by a coefficient (depending on marital 
status, number of dependents, their health situation 
etc.). The income tax table is then applied to the result 
and the. income tax thus computed is subsequently 
multiplied by the same coeffieient. 1 

In some cases individuals are subject to a flat rate of 
income tax. Some of the most important cases are: - 15 percent on capital gains derived from the sale of 

a substantial participation in a company (generally 
a shareholding exceeding 25 percent) and gains 
derived from major transactions (generally totaling 
more than 150,000 Fr.Frs. annually) connected 
with shares or bonds With a regularly quoted price; — 25 percent of interest from bonds and other nego- 
tiable debt instruments (the taxpayer may opt for 
an exemption of income tax); — 30 percent on gains derived from habitual stock 
exchange transactions (generally if borrowed money 
is used or share options are involved or if the total 
amount involved during a year exceeds 1.6 times the 
value of the securities owned by the taxpayer at the 
end of the preceding year and provided further that 
total sales exceed 10,000 Fr.Frs. during the year); — 38 or 40 percent on interest from savings deposits, 
current accounts (40 percent on interest accrued 
before January 1, 1980) (the taxpayer may opt for 
an exemption from income tax); — 38 or 42 percent on interest from certain treasury 
bonds (42 percent if the recipient is not disclosed); - 331/3 percent on gains derived by persons who im- 
prove real property with a View to its sale if they 
sell completed dwelling houses (this privilege is 
limited to 400,000 Fr.Frs. per four years). 

B. Non-residents 

Non-residents, i.e. persons who do not have their dom- 
icile in France, are subject to French income tax with 
respect to income from French sources covered by the 
categories of income listed above. Non-resident aliens 
Who possess one or more residences in France are sub- 
ject to tax on a minimum income of three times the 
annual rental value of their residence(s) in France. 
This provision does not apply to non-resident French 
citizens and citizens of countries which have concluded 
a tax treaty with France containing a non-discrimination 
clause. 
The general rule is that the taxable income of non-resi- 
dents is computed in the same manner as for resident 
taxpayers and that the same income tax rates apply. 
However, for a non-resident — whether a French 
national or an alien — a minimum rate of 25 percent is 
applicable unless he can show that the overall rate of 
French income tax on his world-wide income would 
be lower than 25 percent in which case the lower rate 
applies. If the income tax levied at 25 percent does not 
exceed 2,000 Fr.Frs. it will not be collected. 

1. See fora detailed explanation and computation examples, 
SUPPLEMENTARY SERVICE TO EUROPEAN TAXATION, ‘ 

Section B : France. 
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There are a number of exceptions to the above rule of 
which the most significant are discussed below. 
Non-resident taxpayers are subject to a graduated with- 
holding tax with respect to their French-source employ- 
ment income. Its rates on an annual basis are: 

up to 25,800 FLFIS. nil 
from 25,800 — 76,100 Fr.Frs. 15 percent 
in excess of 76,100 Fr.Frs. 25 percent 

The rates are applied to each successive slice of income 
and apply to 1980 income. The taxable base is the net 
income after deduction of expenses (see box). This 
withholding tax is a final tax for that part of the em- 
ployment income which does not exceed.76,100 Fr.Frs. 
provided that the recipient of the income is either a 
French national or a’ person possessing the nationality of 
a country with which France has concluded a tax treaty 
containing a non-discrimination clause. The remainder 
is also subject to the individual income tax but the with- 
holding tax may be credited against the individual in- 
come tax. However, a refund is not given. 
A flat-rate 331/3 percent withholding tax applies to 
gross income from non-commercial activities exercised 
in France or to French-source royalties connected with 
copyrights, patent rights and other industrial property, 
provided that the debtor of the income is established in 
France and the creditor does not have a fixed base 
France. The withholding tax may be credited against the 
individual income tax but it is never refunded. 
In a number of cases there is a withholding tax levied at 
a flat rate which replaces the graduated individual in- 
come tax, for instance: — 25 percent on dividends distributed by French com- 

panies; —' 25 percent on interest from French bonds and cer- 
tain other negotiable loan instruments, and at vary- 
ing rates (331/3, 38, 40 or 42 percent) on other 
interest; — 331/3 percent on certain taxable capital gains (for 
instance, French-situs real property capital gains); — 50 percent on certain French-situs real property 
gains in case of speculation or building construction. 

III. CORPORATE INCOME TAX 

A. Resident corporations 

1. Residence and scope 
Corporations resident in France are with respect to 
their “active” income (income from business opera- 
tions) subject to corporate income tax (impét sur les 
sociétés) on income earned or deemed to have been 
earned in France. With respect to their “passive” income 
(investment income such as dividends, interest and 
royalties), the tax is levied on world-wide income. Resi- 
dent corporations are those corporations which have 
been incorporated in France or which have their seat 
(siége social) in France. 
Foreign-source “active” income, i.e. income earned 
through a foreign-situs permanent establishment, or 
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representative established abroad or through the com- 
pletion of a cycle of commercial activity abroad is gen- 
erally exempt. Under certain circumstances, subject to 
the approval of the tax authorities, a French corpora— 
tion may consolidate its income with that of its foreign 
permanent establishments or even its foreign subsidiaries. 
French corporate income tax is then imposed on the 
aggregate income of the French corporation, its per- 
manent establishments and subsidiaries and any foreign 
income and withholding tax may be credited against 
French corporate income tax. 

Recent legislation introduced an anti-tax avoidance 
measure under which - if a number of conditions have 
been satisfied — a French parent corporation may 
receive an additional corporate income tax assessment 
for a proportional share of income earned by a foreign 
subsidiary in which it holds at least a 25 percent inter- 
est, provided that the foreign subsidiary is established in 
a low-tax area. In this event there is no consolidation of 
income, so that any foreign losses are disregarded. For- 
eign income or withholding taxes may be credited 
against French corporate income tax assessed on the 
foreign subsidiary ’5 income or dividend contributions. 2 

Double tax treaties may allocate income items to France 
for taxation which thus become part of a corporation’s 
taxable income even in those cases where the income 
would under the French national rules have been 
exempt. This is particularly significant for income 
derived through the completion of a commercial cycle 
abroad which would otherwise not be subject to income 
tax at all. Another deviation from the rule that French 
corporate income tax is only imposed on French-source 
business income is that a provisional deduction is avail- 
able with respect to initial losses incurred for (i) the 
installation of a foreign sales office, (ii) a foreign in- 
formation office or (iii) a foreign office to conduct 
research either through a foreign permanent establish- 
ment or, indirectly, through a foreign subsidiary. 
Similarly, a provisional deduction is allowed with 
respect to certain industrial investment in developing 
countries (see reserve for investment abroad, infra). 

2. Taxable base
\ 

Some significant factors which determine the computa- 
tion of the taxable base for corporate income tax pur- 
poses are discussed below: 

a. Depreciation of business assets 
Depreciation may be taken 'on all tangible assets, fixed 
or movable, owned by and used in the business, which‘ 
necessarily diminish in value over time and whose use- 
ful life exceeds one year. Patents and relating manu- 
facturing rights can also be depreciated. Other intangible 
rights such as good will, copyrights, trademarks, secret 
processes, etc. and land may, however, be the object of 
provisions Where the value of the business as a whole is 

2. See D.A. van Waardenburg, “France: Finance Law 1980”; in 
20 EUROPEAN TAXATION 113 (1980). 
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‘ 
EMPLOYMENT INCOME RELIEF 
The French “tax climate" is particularly mild for wage 
earners, who generally only pay income tax on 72 percent 
of their net salary income. 
They may take the following deductions: 
(a) old age pension premiums; 
(b) from the remaining amount, the taxpayer may deduct 

the greater of either 10 percent of that amount, or a 
lump sum amount of 1,800 Fr.Frs. or actual expenses 
(hereinafter referred to as "ordinary deduction”); for 
1979 income the maximum deduction is'40,000 Fr. 
Frs.; 

(c) the balance is further reduced by-an "extra deduction" 
of 20 percent on the first 360,000 Fr.Frs.; this deduc— 
tion is reduced to 10 percent for persons who hold 
directly or indirectly more than a 35 percent interest in 
a company with respect to salaries in excess of 150,000 
Fr.Frs. which they receive from that company. 

For special categories of employed persons (e.g. journalists, 
artists) a supplementary deduction is allowed at percentages 
varying from 5 percent to 30 percent up to a maximum of 
40,000 Fr.Frs. (1979 income) or 50,000 Fr.Frs. (1980 in- 
come). This deduction is applied after the ordinary deduc- 
tion of 10 percent is made. 

reduced and a substantial fall in profits is demonstra- 
ted. 3 

In principle both the straight-line and declining balance 
methods of depreciation are permitted. However, 
whereas straight-line depreciation is always applicable, 
the field of application of the declining balance method 
_is_ narrower since it may not be used with respect to 
buildings (with the exception of hotel buildings and 
light construction whose maximum life does not exceed 
15 years)., Also, second-hand assets are generally ex- 
cluded from declining-balance depreciation, with the 
exception of renovated assets, assets used for construc- 
tion abroad and second-hand ships. 
The rate of straight-line depreciation is computed by 
dividing the expenditure by the estimated number of 
years of its life. The rate of declining balance deprecia- 
tion is computed by multiplying the rate of the straight- 
line depreciation by a certain‘coefficient prescribed by 
law: ' 

--— 1.5 if the life of the asset is 3 or 4 years; — 2.0 if the life of the asset is 5 or 6 years; — 2.5 if the life of the asset exceeds 6 years. 
Deviations from the main rule: 
(i) Assets acquired between June 30, 1974 and July 1, 

1 975 
Reduction of the coefficients to 1, 1.5 and 2. 

(ii) Assets acquired or manufactured in 1977 (when 
purchased the order must have been placed before 
June 1, 1977) 

Increase of the coefficients to 2, 2.5 and 3. 
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The above increase coefficients also apply to energy: 
saving equipment acquired from January 1, 1977 on- 
wards; to equipment-saving raw materials used from 
January 1, 1978 onwards; and to assets used in energy- 
saving projects from January 1, 1979 onwards. 
In some cases depreciation on the basis of “unit of pro- 
duction” has been permitted, thus adapting depreciation 
to the intensity of use in case of double or triple shift 
work (e.g. in steel factories). 
Deduction of depreciation is compulsory up to the 
amount of straight-line depreciation, which means that 
depreciation must also be taken in loss years. However, 
in such a case any loss corresponding to the amount of 
depreciation may be carried forward indefinitely to 
later years and is not limited to five years as would nor- 
mally have been the case. 
A change-over from declining—balance to straight-line 
depreciation is permitted when the depreciation deduc- 
tion computed according to the declining balance 
method is less than the deduction computed by dividing 
the net depreciable balance by the remaining years of 
useful life. 

b. Accelerated depreciation 
Accelerated depreciation is only possible in a limited 
number of cases specifically regulated by the law. It 
consists mostly in an initial deduction ranging from 25 
to 100 percent and straight-line depreciation with re- 
spect to the residual value (if any) of the asset. The 
following initial deductions are available: 
(i) 25 percent for investment in certain industrial and 

commercial real property in certain development 
areas under Government approval, provided that 
their construction was started before December 31, 
1977; 

(ii) 50 percent for buildings for scientific or technical 
research and for certain buildings for the preventioh 
of water or air pollution, which have been com- 
pleted before January 1, 1981; also for subscription 
to shares of Government-approved research com- 
panies and “financial innovation” companies; 

(iii)50 percent of the cost price of assets for scientific or 
technical research, to be defined in a decree, pro- 
vided that the investment is effected in France. 
Enterprises which employ more than 2,000 persons 
do not qualify nor do companies more than half of 
whose shares are directly or indirectly owned by 
companies whose stock is listed at the stock ex- 
change; 

(iv) 100 percent for subscription of shares in Govern- 
ment-approved companies for the development of 
agriculture, industry and commerce. 

c. Investment deduction 
The following investment deductions are available: 

3, This definition appears in THE TAXATION OF COM- 
PANIES IN EUROPE, Chapter France at 79. See generally: 
“France: Part II of a comparative analysis of fiscal depreciation 
and investment allowance facilities available to corporate entities 
in the Common Market”, in 11 EUROPEAN TAXATION I/186 
(1971). 
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(i) 10 percent of additional investment (investment in 
excess of preceding year’s investment) made in 
1979 and 1980. Qualifying assets are depreciable 
tangible assets utilized in France. A number of 
enterprises are excluded from this relief such as 
insurance companies, real property companies, 
most financial institutions and in general those 
enterprises the cost price of whose depreciable 
tangible assets qualifying for declining—balance 
depreciation is less than 2/3 of the cost price of total 
depreciable tangible assets (not including buildings).

_ 

(ii) Enterprises publishing newspapers and certain maga- 
zines which are to a large extent devoted to the dis- 
semination of political information are granted relief 
for the acquisition of business assets (excluding land 
and participations). This measure, which has been 
changed numerous times, provides for 1980 that 65 
percent of income from daily newspapers and 40 
percent of income from other publications may be 
used or placed in a reserve free of income tax. Only 
90 percent of the cost price of assets for daily news- 
papers and 55 percent of the cost price of assets for 
other publications may be financed through this 
provision. ‘ 

(iii) Enterprises employing more than 100 employees 
must participate in a profit sharing scheme on behalf 
of their employees. For this purpose they must 
make an annual contribution to a special reserve of 
50 percent of their adjusted taxable income times a 
coefficient which is based on the ratio between the 
payroll and the value added. This contribution may 
be deducted from the taxable income of the sub— 
sequent year and the enterprise may, in addition, 
place an amount equal to a certain percentage of the 
amount entered in the reserve for the profit sharing 
scheme in a tax free reserve, to be used within 12 
months, for the acquisition of fixed assets. 

d. Depletion deduction 
A depletion deduction is available to companies which, 
are engaged in the search for and exploitation of gas or 
oil or in the extraction of certain specified solid min- 
erals. The amount deducted from taxable income must 
be reinvested within five years. For gas and oil, the 
deduction amounts to the lower of 23.5 percent of 
turnover or 50 percent of the profit resulting from this 
turnover. For qualifying minerals the deduction is the 
lower of 15 percent of turnover or 50 percent of the 
profits resulting from the pertinent turnover. 

e. Reserves 

(i) Reserve for investment abroad 
Companies investing abroad through a foreign branch 
office or through a foreign subsidiary company may 
during the first five years after the investment enter 
certain amounts in a tax free reserve, provided Govern- 
ment approval has been obtained. A distinction is made 
between investment in commercial and industrial enter- 
pnses. 
If investment takes place in a commercial enterprise in 
a Common Market country (other than France) the 
amounts placed in the tax free reserve may not exceed 
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the lesser of (i) the accumulated losses of the first five 
years and (ii) the accumulated amount of the invest- 
ment. If investment is made in a non-Common Market 
country, the full amount of the investment may be 
placed in the tax free reserve, but Government approval 
is generally only available if investment takes place in a 
developing country. 
If investment takes place in an industrial enterprise 
abroad an amount not‘exceeding 50 percent of the in- 
vestment may be placed in the tax free reserve, but 
generally only investment in a developing country 
qualifies for this privilege.

' 

A recent law has extended the above privilege to banks 
and other enterprises participating in foreign commer- 
cial and industrial ventures in support: of a French com- 
pany investing abroad. 
The amounts thus deducted from taxable income musf 
after five years be added back to income in five equal 
annual installments. 

(ii) Reserve for commodity market fluctuations 
A reserve for commodity market fluctuations may be 
created by resident corporations whose main business 
is the processing of certain raw materials (including 
gold, silver, certain textiles and oil seeds, rubber, coéoa, 
etc.) to take account Of world commodity market 
fluctuations and, for some other raw materials, French‘

‘ 

commodity market fluctuations connected with the: 
world market. 
(iii)Reserve for price increases 
A reserve for inventory price increases may be {created 
in any year in which, on an item by item basis, the unit. 
price has increased by more than ten percent during a 
period which may not exceed two accounting years. 
The reserve must be added back to taxable income with- - 

in a period of six years. 

f. Inventory valuation 
Inventory is valued at either cost or current sales price,. 
whichever is less. With respect to inventory determina- 
tion some form of the FIFO system (first in, first out) 
or an average cost method is used. LIFO (last in, first 
out) is generally not permitted unless it reflects actual - 

practice of the enterprise. 

g. Deductibility of taxes paid 
Generally only income taxes are non-deductible This 
rule also applies to foreign income taxes pertaining to 
foreign exempt income. Foreign income taxes pertain- 
ing to income subject to French corporate income tax 
are, absent tax treaty provisions to the contrary, deduct— 
ible. Examples of deductible taxes are: registration and 
stamp taxe§; payroll taxes, business tax and excises. 
However, the value added tax is not normally deductible 
since it is not an effective burden on the company. 

h. Deductibility of dividends received 
(parent-subsidiary relationships) 

Dividends received are generally included in taxable 
come for purposes of corporate income tax grossed up by 
the 50 percent “avoir fiscal” (special credit) to which the 
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recipient corporation is entitled. However, dividends 
received from either a resident or non-resident corpor- 
ation are exempt for 95 percent of their amount (some- 
times less) provided that the participation is: — at least 10 percent of the distributing corporation’s 

share capital (or less, if the participation percentage 
drops below 10 percent merely as a result of the 
increase of the capital of the subsidiary and the cost 
price of the participation at the moment of its 
acquisition was at least 2,000,000 Fr.Frs.); or — was acquired for at least 10,000 Fr.Frs.; or —- the shares were acquired in a merger operation. 

Other conditions for the deduction are: (i) the parent 
corporation must have acquired the shares in exchange 
for its contribution to the subsidiary ’5 capital or it must 
be bound to hold the stock-for at least two years and 
(ii) it must hold the shares in registered form or the 
shares must be deposited in an approved organization. 
Dividends received from resident and non-resident 
subsidiaries (in case of dividends distributed by resident 
subsidiaries grossed up to include the 50 percent “avoir 
fiscal”) are exempt in the hands of the qualifying parent _ 

corporations for 95 percent of their net amount. If the 
parent corporation proves that its expenses incurred 
from the participation are less than 5 percent of the amount of the dividends, the exempt proportion of 95 
percent may be increased accordingly. 
If a French parent corporation re-distributes to its own 
shareholders exempt dividends received from its foreign 
or domestic subsidiary, it is subject to an additional 
50 percent tax 4 — the so-called “précompte” — with 
respect to those dividends. With respect to dividends 
received from a domestic subsidiary the “précompte” is 
completely offset by the “avoir fiscal”. This is not the 
case, however, with dividends received from a foreign 
subsidiary. The “précompte” is refunded to share- 
holders of the French parent corporation who are 
resident in a country with which France has concluded 
a tax treaty. 

i. Deductibility of dividends distributed 
Dividends distributed by a French corporation are not 
normally deductible for purposes of the corporate 
income tax. However, in order to stimulate the French 
economy, such deduction is permitted to French cor- 
porations which are created or which increase their 
capital between January 1, 1977 and December 31, 
1981. They may, during the first seven years (for shares 
with preferential dividend, ten years) following such 
creation or increase, deduct the dividends they distri- 
bute with respect to the newly issued shares, provided 
that the contributions were made in cash and that the 
shares were quoted on the stock exchange within three 
years. The latter condition has been waive_d for shares 
issued between June 1, 1978 and December 31, 1981. The deduction is limited to 7.5 percent of the capital 
contributed. 
This deduction is also applicable to dividends distri- 
buted on shares at the conversion of certain loans into 
share capital with the provision that these loans must 
have been granted for a period of at least twelve months 
by shareholder-directors of the corporation and that 
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after the capital increase less than 50 percent of the 
voting power is held by one or more corporations. 
1'. Relief for small and medium-sized industrial 

businesses 
Small and medium—sized industrial businesses (PMI’s) 
created between June 1, 1977 and January 1, 1981 may either (i) deduct in the year that they are created and in the four succeeding years, from their taxable 
income before deduction of losses carried over from 
prededing years, one third of this taxable income, 
or (ii) they may benefit from a tax holiday under which 
their undistributed income of the year of their creation 
and the next two years is exempt from corporate in- come tax, provided that: 
(i) their turnover does not exceed 30,000,000 Fr.Frs. 

and their staff does not exceed 150 employees; and 
(ii) the total acquisition cost of the assets which qualify 

for declining-balance depreciation equals at least two thirds of the total acquisition cost of all tang- 
ible depreciable assets (exclusive of buildings); and 

(iii)other companies do not directly or indirectly hold more than 50 percent of the voting rights. 
Where a company opts for the tax holiday it musf in 
addition convert the exempted income into capital. 

K. Losses 
The general rule is that losses may be carried forward to be set off against the profits of the next five years. 
However, losses corresponding to depreciation may be 
carried forward indefinitely. Where a corporation has 
created a long-term capital gain reserve (see below under 
3. Rates), this reserve may be used to offset ordinary 
losses irrespective of their age and long-term capital 
losses of the following ten years. Long-term capital 
losses may also be deducted from long-term capital gains 
of the following ten years. 

3. Rates 

The normal rate of corporate income tax is 50 percent. The balance of long-term capital gains and long-term 
capital losses (generally connected with business assets 
held for at least two years) is subject to a tax at a re- duced rate of 15 percent (or 25 percent for the sale of 
building lots). The capital gains less the amount of tax due must be placed in a reserve; on distribution, ’the 
gains are taxed at the normal rate of corporate income 
tax but the tax already paid is creditable. An additional 
50 percent 5 tax (précompte) is due at the distribution 
of income exempt from French corporate income tax (or 
subject to a rate less than 50 percent). This is, for 
instance, the case with income derived from a foreign 
branch office or dividends received from a subsidiary 
(see h. Deductibility of dividends received (parent- 
subsidiary relationships), above). The “précompte” 
is also imposed on income which has been retained 
for more than five years. 

4. The rate is 50 percent if related to the net dividend distributed, 
but it is 331/3 percent if related to the income before dividend. 
5. Id. 
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Corporations are also subject to an annual lump sum 
tax of 3,000 Fr.Frs. This tax is creditable against 
corporate income tax payable in that tax year and the 
next two tax years. Newly created corporations are 
exempt from this tax for three years, provided that at 
least 50 percent of their capital was contributed in cash. 

B. Non-Resident Corporations 

Non-resident corporations are subject to- French cor- 
porate income tax at the rate of 50 percent. with respect 
to income derived from business activities in France 
through either: — a permanent establishment in France; or - a permanent representative in France; or — a “complete cycle of commercial activity” in 

France. 
This income less the corporate income tax due is also 
subject to a substitute withholding tax of 25 percent, 
so that foreign corporations are normally subject to a 
rate of 62.5 percent. If it can be proved that the total 
income actually distributed by the foreign corporation 
within twelve months following the tax year is less than 
the French branch’s net distributable income, an appro— 
priate refund of the substitiute withholding tax is made. 
This will also be the case where it can be demonstrated 
that the foreign corporation made dividend distributions 
to shareholders resident or established in France. Under 
tax treaty provisions the substitute withholding tax is 

usually reduced or even waived. 
A non-resident corporation receiving French-source non- 
business income such as rentals from French-situs real 
property is only subject to the standard 50 percent 
rate of corporate income tax. French-source dividends 
are only subject to a withholding tax at the rate of 
25 percent, whereas interest is subject to withholding 
tax at varying rates (23, 331/3, 38, 40 or 42 percent). 
Royalties are subject to a 331/3 percent withholding tax 
which may be credited against the corporate income tax 
due. Tax treaties generally reduce these rates. 
A 331/3 percent rate of corporate income tax is imposed 
on accessory income from housing construction by 
foreign corporations which are financial institutions or 
which appoint a representative in France. To be recog- 
nized as “accessory” the income must’ not exceed 25 
percent of the foreign corporation’s total income. 

IV. PAYROLL TAXES 
The following payroll taxes are levied: 

A. Taxe sur les salaires 

The salary tax (tgxe sur les salaires) is not due where 
the taxpayer is subject to value added tax on at least 90 
percent of his turnover. 

1. Taxable base 

The taxable base is the goss amount of salaries and 
wages paid during a calendar year including payments in 
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kind. Social security payments due by the employer are 
generally not included in the taxable base. 

2. Rates 

The normal rate is 4.25 percent. This rate is increased 
to: 
— 8.5 percent for that part of individual salary which 

exceeds 32,800 Fr.Frs. but does not exceed 65,600 
Fr.Frs.; and — 13.6 percent' for that part of individual salary which 
exceeds 65,600 Fr.Frs. 

B. Taxe d’apprentissage 

The purpose of the apprenticeship tax (taxe d’apprentis- 
sage) is to finance apprenticeship schemes and technical 
training. Partial or total exemption from this tax can be 
obtained if the enterprise has an internal training 
program or apprenticeéhip scheme for its minor person- 
nel or if the enterprise voluntarily contributes to schools 
and organizations serving such purposes. 

1. Taxable base 

The taxable base is generally the same as for the salary 
tax. 

I 

2. Rates 

The normal rate is 0.5 percent. In the departments of 
Haut-Rhin, Bas-Rhin and Moselle the rate is 0.1 percent. 
The tax is temporarily increased by a surtax of 0.108 
percent of 1979 payroll. 

C. Participation des employeurs au financement de la 
formation professionnelle continue 

Every employer domiciled or established in France em- 
ploying at least 10 employees is required to invest 
annually a certain amount in training programs for his 
personnel or applicants for work. If he does not con- 
tribute to such training programs he must pay an equal 
amount to the Treasury. 

1. Taxable base 

The taxable base is generally the same as for the salary 
tax. Enterprises which in 1979 or in 1980 become liable 
to this tax for the first time receive a reduction of the 
tax in that their taxable base is reduced: by 360,000 
Fr.Frs. for the first year, by 240,000 Fr.Frs. for the 
second year and by 120,000 Fr.Frs. for the third year. 

2. Rate 
The rate is 1.1 percent. 

D. Participation obligatoire des employeurs é l’effort 
de construction 

Every employer domiciled or established in France 
employing at least 10 employees is obliged to invest a 
certain amount in the construction of dwelling houses. 
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This may be effected in the form of granting loans to 
employees to assist them to finance their housing. 

1. Taxable base 

The taxable base is generally the same as for the salary 
tax, except that salaries paid in the preceding calendar 
year are taken. Enterprises which in 1979 or 1980 
become liable to this tax for the first time receive a 
reduction of the tax in that their taxable base is reduced 
by 360,000 Fr.Frs., 240,000 Fr.Frs. and 120,000 
Fr.Frs. respectively in the first, second and third years of 
their existence. 

2. Rate 

The rate is 0.9 percent, but upon failure to meet its 
obligation the enterprise must pay a penalty of 2 per- 
cent of the taxable base to the Treasury. 

E. Social security contributions' 

The total of éocial security contributions an employer 
has to pay for each employee can be broken down as 
follows: 

For illness 8.95% on C1 
+ 4.5 % on total salary 

For old age 8.2 % on C1 
For child benefits 9 % on C1 
For housing aid 0.1 % on C1 
For unemployment 2.76% on C2 
For salary guarantee 0.25% on 02 
For supplementary 

pensions 
executives 2.64% on C1 

. + 6.18% on C2--C1 
non-executives 2.64% on C2 —- C1 

Where C stands for the maximum amount per employee 
subject to social security contribution: 

C1 = 60,120 Fr.Frs. 
02 = 240,480 Fr.Fl‘S. 
C2 — C1 = 180,360 Fr.Frs. 

Note that in various branches of business different social 
security contributions apply, in particular with respect 
to accident insurance. Special levies are imposed on em- 
ployers in the Paris area to finance transportation 
(2 percent on Cl plus 23 Fr.Frs. per employee). 

V. BUSINESS TAX 
1 . Scope 
The business tax (taxe professionnelle) is imposed on all 
taxpayers carrying on commercial, industrial or certain 
types of professional activities. 

2. Taxable base 

The taxable base consists of two elements: 
(i) the annual rental value of buildings and equipment 

used for the taxable activities; and 
(ii) one fifth (sometimes one tenth) of payroll. 
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It is the Government’s intention to replace this twofold 
taxable base by a single one: the value added by the 
enterprise. 

3. Rate 

Since the business tax is a local tax, rates differ from 
municipality to municipality. 

VI. VALUE ADDED TAX 
1 . Scope 
The value added tax (taxe sur la valeur ajoutée (VAT)) is 
a non-cumulative tax, imposed at each stage of the pro- 
duction and distribution cycle. An entrepreneur may 
credit the VAT invoiced to him (input tax) against the VAT which is due on his sales (output tax). The tax is 
levied on the sale of goods, the rendering of services and 
the importation of goods. 

2. Taxable base 
The taxable base is the price charged or, in case of im- 
portation, the customs value, excluding the VAT. 
3. Rates 

Standard rate 17 .6 percent 
Reduced rate for essentials 7 percent 
Luxury rate for certain sales 
and services deemed to have 
luxury character 331/3 percent 

Reduced rates may also apply in special cases, for in- 
stance, 2.1 percent for daily newspapers. 

VI I. REGISTRATION TAXES 
Some of the most significant registration taxes are: 

A. Registration tax at the sale of real property 

The sale of real property is normally subject to registra- 
tion tax increased by a number of local surtaxes. How- 
ever, the sale of new buildings is subject to VAT and 
exempt from registration tax. 

1. Taxable base 

The taxable base is generally the sales price of the sales 
value of the property Whichever is higher. 

2. Rate 

The aggregate rate of the registration taxes varies 
between 16.6 and 18.2 percent depending on the region 
where the property is situated. A reduced rate varying 
between 5.4 and 7 percent applies to sales of dwelling 
houses. 

B. Creation of a company 
At the creation of a company a fixed registration tax of 
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75 Fr.Frs. is due in addition to the registration tax 
which is due on the value of the contribution. 

1. Taxable base 

The amount of cash contributed or, in case of contribu- 
tion in kind, the fair market value of the contribution. 

2. Rates 

Cash contributions are subject to a 1 percent rate 
whereas contributions in kind (real property, shares 
representing real property, good will, clientele, leaéehold 
rights (or options thereon) and shares of “transparent” 
real estate companies) if made by a person not subject 
to corporate income tax are subject to 11.4 percent 
registration tax. However, if such contributions are 
made by an entity subject to corporate income tax the 
rate will also be 1 percent. 

C. Succeséion and gift tax 

When an individual domiciled in France (see for the 
concept of “domicile” the discussion of the individual 
income tax, supra) dies, his total estate wherever 
situated is subject to succession tax. The tax is imposed 
on the share each inheritor receives. Similarly, where a 
person domiciled in France donates property wherever 
situated, such donation is subject to gift tax. Persons 
domiciled abroad are only subject to French succession 
or gift duty with respect to French-situs property. 
Donations for which there is no need of registration 
(hand to hand gifts of cash) are not subject to gift tax 
but will become taxable at a later registration or eventu- 
ally on the death of the donor. 

1 . Taxable base 

Generally the fair market value of any property except 
cash. An exemption of 175,000 Fr.Frs. applies between 
spouses and between persons in the direct line of con- 
sanguinity. 

2. Rates 

Table 1 

Transfers in the direct line of consanguinity 
except inter vivos gifts to desqendants 

(donations-partages) 

Value received Rate of tax 
(Fr.Frs.) (%) 

, 
0 ~ 50,000 ' 5 

50,000 - 75,000 10 
75,000 - 100,000 15 
in excess of 100,000 20 

I 
Table II 

Inter vivos gifts to descendants (donations-partages) 
and transfers between spouses 

Value received Rate of tax 
(Fr. Frs.) (%l 

0 - 50,000 5 
50,000 - 100,000 10 
100,000 ~ 200,000 15 
in excess of 200,000 20 

Table III 
Other transfers 

Degree of consanguinity Rate of tax 
Transfer between: (%I 

Brothers and sisters 
0 - 150,000 Fr‘Frs‘ 35 
in excess of 150,000 Fr,Frs_ 45 

Persons up to and including the fourth degree 55 
Others 60 
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Foreword 
The report we here introduce has the great interest 
of offering a complete and up to date view of the 
legislative situation in the 18 Latin American 
countries. It is fundamental for considering Subject 
II of the 34th IFA Congress, to which it is closely 
related. In the Scientific Committee, and taking 
into account the interest that a single report about 
the Latin American position implied, I proposed to 
assign it an official character and subsequently to 
include it in the CAHIERS. Because of regulations, 
especially with regard to the national character the 
reports submitted to the IFA Congress must have 
and the concern it would not follow the Instruc- 
tions, it was decided to publish it in the BULLETIN 
FOR INTERNATIONAL FISCAL DOCUMENTA- 
TION, accepting Prof. J. van Hoorn’s kind pro- 
posal. 
The report shows the significant heterogeneity of 
Latin American domestic law. and the resulting 
differences with (i) the continental doctrine, 
(ii) the solutions so radically held in the Model 
Treaties and — even more important - (iii) the 
treaties signed to date with the developed coun- 
tries which do not follow these positions. 
The doctrine, through several meetings of the 
Latin American Tax Law Institute 'which took 
place fror’n 1956 (Montevideo) up to 1975 (Cara- 
cas), was to diminish and adjust the traditional 
concept of the source, as an exclusive criterion of 
taxing power. The conclusion reached in the last 
meeting constitutes the most authoritative expres- 
sion of this Doctrine. It notes the source principle, 
but as a priority criterion and not as an exclusive 
one; it settles rules for the location of the income; 
it admits_ that taxation must be imposed on the 
basis of the net income and that tax treatment of 
linked enterprises must follow the general rules 
applied to independent corporations. 1 

The Model Tax Conventions drafted in Latin 
America, carefully analyzed in these last yearsrat 
the international, non-European level, 2 establish 
the traditional concept of the source as an exclu- 
sive criterion of taxation, making them (the Model 
Treaties) inapplicable in practice, even as a basis or 
starting point in the negotiation of the few treaties 
signed to date. The most eloquent example of a 
rejection of the above Model Treaties is shown by 
the treaty signed by Ecuador and Germany on 
July 22, 1977 — not yet ratified — which follows 
the OECD Model, leaving aside the Andean Pact 
Model, which was officially passed by Ecuador 
in 1971, effective from January 1, 1979. 
The other treaties follow the same trend, accepting 
the concept of permanent establishment, so re- 
sisted in Latin America, co-pafticipation in the tax- 
atioh of dividends, interest and royalties, and, what 
is worst for the source theory, accepting a limita- 

tion in the rates which is not applicable for the 
co-contrac ting coun tries. 
The domestic legislation, as stated above and also 
clearly shown in the report, has a great hetero- 
geneity and differences with the mentioned pre- 
cepts. Some points must be noted, for example, 
the fact that eight countries adopted world income 
as a taxation criterion, which meansa broadening of 
the source concept which approaches the domicile~ 
concept. Colombia, Chile, Honduras, Mexico and 
Peru adopted it, either for corporations or for 
individuals; Brazil, El Salvador and Uruguay, when 
individual income tax was the rule in that country, 
only applied the concept for this last income tax; 
Mexico, wholly leaving aside the source principle, 
also adopts the nationality criterion. From another 
point of view, Uruguay, in 1974, largely abandoned 
the source principle, as dividends and interest 
earned in the country and paid to persons domiciled 
outside the country are not taxed and royalties are 
1. The text of this conclusion, substantially in agreement 
with that of the 29th IFA Congress which took place later 
on at London, is published in English, in 30 Bulletin for 
International Fiscal Documentation (1976), p. 16, and in 
Spanish in the official publication of the Meeting (Caracas, 
1976, p. 15) and in Revista Tributaria (Montevideo, T.II, 
p. 36). 
2. The subject was thoroughly discussed at the XIX 
Technical Conference of -CIAT at Curacao (Netherlands 
Antilles) in September 1977. The reports submitted to the 
meeting may be read in Documents and Reports (Costa 
Rica 1977). The reports we submitted, “Criteria for the 
allocation of the power of taxation among the different tax 
jurisdictions according to the type of income, assets, and 
taxable goods (OECD, UN Experts Group, Andean Pact and 
LAFTA solutions)” and “Current Status of Studies and 
Work on Tax Treaties”, were reproduced in 32 Bulletin for 
International Fiscal Documentation (1978),p. 12 and 453 
and in Estudios de Derecho Tributario Internacional, 
Montevideo, 1978, p. 175 and 193. 
The Andean Pact Model was especially studied in the 
Seminar held at the IFA Congress in Mexico in 1974, under 
Prof. Stanley Surrey’s direction. The reports submitted 
were published by the International Bureau of Fiscal 
Documentation, in a volume entitled Fiscal Harmonization 
in the Andea'n Countries (Amsterdam, 1975). Our report is 
reproduced in Spanish: “Régimen Impositivo de las Rentas 
derivadas de inversiones de capital en el Modelo de Tratado 
del Pacto Andino”, in Rev. Derecho Fiscal (B. Aires), 
t.XXIV, p. 818; in Rev. Tributaria (Montevideo), T.I. p. 19; 
and in Estudios. . ., op. cit. p. 117; and under the title 
“The treatment of investment income under the Andean 
Pact Model Convention. The Andean view”, in 29 Bulletin 
for International Fiscal Documentation (1975) T. XXIX, 
p. 91. 
The Model of the “Basin of the River Plate” (formed by 
Argentina, Bolivia, Brazil, Paraguay and Uruguay) was 
passed at the Foreign Affairs Minister’s level in December 
1978 and published in Rev. Tributaria (Montevideo) T.V., 
p. 513, with the notes of a member of_ the working com- 
mittee, D. Dentone. 
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partially taxed. Nine countries, Uruguay included, 
in opposition to the source principle, consider that 
know-how (technical assistance) received from out- 
side is taxable for mere fiscal reasons. Thus, they 
follow the heterodox criterion of the “paying 
source” which assimilates the source to the place 
where the payment is made, as established in 
.LAFTA meetings, as a result of a Brazilian sugges- 
tion but, according to the report, also followed by~ ~~ 
Mexico. In conclusion, some countfiés, like Chile 
and Ecuador, have to an extent accepted the 
concept of permanent establishment. 
This panorama allows one to declare that the 
source principle —- sustained by Latin America at 
the international level as an exclusive tax criterion 
since the meeting of the Fiscal Committee of the 
League ofNations at Mexico in 1943, and emphati- 
cally ratified in the Models of the Andean Pact in 
1971, in the “Criteria”passed by LAFTA in 1977 

and lately in the Model of the “Basin of the River 
Plate” in 1978 — is in crisis. 
It has been lessened and adjusted by the most 
authoritative continental doctrine, rejected in the 
Treaties approved —- even by countries of the 
Andean Pact - with the developed countries and 
broken by domestic legislation which presents 
heterogeneous solutions without other fundamen- 
tals in view than fiscal interests, leading to the 
conclusion that, at present, there is no Latin 
American position, unless at the level of the laws 
in‘ force. Thus, a question is raised about the new 
treaties in which the developed countries seem to 
be so interested. 

Ramén Valdés Costa 

INTRODUCTION 
Through the analysis of legislation in 18 countries, the 
present document attempts to summarize the current 
Latin American tax situation concerning the criteria of 
taxation applicable in each region. 
For a better presentation of the study, it has been 
structured in the following way: 
A. Summary of the legislation in the countries in- 

cluded in the contents, giving details in each case: 
1. Structure of the income tax. 
II. Binding criteria applied, i.e. the elements or 

characteristics that the tax regulations take 
in to consideration to define its scope of appli- 
cation. 

III. General considerations on the admission of 
deductible expenses to determine the taxable 
income of taxpayers, with special emphasis on 
the expenses incurred abroad and services ren- 
dered abroad. 

B. General conclusions on each of the points men- 
tioned in A. above (with additional information in 
Tables 1, 2, 3 and 4). 

C. Conclusions regarding the treatment of income 
derived from international activities (transport, in- 

surance, news, films). See Tables 5 and 6. 
In each case, information has been obtained from the 
legislation in force as of November 30, 1979. 
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A. SUMMARY OF INCOME TAX LEGISLATION IN 
18 LATIN AMERICAN COUNTRIES 

ARGENTINA 

l. TAX STRUCTURE 
The “Impuesto a las ganancias” is imposed on the total 
annual income of individuals and companies. Companies 
are taxed at a fixed rate of 33 percent and individuals 
on a prbgressive scale between 7 and 45 percent. Perma— 
nent establishments, whether commercial, industrial or 
of any other type, belonging to companies or entities 
constituted abroad, or to individuals resident abroad, 
pay 45 percent. When dividends are remitted to benefi- 
cian'es abroad, a final tax of 17.5 percent is paid. This 
tax is also applicable to beneficiaries resident in the 
country unless they disclosé their identity, in which case 
they must then compute the dividends in their personal 
return; otherwise a final withholding of 17.5 percent is 
applied. 

ll. BINDING CRITERIA 

The tax is applied to earnings of Argentinian source. 
The law determines that in general “income of Argen- 
tinian source is that derived from assets located, placed 
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or utilized economically in the Republic, from carrying 
out in the territory any act or activity susceptible to 
profitability, or acts performed within the country, not 
taking into consideration nationality, domicile or resi- 
dence of the owner or of the parties intervening in the 
operations, nor of the place in which the contract is 
agreed upon”. Notwithstanding the aforementioned, the 
legislation taxes “income derived from activities carried 
out occasionally abroad by persons resident in the coun- 
try”, adding that these persons “shall compute as pay- 
ment, in advance of the tax, the amounts effectively 
paid in the place where such activities are carried out. 
This credit can only be computed up to the amount of 
the tax on the income incorporated from abroad.” 

At the same time the law qualifies as income of Argen- 
tinian source the profit derived from guaranteed loans 
“in rem” when the respective assets are located in the 
Argentine Republic. However, interest derived from de- 
bentures is fully considered of Argentinian source when 
the issuing entity has been incorporated or located in 
the Argentine Republic. 
In addition, the compensation paid to members of com- 
pany boards and other entities incorporated in Argen- 
tina, even for work performed abroad, is considered of 
Argentinian source, as well as the fees and other re- 
muneration derived from technical, financial or other 
assistance provided from abroad. 
In connection with the exemptions granted by the Argentinian 
legislation and the treatment of these exemptions in the legisla- 
tion of other countries (mainly in relation to the “tax sparing” 
clause), the law establishes that these exemptions will not be 
effective as long as they are not recognized in the country of 
origin of the investment to the extent that a transfer of revenue 
to foreign treasuries could arise from these exemptions. This 
provision is not applicable in cases which are expressly governed 
by tax treaties. In this respect, it is convenient to point out that 
the network of tax treaties to which Argentina is a signatory 
has been extended since 1976, the following treaties existing to 
avoid double taxation on income and capital: 
- Bolivia, approved in 1976, to be ratified shortly; — Chile, signed in 1976, not yet ratified; — Germany, Federal Republic, signed in 1978, already ratified, 

only the exchange of ratification documents is still missing; 
~- France, agreed on in 1979, not yet ratified; — Sweden, agreed on in 1962, not yet ratified; — Austria, Belgium, Canada, Italy, Russia, Spain, the United 

States, Finland and the Netherlands, negotiations are in 
course. 

The regulations establish that expenses incurred abroad are 
deemed to have originated in profits of foreign source, but the 
Tax Administration is empowered to authorize the deduction if 
the taxpayer proves that these expenses have been made in order 
to obtain profits of Argentinian source. 
In the case of permanent establishments of foreign entities, the 
local accounting must be kept separately from head office 
accounting. In addition the law states that the contract agreed 
upon between a foreign-owned local entity and entities domiciled 
abroad, controlling directly or indirectly the local company, will 
be considered as a transaction made between independent parties, 
when the economic considerations and conditions are in accord- 
ance with the normal practices of the market between indepen- 
dent entities (arm’s length principle) with the following limita- 
tions: 
- Loans: Provided that the transaction has not been rejected by 
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the Central Bank, which must occur within 30 days of the 
communication of the transaction. — Contracts governed by the law of technological transfer: In 
accordance with Law 21,167 of 1977, in contracts between a 
foreign-owned local entity and the foreign company that con- 
trols it directly or indirectly, royalty payments will not be 
admitted for the utilization of trademarks, and the payments 
made by the local entity cannot be expressed in lump sums; in 
addition, the payments will be deemed to accrue in annual 
periods coinciding with the end of the financial year and will 
have to be paid after such date. 

In addition it is established that the compensation or salary paid 
to the members of the Board of Directors of a company or other 
entities abroad, as well as fees and other compensations paid for 
technical assistance from abroad, will be deductible provided 
these compensations do not exceed the following limits: — 3 percent of the sales or receipts, established as the payment in 

the contract; — 5 percent of the amount of the investment actually made on 
the basis of the technical assistance. 

On the other hand, the deduction on compensation paid to a 
member of the Board of Directors, or to other entities incorpo- 
rated or domiciled abroad who rendered the services abroad, 
cannot exceed the following limits: 
- up to 2.5 percent of the trading profits of the entity provided 

that such profits have been distributed as a dividend; — up to 2.5 percent of the trading profits of the entity when 
dividends are not distributed. This percentage will be increased 
in proportion to any distribution made, up to a limit of 12.5 
percent. 

The Tax Administration is empowered to determine other per- 
centages in special cases. 

BOLIVIA 

I. TAX STRUCTURE 
The income tax is applied on the basis of progressive rates 
(between 4 and 48 percent) in the case of individuals and a flat 
rate of 30 percent in the case of companies; the tax rate can be 
reduced by 30, 40 and 50 percent on profits that the companies 
reinvest in certain priority activities established by the law. 
Companies have the obligation to withhold in the case' of pay- 
ments to beneficiaries domiciled abroad: 
a) 30 percent as the only and final tax on the gross income in 

the case of remittance of profits, dividends of nominative 
shares, interest on loans, and from other securities; 

b) in the case of individuals, the withholding is made in 
accordance with the progressive scale rates as the only and 
final tax. 
In the special case of rents and other income from movables 
and in the case of professional fees, the withholding is made 
on 85 percent of the amount paid. 

ll. BINDING CRITERIA 
The tax is applied to Bolivian-source earnings obtained by the 
taxpayers, independently of the place of domicile or incorpora- 
tion. In addition, and as an extension of the source principle, the 
following profits are considered of Bolivian source: — interest on loans utilized in the country, granted by creditors 

from abroad to persons or entities domiciled in the country; - interest on loans guaranteed by assets placed or registered in 
Bolivia; 
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— compensation received by members of the Board of Directors 
performing activities abroad in relation to enterprises domi- 
ciled in Bolivia; 

—- fees or compensation received or accrued for technical assis- 
tance or any other similar assistance rendered from abroad 
when the assistance relates to assets situated in Bolivia or 
profits from Bolivian source; — interest on bonds or debentures whgn the issuing entity is

' 

domiciled in the country. 
Profits derived from exports are fully considered as Bolivian- 
source income whilst profits from imports are considered to be 
foreign-source income. 
The law establishes special rules for rectifying the value of» 
exports or imports when a substantial difference with the market 
value is evident. In such a case an economic tie is deemed to exist 
between buyer and seller or vice versa. 
As regards permanent establishments of foreign entities, the Inter- 
nal Revenue Service is empowered to determine the net profit of 
these on the basis of separate accounting. 

III. DEDUCTIBLE EXPENSES 
As a general principle, the lawfestablishes that expenses incurred 
abroad are for the production of income of foreign source, unless 
it is proved that these expenses are related to the production of 
Bolivian income. In the case of royalties, whatever the name given 
by the parties, including technical assistance, as well as in the case 
of fees and other compensation for advice, management or servi- 
ces rendered in the country or abroad, the deduction of the 
expense is authorized. 

BRAZIL 

I. TAX STRUCTURE 
Individuals are subject to tax based on progressive rates applicable 
to the total income. Legal entities are subject to a flat rate of 35 
percent on the effective income. An additional tax rate of 5 
percent is also applied during the fiscal years 1979—1981 on 
profits exceeding 30 million cruzeiros a year. However, there are 
lower rates for public utility companies (6 percent and 17 per- 
cent), for agricultural enterprises (6 percent), and others. On the 
other hand, there is a notional income system (“lucro pre- 
sumido”) applicable to small and medium size enterprises. 
Taxation of dividends and profits distributed by companies domi- 
ciled or incorporated in Brazil is, briefly, as follows: 

Dividends and profits of corporations distributed to individuals 
domiciled in the country. 
Bearer shares without identification of the recipient; final with- 
holding (25 percent: SACC — closed corporation; 15 percent: 
SACA - open corporation). 
Nominative shares and bearer shares when the shareholder is 

disclosed; the beneficiary can opt between no withholding and 
incorporate the dividend in his personal tax return or he can have 
tax withheld (25 percent SACC and 15 percent SACA) and then 
include the dividends in his personal tax return, either taking the 
withholding as a credit or not including such dividends in which 
case the withholding becomes final. 

Dividends and profits remitted to beneficiaries domiciled abroad. 
A final withholding of 25 percent which may be reduced to 15 
percent if the beneficiaries reinvest the profits in Brazil in indus- 
trial equipment of the enterprise. In addition a final withholding 
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of 12 percent is applied on the profits and dividends remitted 
abroad if the average of remittances over three years exceeds 12 
percent of capital and reserves invested in Brazil. 

ll. BINDING CRITERIA 
In the case of individuals resident or domiciled in the country, the 
tax is applied on world-wide income, with a credit for the income 
tax paid abroad, subject to reciprocity. Legal entities and indivi- 
duals not resident in the country are subject to tax only on Brazi- 
lian-source income, but the distribution is subject to the tax on di- 
vidends. 

III. DEDUCTIBLE EXPENSES 
In general only costs and expenses incurred in the country can be 
deducted. Depreciation of fixed assets is only admitted in relation 
to assets located in the country; as regards provisions, only those 
related to activities located in Brazil can be constituted. 
In connection with the payment made abroad of royalties, trade- 
mark licenses, and fees for technical assistance, it must be pointed 
out that the technological transfer regime has been regulated by 
Law No. 15 of September 11, 1975, which establishes the obliga- 
tion to register all contracts of this nature with the National 
Institute of Industrial Property (Instituto Nacional de la Pro- 
piedad Industrial), as a basic requirement for fiscal purposes. 
Following this line, the payment of royalties, trademark licenses 
or fees for technical assistance can be accepted as a deductible 
expense if the following conditions and limits are fulfilled: 
— there is sufficient proof of the respective expenses; — the deductions are made during the first five years of opera- 

tions of the company or when the introduction of a special 
production process occurs; - registration of the contract with the INPI; - these expenses cannot exceed 5 percent of the gross2 income 
of the manufactured products or of the proceeds of the 
products sold; — the expenses cannot exceed the percentage coefficients given 
by the Finance Ministry in relation to the respective type of 
product. 

Payments are subject to a final withholding of 25 percent on the 
gross amount paid. It must be added that royalties and technical 
assistance payments made by a subsidiary or a branch to its 

home office are not deductible. However, the treaties to avoid 
double taxation to which Brazil is a signatory establish a maxi- 
mum withholding rate of 15 and 10 percent in certain cases, 
while on the other hand the country of residence of the recipient 
establishes a matching credit between 20 and 25 percent. 

CHILE 

l. TAX STRUCTURE 
The income tax is applied on a schedular basis and there is also a 
surtax. The structure of the system is as follows: 

1. According to a recent Law, No. 1725, of December 7, 1979, the 
reduction of tax in the case of interest, commission, expenses and dis< 

counts remitted abroad is now 95 percent of the 25 percent tax rate. This 
change reduces the effective rate of 12.5 percent at present (50 percent of 
25 percent) to 1.25 percent (5 percent of 25 percent). 
2. In accordance with a recent Decree-Law, No. 1730 of December 14, 

1979, this percentage will be applied in the future on the net proceeds. 
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Scheduler taxes 

First category: It comprises income from capital and from mer- 
cantile, manufacturing, mining and other enterprises. There is a 
normal general tax rate of 10 percent, whilst corporations and 
joint stock companies incorporated in the country pay in addi- 
tion a tax rate of 40 percent. Lottery prizes are only subject to a 
tax of 15 percent. 
Second category: It comprises all compensation for personal 
services at progressive rates between 3.5 and 60 percent. The scale 
brackets are expressed in monthly tax units (which are readjusted 
periodically). In the case of compensation of members of the 
Board of Directors and university professionals, the tax is 7 
percent. Income obtained by non-resident foreign individuals is 
exempt from this tax but an additional tax is applied instead. 
Additional tax: A 40 percent additional tax is applied on Chilean- 
source income received or accrued in favour of individuals, 
whether nationals or foreigners, without residence or domicile in 
the country and by legal entities incorporated abroad with a 
permanent establishment in the country. 
If certain royalties and technical assistance are considered un- 
productive or not necessary for the economic development of the 
country, the President of the Republic, based on a report of the 
“Corporacién de Fomento de la Produccién” and of the “Comité 
Ejecutivo del Banco Central de Chile”, is empowered to increase 
the rate from 40 percent up to 80 percent. 
The amounts remitted abroad to foreign producers or distributors 
in respect of film and television material will be subject to this 
tax at the rate of 20 percent. Compensation for personal services 
received by foreign individuals connected with scientific, techni- 
cal, cultural and sport activities, when the service is carried out in 
Chile, will also be taXed at the rate of 20 percent. 
Payments made by national airline companies to persons not 
domiciled or resident in Chile are exempt if they are made for 
technical assistance, services, interest or any other reason related 
to the normal activities of the company and if certain conditions 
are fulfilled. 

Surtax: This tax is applicable to individuals resident or domiciled 
in Chile according to a progressive scale of rates between 3.5 and 
60 percent of the net income determined on the basis of annual 
tax units (readjusted periodically). The gross income is arrived at 
by adding the taxable income of the different categories; from 
this income can be deducted the schedular taxes and 40 percent 
of the amounts distributed by corporations and joint stock com- 
panies, as well as 10 percent of one annual tax unit. 
As a consequence, dividends and profits of corporations are 
distributed to nationals or foreign beneficiaries without any with- 
holding. When the recipients are domiciled in the country, they 
must include the dividends in the surtax return, but they have a 
right to credit against the tax 40 percent of the dividends incor- 
porated in the income. 
It is important to point out that first category tax is fully subject 
to an annual monetary correction through the adjustment of the 
assets, liabilities and capital. Income and monthly expenses of 
professionals and independent workers who are subject to the 
second category tax are also adjustable. 

ll. BINDING CRITERIA 
As a general principle, all persons domiciled or resident in Chile 
pay income tax on a world-wide basis whether the source of 
income is located within the country or’ abroad, but persons not 
resident in Chile are subject only to tax on Chilean-source in- 
come. However, the foreigner who becomes domiciled or resident 
in the country for the first time will be subject to tax on 
Chilean-source income only for the first three years of permanen- 
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cy in the country. This period can be extended in special cases. 
Income is considered to be of Chilean source if derived from 
assets located in the country or from activities performed in Chile 
wherever the domicile or residence of the taxpayer may be. 
Royalties, payments for the utilization of trademarks and other 
similar compensation derived from the exploitation in Chile of 
industrial or intellectual property are also considered to bé 
Chilean-source income. The shares of a company incorporated in 
Chile are deemed to be located in Chile. In the case of loans, the 
source of the interest is deemed to be located in the domicile of 
the debtor. 
When foreign-source income has to be computed, only net profits 
will be subject, excluding thosg that are not available for reasons 
of force majeure or act of God or by legal provisions of the 
country of origin. 
The Chilean-source income of agencies, branches or other forms 
of permanent establishments of foreign enterprises doing business 
in Chile will be determined on the basis of the actual results 
obtained in the country. When such results cannot be determined 
from the aclcounting records, the Regional Tax Bureau is em- 
powered to determine the taxable income on the basis of apply- 
ing to the gross receipts of the agency the proportion between the 
net world income and the gross world income of the head office. 
The net income may also be determined by applying to the total 
assets of the agency the proportion existing between the world 
net income and the total assets of the head office. 

Ill. DEDUCTIBLE EXPENSES 
The following rules are applied: 
(a) Compensation for personal services rendered abroad is 

accepted as expenses provided that it is supported with 
sufficient documentation and when, in the judgement of 
the Regional Tax- Bureau, its amount and nature are neces- 
sary and convenient for producting the income in Chile. 

(b) Remittance abroad of royalties and technical assistance are 
deductible but the corresponding additional tax must have 
been paid. 

It is important to point out, finally, that the President of the 
Republic is empowered to enact legislation according to interna- 
tional agreements and international provisions in order to avoid 
international double taxation or to diminish its implications, 

COLOMBIA 

I. TAX STRUCTURE 
The “Impuesto sobre la Renta y Complementarios” covers the 
following taxes: — Income tax on individuals, death duties and corporate tax; - Supplementary tax on occasional gains of individuals; — Wealth tax on individuals; — Tax on transfers abroad of income, applicable to individuals 

and legal entities. 
The income tax on individuals is applied on the basis of progres- 
sive rates between 10 and 56 percent. A 40 percent tax rate is 
applied on Colombian-source income obtained by foreign indivi- 
duals without residence in the country and who are not obliged 
to appoint a representative in Colombia. 
The tax rate applicable to corporations and companies in general 
is 40 percent. Foreign corporations also pay this 40 percent on 
taxable income. Limited liability companies and the like pay a 
tax rate of 20 percent. 
Dividends and profits distributed to individual beneficiaries domi- 

© 1980 International Bureau of Fiscal Documentation —- BULLETIN



oiled in the country are subject to a withholding on account of 
the final personal income tax applicable. It must be added that 
individuals whose wealth does not exceed 4 million pesos (ap- 
proximately US$ 95,000) have the right to discount against the 
tax a special credit of 20 percent of the first 10,000 pesos paid as 
dividends. The withholding on account of the genera] tax is 5 
percent in the case of interest paid by corporations. 
The income and wealth tax rates are readjusted annually. 
Occasional gains are taxed at half the rate applicable to ordinary 
income and if the tax so calculated is lower than,10 percent, tax 
will be assessed at the rate of 10 percent. 
On dividends and profit transfers to home offices abroad two 
taxes are applied: the normal income tax and the supplementary 
tax on remittances, both being provisional and susceptible to 
reassessment. The regime is as follows: 

1. Income tax 
— The tax rate on dividends received by companies and other 

foreign entities is 20 percent. However, when the country 
under which legislation the foreign company was incorporated 
taxes dividends at a rate lower than 30 percent and when more 
than 25 percent of the total stock of the company receiving 
the dividends is owned by individuals resident in Colombia, 
whether nationals or foreigners, the applicable tax rate is 40 
percent. 

— Tax rate applicable to other profits, 40 percent. 
2. Supplementary tax on remittances abroad 
— Taxes applicable on the nominal amount of the remittance: 

0 general rate, 12 percent; 
0 special rate, 20 percent on the profits obtained by compa- 

nies and other foreign legal entities without a permanent 
establishment in Colombia. 

Exemption: Dividends and interest on short term loans for 
imports or exports of merchandise, capital assets or raw mate- 
rials, and other loans registered with the exchange authorities 
are exempted from this tax. 

— Remittances for the payment of technical assistance rendered 
abroad are only subject to the supplementary tax on remit- 
tances if the following conditions apply: 
o that the beneficiary of the payment is not resident or 

domiciled in the country, and that he is not obliged to 
appoint a representative in Colombia; 

0 that the technical assistance services are not available in the 
country; 

0 that the technical assistance services are rendered only at _ 

the preoperating stage of a project. 
The General Directorate of National Taxes (Direccién General 
de Impuesto Nacionales), with the prior authorization of the 
Royalty Committee referred to in Article 6 of Decree-Law 688 
of 1967, will determine in each case the technical assistance 
services that are not available in the country. 

II. BINDING CRITERIA 

Individuals resident in the country, whether nationals or fo- 
reigners, are subject to tax on their ordinary income and on 
occasional gains on a world-wide basis, but in the case of the 
wealth tax only on the wealth located within the country. 
Foreign individuals resident in Colombia are only subject to tax 
on foreign-source income after four years of residence in the 
country. Individuals, whether nationals or foreigners, without 
residence in the country are only subject to tax on income and 
occasional gains of Colombian source and only on wealth located 
within the country. 
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Companies incorporated in Colombia are taxed on a world-wide 
basis whilst companies incorporated abroad are taxed only on 
Colombian-source income. 
Income deemed to be Columbian-source is, inter alia: — interest produced by local loans or economically connected 

with the country (interest on temporary loans for the import 
of merchandise and bank overdrafts is exempted); — profits from the rendering of technical assistance services, 
whether rendered abroad or in the country; — dividends and participations derived from Colombian compa- 
nies domiciled in the country; — dividends and participations received by Colombian residents, 
derived from companies or foreign legal entities which have 
business or investment in Colombia, directly or indirectly. 

The Colombian taxpayer who receives foreign-source income and 
who is subject to income tax in the country of origin of the 
income has a right to credit against the Colombian tax the tax 
paid abroad on such profit, up to the limit of the Colombian tax 
applicable. 

lli. DEDUCTIBLE EXPENSES 
Expenses incurred abroad are deductible as long as they are 
related to the production of Colombian-source income, provided 
that the taxpayer can support with documentary evidence the 
expenses and the withholding of taxes in Colombia when applic- 
able. The deduction of expenses incurred abroad for the produc- 
tion of income of Colombian source cannot exceed, in general, 
ten percent of the net income with the sole exception of expenses 
subject to withholding and other cases expressly determined by 
the law. 
Payments made by corporations to individuals economically con- 
nected to them will be considered to be a distribution of profits 
except in the case of salaries, as well as rents and interest within 
certain limits. 

COSTA RICA 

I. TAX STRUCTURE 
Tax is applied on the total income on the basis of progressive 
rates for both individuals (between 5 and 50 percent) and legal 
entities (between 5 and 45 percent). 
Distribution of dividends and profits is subject to the following 
withholding, applicable on the gross amount. 
(a) Distribution of dividends and profits from companies to 

beneficiaries situated in the country is subject to with- 
holding on the; gross amount distributed: — 5 percent as final tax in the case of individuals 

domiciled in the country (except in the case of stock 
dividends); — 5 percent on account 'of the general tax when paid to 
companies incorporared in the country (except stock 
dividends). 

(b) Distribution of dividends and income in general to benefi- 
ciaries domiciled abroad is subject to withholding tax as 
follows: — 10 percent on payment of certain Costa Rican-source 

interest to legal entities domiciled abroad (e'.g. on 
bank loans); ' 

— 10 percent on payments connected with the produc- 
tion or distribution of films (except for certain spe- 
cial cases) made to individuals or legal entities domi- 
ciled abroad; 
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- 10 percent on payments for personal services made to 
individuals or legal entities domiciled abroad; — 15 percent on dividends and profits distributed to 
persons domiciled abroad (except stock dividends); — 20 percent on payments to persons abroad for news 
and audiovisual programs and on patents, trademarks 
and royalties; — 30 percent on compensation to members of Boards of 
Directors acting abroad, for technical assistance ren- 
dered abroad or to persons not domiciled in the 
country and for interest in general. 

In the case of dividends, company participations and perso- 
nal compensation, the Tax Administration is empowered to 
grant total or partial exemption from the withholding tax 
when it is proved that the beneficiaries are not granted a 
credit or deduction for the tax withheld in Costa Rica or 
when the credit granted is lower than the tax applicable in 
Costa Rica, in which case only the difference will be 
exempt. Corporations with bearer shares will pay annually a 
tax of 3 percent on the net capital, which tax cannot 
exceed 20,000 colones (approximately US$ 2,200)., 

II. BINDING CRITERIA 
The taxes are applied according to the source principle, the 
income obtained within the country whether by a taxpayer 
domiciled in the country or abroad being taxed. 

III. DEDUCTIBLE EXPENSES 
In general, all the'expenses neceSSary to produce the income can 
be deducted, including payment for technical assistance rendered 
abroad and fees for the utilization of patents and royalties paid to 
persons domiciled abroad. ' 

DOMINICAN REPUBLIC 

I. TAX STRUCTURE 
The Dominican Republic is one of the few countries where a 
schedular tax is applied according to the origin of the income and 
then a surtax with progressive rates between 3 and 70 percent on 
the total annual income of individuals. The schedular tax is 

applied as follows: 
— First category: income from real estate, 6 percent. 
- Second category: income from movable capital (royalties, 

interest, etc.), 8 percent; when the income is remitted or 
credited to a foreign person, a final tax of 18 percent. 

— Third category: profits of legal entities, progressive rates 
between 10 and 38 percent; when the profits are remitted or 
credited to a foreign person a final withholding tax of 18 
percent is payable. 

— Fourth category: income from independent services, 2 
percent. 

— Fifth category: income from dependent services, 2 percent. 
Dividends are subject to second category tax at the rate of 8 
percent and then are subject to surtax, but the tax withheld 
under the second category may be credited against the surtax. 
Individuals are not subject to third category tax but they have to 
compute these profits, as well as any from participations in 
companies, in their surtax. 
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ll. BINDING CRITERIA 
The Dominican Republic only follows the territoriality principle. 
For these purposes the law states, in general, that Dominican- 
source income is that derived from capital, assets or rights situa- 
ted, placed or economically utilized in the country, that obtained 
from carrying out commercial, industrial, agricultural, mining and 
similar activities or from personal services, the exercise of any 
profession as well as income from loans and rentals, without 
taking into consideration nationality, domicile Or residence of the 
parties intervening in the transaction or the place of entering into 
contracts.‘ 

Income derived from occasional activities carried out in the 
country and that derived from occasional activities performed 
abroad by Dominican residents is also subject to tax. 
Compensation paid to teachers, public speakers, scientists, artists 
and the like, staying in the country not more than 12 months on 
cultural programs, educational or technical exchange, with inter- 
national bodies, other Governments, universities or private insti- 
tutions, is exempted. 
There are special regimes for determining the source of income 
and the tax applicable in the case of exports and imports, insur- 
ance, transport and communications. 

Income derived from exports and imports is determined as fol- 
lows: 

(a) Income derived from the export of merchandise produced, 
manufactured, wholly or partially, or bought in the country 
is deemed to be of Dominican source, even though such 
transactions are carried out by means of subsidiaries, 
branches, representatives, purchase agents or other inter- 
mediaries of individuals or legal entities resident abroad. 
The income is determined by deducting from the wholesale 
price at the place of destination the cost of the merchan- 
dise, transport and insurance expenses, commissions and 
sale expenses, as well as those incurred in the Republic as 
necessary for obtaining the income subject to tax. When no 
price is fixed or the declared price is lower than the whole- 
sale price effective at the place of destination, it will be 
deemed, except if proved to the contrary, that there is an 
economicconnection between the parties. In this case the 
wholesale price at the place of destination will be taken as 
the basis for determining the value of the products ex- 
ported. 

(b) Income obtained by foreign exporters on the mere intro- 
duction of the products into the Republic is deemed to be 
of foreign source. 
However, when the sale price in the Republic is higher than 
the effective wholesale price at the place of origin, plus 
insurance and transport expenses, it will be deemed, except 
if proved to the contrary, that there is an economic connec- 
tion between the parties. In this case, the difference be- 
tween both prices will be considered Dominican-source in- 
come and both parties will be responsible for the respective 
tax. 

When applying the previous ruling, if the wholesale price in 
the country of origin is not known or if a doubt exists that 
this price corresponds to the same or similar imported 
merchandise or there is any other circumstance that makes 
the comparison difficult, the determination of the income 
of Dominican-source will be based on the margins obtained 
by independent entities devoted to the same or similar 
activity. . 

In the absence of such identical or similar activity the Tax 
Administration will establish a net percentage on the basis 
of businesses that are analogous with the tested case. 
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III. DEDUCTIBLE EXPENSES 

As a general rule, all necessary expenses for obtaining, main- 
taining and keeping the income or the source. are deductible. 
For these purposes, the following considerations apply: 

(a) All expenses incurred in the country are deductible and 
those incurred abroad only if they are incurred to obtain, 
maintain or keep the income or the source of income in the 
country. 

(b) ‘Royalties are defined as compensation whether in cash or in 
kind for the transfer of ownership, use of assets or for the 
transfer of rights when the value is determined in relation 
to production, sale, exploitation or similar units, whatever 
the denomination given. Royalties paid abroad can be de- 
ducted as .expenses if they fulfill the general rules and the 
beneficiaries are empowered to deduct additionally 20 per- 
cent as expenses, but the Tax Administration can apply a 
different percentage and even not admit. any expense at all. 

(c) Financial statements of branches and subsidiaries of foreign 
entities will be determined for tax purpo'ses on the basis of 
separate accounting records, the Tax Administration being 
empowered to introduce the necessary corrections in order 
to reflect the actual effective profits of Dominican source. 
When from the accounting records of the entity the profit 
obtained in the country cannot be determined easily and 
accurately, the net income of Dominican source will be 
determined on the basis of results of independent entities 
devoted to the same or similar activities. The Tax Adminis- 
tration is empowered to adopt other indices for tax pur- 
poses when circumstances so require, and consider that the 
branch or subsidiary constitutes, with the head office, an 
economic unit. Based on this assumption they may deter- 
mine the net taxable income. 
The Tax Administration is empowered to request the neces- 
sary details or statements, duly certified, which may be 
necessary to clarify the commercial relations between the. 
local entity and the foreign head office, as well as to 
determine reciprocal purchase and sale prices, values of 
fixed assets and any other data that they may require. 

In the cases required by the Tax Administration, branches, agents 
and representatives of foreign entities in the country are obliged 
to file the following documents with the tax return: — a copy of the balance sheet and of the profit and loss state- 

ment of the head office in accordance with the requirements 
in the country of origin for tax purposes or for distribution of 
dividends in the case of corporations; 

- a certified copy of the contract between the head office and 
its representative in the country permitting the latter to inter- 
vene as such and of any other document establishing the 
procedure to determine the income participation of the agent 
or representative; 

— a detailed account of original costs‘ of products or merchandise 
imported into the country; 

— any other document necessary to determine the taxable in- 
come or to expedite in any way the tax audit. 

All pages of the above-mentioned documents have to be signed by 
authorized persons. The signatures have to be legalized before the 
respective Dominican Consul. 

ECUADOR 
I. TAX STRUCTURE 
The tax on individuals is applicable on the basis (1) of progressive 
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rates on global income, (2) a flat rate on certaih categories of 
income as well as (3) a tax on business profits. There are also 
several additional taxes applicable to certain legal entities. 

The progressive tax rates range between 10 and 50 percent. 
Earned income, whether of employees or from the exercise of a 
profession, in excess of 120,000 sucres annually (approximately 
US$ 4,000) is subject to a tax of 6 percent. Earned income 
obtained with the investment of capital also is subject to a 6 
percent tax and profits derived from capital without personal 
work are subject to a tax of 18 percent. 
Companies incorporated in Ecuador pay 20 percent on their 
profits. Permanent establishments of foreign companies pay 40 
percent on the Ecuadorian-source profits. 
Companies distributing dividends to individuals or to legal enti- 
ties, whether nationals or foreigners, resident or non-resident in 
the country, have to withhold as follows: 
— 20 percent on the dividends of shares (nominative shares 

according to a decision of the Andean Pact); — 40 percent on dividends of nominative shares remitted to 
foreign shareholders resident abroad. 

Profits obtained in the country by companies incorporated 
abroad and remitted to their head office are subject to a final tax 
of 40 percent. 
Interest, r‘oyalties and other profits remitted abroad are subject to 
a final tax of 40 percent on the income considered to be Ecua- 
dorian-source. 

There is a special regime applicable to hydrocarbon companies. 

II. BINDING CRITERIA 

The tax is applicable to Ecuadorian-source income and to foreign- 
source income in special cases established by law. 
Profits derived from independent professional activities by 
foreign individuals or legal entities resident abroad who occasion- 
ally work in Ecuador are taxed; the tax is applied on 60 percent 
of the total gross amount received or credited to them, provided 
that they are in the country less than one year. If they are in the 
country for more than one year the tax is computed on 100 
percent of the amount received or credited, but in this case 
normal rules are applied for the determination of taxable income. 
Also considered Ecuadorian-source income is 80 percent of com- 
pensation received for professional services rendered abroad by 
individuals or legal entities, whether nationals or foreigners. 

In general, technical assistance expenses are deductible providing 
the services are rendered directly, not through third parties, and 
that the services are actually rendered. Rentals paid for equip- 
ment, machinery, ships, or any type of transport vehicle utilized 
in economic activities in the country, belonging to individuals or 
legal entities resident abroad whether the contracts are entered 
into within or outside of the country, are considered to be 
income of Ecuadorian source. 
A permanent establishment of a foreign enterprise is deemed to 
exist if there is a fixed place‘ for carrying out the business 
activities of the enterprise in Ecuador, whether total or partially, 
including research and consulting, and other establishments of a 
productive nature. In this sense the law refers expressly to 
branches, agencies, offices, warehouses, mines, oil wells, planta- 
tions, forests, factories, workshops, research establishments, con- 
sulting agencies and other permanent places of business of the 
foreign enterprise. 0n the other hand the regulations establish that a 
permanent establishment is deemed to exist when the foreign 
enterprise maintains in the country a fixed place Of business or 
has for more than 12 months a place to carry out technical 
services and when its agent has the power to conclude contracts 
on behalf of the foreign enterprise or when he is under a labour 

367



contract and habitually carries out commercial transactions on 
behalf of the enterprise, has usually in deposit assets for sale and 
delivery, and principally if the administrative expenses (in partic- 
ular the rental of the offices) are paid for by the foreign 
company. 
The income will also be considered to be of Ecuadorian source if 
it is: 

— compensation obtained by Ecuadorians or foreigners resident 
in Ecuador from international bodies or foreign bodies and 
Governments; — compensation received by Ecuadorians or by foreigners living 
abroad and working for the Government or for national bodies - 

or enterprises or for foreign enterprises domiciled in Ecuador; — compensation of Ecuadorians and foreigners for occasional 
services rendered abroad provided they are paid by public 
national bodies or by enterprises domiciled in Ecuador. 

In the three above-mentioned instances a credit is granted for the 
tax paid abroad according to the certificates of the respective tax 
authorities. 
— compensation received by foreigners who are working in Ecua- 

dor for foreign enterprises when they remain in the country 
for more than six months; — fees and compensation paid to Ecuadorian professionals by 
national or foreign bodies or individuals or legal entities, 
domiciled or not in the country; — in the case of compensation paid to professionals for services 
rendered abroad to national bodies or enterprises or to perma- 
nent establishments of foreign enterprises, 80 percent of the 
compensation is considered to be Ecuadorian-source income. 

For foreign-source profits which are not subject to tax based on 
the source principle or in the case of exempt income, a tax credit 
according to the regulations will be granted. 
When foreign enterprises distribute dividends from foreign-source 
profits to companies incorporated in the courntry, a tax credit is 
granted subject to reciprocity, but the credit so granted cannot 
exceed the amount of the Ecuadorian tax on such dividends. 

Ill. DEDUCTIBLE EXPENSES 
Commissions and other expenses paid abroad can be deducted as 
expenses under certain conditions, as well as fees for professional 
services provided abroad. Commissions and other expenses will be 
determined according to the contract; in the absence of this, it is 
deemed that the expenses do not exceed 2-percent of the income 
Obtained from export or sales abroad. 

EL SALVADOR 
TAX STRUCTURE 

[‘here is a general income tax based on progressive rates (between 
2.5 and 15 percent for legal entities and between 2.85 and 60 
)ercent for individuals). 
[‘here are also two special taxes on the profits of companies 
ncorporated in the country: on profits which are capitalized (as a 
'mal tax and on the basis of progressive rates between 5 and 12 
)ercent), and on retained earnings (a provisional tax applied on 
he basis of progressive rates between 4 and 13 percent). 
finally there is a wealth tax (“De Vialidad Seria A”) applicable 
)n the capital of individuals and legal- entities on the basis of 
)rogressive rates. 

a 20 percent tax is applied on individuals and legal entities not 
lomiciled in El Salvador and the same tax is applicable as a final 
vithholding on dividends remitted abroad. In relation to the 
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profits distributed by companies incorporated in the country to 
shareholders domiciled in El Salvador, the amounts distributed or 
accrued are not subject to withholding but they must be taken up 
in the personal tax return. 

II. BINDING CRITERIA 
Individuals domiciled in El Salvador, whether nationals or 
foreigners, pay income tax on a world-wide basis. Individuals not 
domiciled in El Salvador, whether nationals or foreigners, only 
pay tax on national-source income. 
Legal entities, whether national or foreign, domiciled or not in 
the country, pay tax on the total income obtained within the 
national territory. ' 

Income is deemed to be obtained in El Salvador if it is derived 
from asgps located or from activities carried out in the country 
even though it is received or paid abroad and also includes 
compensation paid by the Government, municipalities or official 
bodies to their employees abroad. For these purposes: — loans are deemed to be located in the domicile of the debtor'; ’ 

— industrial and intellectual property and similar 'rights of an 
economic nature that authorize the carrying out of certain 
activities according to the law are deemed to be located where 
they are officially registered; — concessions are deemed to be located where they have been 
legally granted. 

Regulations define royalties as any amount paid whether in cash 
or in kind, determined in relation to a unit of production, sale or 
exploitation, whatever the denomination given in the contract 
may be; they are deemed to be of national source when they are 
derived from assets located in the country. 
Taxpayers who have to include income of foreign source in their 
tax return can credit against their income tax the tax of a similar 
nature paid abroad. r 

The amount of the credit will be computed on a country by 
country basis. The credit against the national tax, in relation to 
any income tax paid in any Central American country, will not 
exceed the proportion existing between the’ net income of the 
taxpayer derived from such country and the total net income of 
the taxpayer in the same tax year. Income of foreign source 
cannot exceed the total net income. In relation to any other 
foreign country, the credit will not exceed 85 percent of the 
amount computed or explained in this paragraph for the purpose 
of calculating the limit of the credit and the net income will be 
determined without any deduction for personal consideration or 
children. Any amount of credit not utilized in a given year can be 
used in others. 
When in accordance with the legislation of a Central American 
country persons domiciled in one of these countries are not 
obliged to pay tax on the income of Salvadorian source, the 
persons domiciled in El Salvador do not have to include in their 
tax return the income obtained in these other countries. 
The taxpayer who applies this reciprocity principle must prove 
the existence and application of the respective foreign legislation, 
justifying its text, duration and sense by means of a certficate of 
two lawyers in professional exercise in the respective country, 
which certificate must be presented duly legalized. 

III. DEDUCTIBLE EXPENSES 
As a general principle the net income is determined by deducting 
from the gross income the necessary expenses for producing and 
maintaining the income; as a special rule, branches may deduct up 
to 5 percent of the income as well as a proportion of the general 
expenses of the head office. 
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GUATEMALA 
I. TAX STRUCTURE 
An annual tax is applied on the total income obtained by indivi- 
duals and legal entities. For these purposes there is a progressive 
scale between 5 and 48 percent applied to all taxpayers. There is 
in addition a 10 percent surcharge if the total taxable income 
exceeds 10,000 quetzales (same value as American dollars). 
In addition there is the “Impuesto masivo” on remittances 
abroad. Under this tax, royalties, rents, commissions, interest and 
fees are taxed at a general rate of 12.1 percent by means of 
withholding when the remittances during the tax year exceed 
10,000 quetzales and 11 percent if lower than this figure in which 
case it is a final tax. 

Dividends are not taxed when distributed by companies incorpo- 
rated in the country to beneficiaries domiciled in Guatemala; 
when remitted abroad, they are subject'to a final withholding of 
10 percent. 

ll. BINDING CRITERIA 

Income of Guatemalan source is taxed whatever may be the 
nationality, residence or domicile of the recipient or of the 
parties intervening in the transaction or wherever the place of 
agreement of the contract. In general income is deemed to be of 
Guatemalan source if it is derived from tangible or intangible 
assets located, utilized or situated in the country, or derived from 
any activities carried out in the Republic. Compensation derived 
from personal work performed occasionally abroad by persons 
resident in the country which are paid from the Republic are also 
deemed to be income of Guatemalan source. Interest derived 
from loans from abroad is also considered to be of Guatemalan 
source, wherever the contract, the domicile of the parties or place 
of payment of interest or of the principal may take place. 
Pensions from abroad, received in Guatemala by foreign residents

' 

not carrying out in the country any profitable activity, are not 
considered income of Guatemalan source. 
In the case of branches and subsidiaries of foreign entities, the tax 
will be assessed on the basis of the accounting records of such 
branches or subsidiaries and the Tax Administration will make 
the necessary reassessment in order that the above-mentioned 
enterprises pay taxes on actual profits of Guatemalan source. 
Compensation paid by international bodies to their employees 
who come to the country to render services on behalf of such 
bodies will not be subject to tax, except when the employee 
resides in Guatemala for more than six months prior to his 
recruitment and also when the employees are of Guatemalan 
nationality. 

Interest on loans from abroad is exempt when the obligation to 
repay the loan is originally agreed and effectively repaid after 18 
months (this provision does not cover loans granted by a bank 
operating in Guatemala through an agency or branch). 

Ill. DEDUCTIBLE EXPENSES 
In general, expenses incurred abroad are deductible from gross 
income under certain conditions which are as follows: 
(a) Payments for technological research will be deductible pro- 

vided that they /are connected with the activity of the 
taxpayer and do not exceed 20 percent of paid-up capital 
and reserves at the beginning of the tax period, and they 
can be amortized during a period of up to five years. 

(b) Payments for advice of foreign professionals rendered in the 
country are deductible provided that the taxpayer has ob- 
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tained authorization of the Ministry bf Labour to contract 
such services and it is proved to the Tax Administration 
that the foreign advice is connected with the activity of the 
taxpayer and its amount is less than 1 percent of the gross 
receipts of the taxpayer, except when they are considered 
start-up expenses. 

(c) Commissions and consulting fees paid to head offices by 
branches or subsidiaries domiciled in Guatemala are deduct- 
ible up to an amount of 1 percent of the gross receipts of 
the tax period; salary and compensation paid as participa- 
tions or expenses for controlling or supervising branches are' 
not deductible except in the case of salaries paid from 
abroad to employees working in the country and subject to 
Guatemalan income tax. 

((1) Royalties will be deductible provided they have been autho- 
rized by the Ministry of Economy and do not exceed 15 
percent of the annual gross sales connected with such 
royalties. 

(e) All expenses incurred in travelling abroad are deductible in 
the case of legal entities but within certain limits and 
conditions determined by regulations. 

HONDURAS 
I. TAX STRUCTURE 
The tax is applied on the total net income obtained during the 
tax year by individuals and legal entities based on a progressive 
scale between 3 and 40 percent, applicable for both individuals 
and legal entities. Dividends distributed by companies incorpora- 
ted in the country are subject to a final withholding of 10 percent 
and those distributed as stock dividends, 5 percent. Profits and 
dividends remitted abroad are subject to a final withholding of 15 
percent. 

||. BINDING CRITERIA 
The tax is applied on a world-wide basis in the case of individuals 
and legal entities whatever their nationality may be, when they 
are domiciled or resident in Honduras, independently of the place 
where income is distributed or paid. Persons not resident or 
domiciled in Honduras are subject to tax on income of Honduran 
source, derived from assets. situated in Honduras, from services 
rendered in the national territory or from business carried out by 
persons domiciled or resident in the Republic, even though the 
payments are made or credited to the recipient by persons resi- 
dent or domiciled in the country or abroad.

‘ 

For the purposes of determining the tax on Honduran-source 
income applicable to non-residént or non-domiciled persons, the 
tax will accrue at the moment of the remittance abroad or when 
the payment is credited or made available to the beneficiary and 
the tax will be calculated according to the type of income as 
follows:

' 

- Royalties 10 percent — Interest 5 percent — Personal compensation,
> 

in general 15 percent — Dividends and profits 15 percent — Rentals of movables 
or real estate 10 percent 

For the purposes of the source concept and in the case of income 
derived from capital, it will be deemed that the income is of 
Honduran source when the assets cogstituting the capital are 
situated in Honduras. In the same way gains derived from the 
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transfer of shares or securities issued by companies constituted 
under Honduran law are deemed to be of Honduran source. In 
the case of earned income it will be deemed that it is of Hondu- 
ran source when the services are rendered or the work is per- 
formed in Honduras. However, when the services are rendered 
abroad, the source of income will be deemed to be of Honduran 
source if it is paid from Honduras. When the income is obtained 
by the joint use of capital and personal services, the location of 
the source will be determined in the same way as for income 
derived from capital, already explained. 
Income derived from export is totally of Honduran source. When 
there is no value assigned or when the export value _is lower than 
the wholesale price in the place of destination it will be deemed, 
except if proved to the contrary, that there is an economic 
connection between the exporter and the importer; in this case 
the wholesale price at the place of destination will be taken for 
purposes of determining the value of the exported products and 
the corresponding final profits. 
Persons who are temporarily in the Republic and carry out 
activities of any nature or render services producing taxable 
income have the right to file a tax return before leaving the 
country and to ask for the corresponding assessment. 
Merchant ships are also subject to tax under the following condi- 
tions: 
— that they operate under Honduran license or flag; — that they habitually navigate in territorial waters or receive 

income of Honduran source. 

Ill. DEDUCTIBLE EXPENSES 
The law and regulations allow, in general, the deduction of all 
expenses duly proved and that have been paid or incurred for the 
production of the income. 

MEXICO 
I. TAX STRUCTURE 
There are two general income taxes: 
— tax on corporate income — tax on individual income 
Tax on corporate income 

The law taxes all types of income, whether in cash or in kind or 
merely accrued, derived from commercial, industrial, agricultural, 
stock raising or fishing activities, obtained by individuals or legal 
entities. For purposes of the tax, the law distinguishes the 
“causantes menores”, that is, individuals earning less than 
1,500,000 pesos a year (approximately US$ 68,000), and the 
“causantes mayores”, that is, all the remainder of individuals and 
legal entities. . 

(a) The progressive scale of rates ranges between 5 and 42 
percent and applies: 
-— on the total annual income of the “causantes 

mayores”, with special rates for agricultural, indus- 
trial and publishing activities; — on the total income of the “causantes menores” as- 
sessed on the basis of profitability coefficients 
according to the type of activity. 

(b) The tax is also‘applied on the gross income of foreign 
individuals resident abroad and foreign enterprises domi- 
ciled abroad whOIearn the following income of Mexican 
source: 
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— Rentals from movables, and under certain conditions 
interest paid by persons resident in the country, divi- 
dends or profits paid by foreign enterprises resident 
abroad if the recipient receives them as a partner or 
shareholder and opts not to accumulate t_he dividends 
................................................................. 21 percent 

—- Interest in certain cases, profit on distribution of 
foreign publication and technical assistance and royal- 
ties if the taxpayer opts not to accumulate them ........ 
.................................................................. 10 percent — Reinsurance premiums or reguarantees transferred by 
Mexican companies if in the country of the residence 
of the reinsurers or reguarantors reciprocity does not 
exist, and income from public spectacle'enterprises 
acting in a given place less than a month ...... 4 percent 

—— Interest in certain cases .............................. 42 percent 
(0) In the case of royalties paid by persons resident in the 

country for publicity or for exploitation of patents, indus- 
trial or commercial designs, technical assistance or techno- 
logical transfer and for professional services, the tax will be 
applied to the gross income but on the basis of the progres- 
sive scale of rates mentioned above. 

Tax on income of individuals 

A tax is applied on the annual income of all individuals on the 
basis of progressive rates ranging between 3.1 'and 55 percent. 
During the tax year the taxpayers pay taxes on account of the 
final tax or by means of a withholding, as follows: - withholding on salaries and 

for the rendering of dependent 
personal services ........................ progressive scale ranging 

between 3.1 and 55 percent — fees and compensations for 
rendering of independent 
personal services ........................ fixed rates and 20 percent 

as a general rate — real estate rentals ........................ idem — capital gains ............................... general scale, on 30 or 40 
percent of the gains de- 
pending on the cases — acquisition of assets (donations, 

etc.) ........................................... 20 percent on the gross — profits of business enterprise ...... tax on corporate income — dividends and distributions 
of profits .................................... the recipients can credit 

certain percentages on a 
part of the tax paid by the 
company — interest ...................................... 21 percent on the gross as 
a final tax and a provision- 

“ a1 15 percent in respect of 
residents holding nomi- 
native securities 

II. BINDING CRITERIA 

(a) The following taxpayers pay tax on world-wide income: - individuals and legal entities of Mexican nationality; — foreign individuals resident in Mexico and legal enti- 
ties of foreign nationality established in the country; - agencies and branches of foreign companies estab- 
lished in Mexico. 

(b) The following taxpayers pay tax only on income of Mexi- 
can source: — foreign individuals resident abroad and legal entities 

of foreign nationality incorporated and established 
abroad. 
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In general, income is deemed Mexican source when it is obtained 
from persons resident in the country. In the case of transfer of 
shares, bonds, certificates of financial institutions, loans. mort- 
gage bonds, and certificates of participation (mutual funds) it is 
deemed to be Mexican-source when the securities have been 
issued in Mexico. 
In the case of compensation paid to members of Boards of 
Directors and similar bodies, it is deemed to be Mexican-source 
when these compensations are paid in the country or abroad by 
resident companies. 
In the case of interest derived from transactions with registered 
foreign financial institutions, the source is deemed to be located 
abroad when that interest is paid by financial institutions or by 
branches of foreign banks authorized to carry out business in 
Mexico. 
In all the previous cases, when it is foreign-source income, the 
taxpayer can credit against the Mexican tax the tax paid abroad 
but up to the, limit of the tax that would have been paid in 
Mexico. For these purposes tax exemptions granted abroad are 
included in the credit against Mexican tax as if they had been 
paid (tax sparing). 

Ill. DEDUCTIBLE EXPENSES 

In determining the net taxable income of companies, it is possible 
to deduct the necessary expenses connected with the business, 
provided they are in reasonable proportion with the transactions 
of the taxpayer. 
In the case of payments for technical assistance to persons resi- 
dent abroad, it must be proved to the Tax Administration that 
the services are rendered directly and not through third parties, 
that the services are actually provided and that the contract is 

duly registered in the “Registro Nacional de 'I‘ransferencia de 
Tecnologfa”. 
Legal entities of foreign nationality resident abroad that carry out 
business occasionally in the country must account for the taxable 
profit in respect of each operation by deducting from the gross 
income the cost and the necessary expenses incurred in the 
operation. In these cases, the purchaser has to withhold provision- 
ally 20 percent of the total proceeds but the Tax Administration 
is empowered to authorize a lower withholding based on a justi- 
fied petition of the seller. 

NICARAGUA 
l. TAX STRUCTURE 
The total net income obtained in the tax year by individuals and 
legal entities is subject to tax. For these purposes a scale based on 
progressive rates is applied to both individuals and legal entities, 
ranging between 6 and 50 percent but in no case may the total 
payable exceed 40 percent of taxable income. In the case of legal 
entities, only the entity is subject to tax and therefore the 
partners or shareholders do not include in their tax return divi- 
dends and profits received; neither is a withholding tax applied to 
such income whether paid to beneficiaries domiciled in the coun- 
try or abroad. 

ll. BINDING CRITERIA 

The tax is applied only to incomeof Nicaraguan source which is 
income derived from assets located in the country, services ren- 
dered in the territory or business carried out or producing effects 
in the Republic, whatever the place of payment of the income 
may be. 
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Profits derived from the export of goods produced, manufac- 
tured, processed or bought in the country are of Nicaraguan 
source. 

Any remittance abroad of goods produced, manufactured, pro- 
cessed or bought in the country, done through subsidiaries, 
branches, representatives, purchase agents or other intermediaries 
of individuals or foreign legal entities, is considered to be an 
export. 
Profits obtained by foreign exporters, by merely introducing the 
goods into the Republic, are of foreign source. However, when 
the sale price is higher than the Wholesale price in the place of 
origin of the merchandise, plus transport and insurance costs, it 
will be deemed, except if proved to the contrary, that the parties 
involved are economically connected, the difference being consi- 
dered income of Nicaraguan source and both parties are jointly 
liable for the payment of the tax. 

III. DEDUCTIBLE EXPENSES 

All the expenses effectively paid and necessary or proper for the 
production or for the maintenance of the source of income 
are deductible. However, the law establishes that the amounts 
paid or credited to persons not domiciled in Nicaragua will not be 
deductible, unless the payer has withheld and paid the corre- 
sponding tax. 

' PANAMA 
I. TAX STRUCTURE 
A general tax is applicable on the income of individuals and legal 
entities. The progressive scale for legal entities ranges between 20 
and 50 percent, and in the case of individuals, between 2.5 and 
56 percent. In the case of legal entities only the entity is subject 
to tax and the partners or shareholders do not have to include 
dividends or profit participations in their tax return. However, 
the distributions, whether to beneficiaries domiciled or not in the 
country, are subject to a final withholding tax of 10 percent. 
Remittances abroad of other Panamanian-source income are sub- 

‘ 

ject to the progressive scale of rates for individual(for individuals 
or legal entities as the case may be) on: — 100 percent of payments for personal services; — 50 percent of royalties, rentals and any other payments. 

II. BINDING CRITERIA 

The tax is applied on the total net annual income of Panamanian 
source, notwithstanding the nationality, domicile or residence o 
the taxpayer or the place of entering into the contract, including 
inter alia, income derived from real estate located in the country 
profits produced by assets, capital, securities or rights situated 
invested or economically utilized in the Republic and thos 
originated by civil, commercial, industrial or similar activities an 
for the exercise of any profession and for the performance of an 
service within the territory. However, income derived from th 
following is not deemed to be of Panamanian source: 
— invoicing for a higher value than that invoiced to Panama fro 

an office established in Panama for the sale of merchandise 
provided that such merchandise does not enter into Panama — directing, from an office established in Panama, transactions t 

be implemented or which have effect abroad; — distributing dividends or profit participations from legal enti 
ties, when such distributions do not derive from income 0 
Panamanian source;
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4-, 
— interest, financial commissions and the like, derived from loans 

and financial transactions carried out with legal entities, inde- 
pendently of the place of domicile or incorporation, provided 
that those entities receive or accrue only income of foreign 
source. 

Income derived from exports, carried out by companies estab- 
lished in Free Zones within the Republic, has a special treatment 
and is exempted from the 10 percent tax on dividends and profits 
distributed by such companies provided it proceeds from export 
transactions.

' 

III. DEDUCTIBLE EXPENSES 
As a general rule, all the expenses incurred for the production of 
the income or for the maintenance of the source of income are 
deductible. As regards expenses incurred abroad, they are deduc- 
tible if it is proved that they were-actually incurred and fulfill the 
previously mentioned rule. 

PARAGUAY 
I. 

' 

TAXSTRUCTU‘RE 
Tax is applied on the total net income obtained by taxpayers. 
There is a progressive scale ranging between 5 and 30 percent in 
the case of individuals, and between 25 and 30 percent in the case 
of legal entities. 
As a general rule, income from personal services and from agricul- 
tural activities is not subject (in the latter case a substitutive tax 
on the transfer of cattle is applicable). Neither is a tax applied on 
the distribution of dividends or profits to beneficiaries domiciled 
in the country. 

ll. BINDING CRITERIA 
The tax is applied only on income of Paraguayan source. 
When any income of Paraguayan source is paid or credited to 
persons not domiciled in the country, a withholding tax will be 
applied as an only and final tax at the following rates: 
(1) Dividends and profits, 10 percent on the gross amount. 

However, dividends and profits reinvested in enterprises of 
the country are exempted from this tax. 

(2) Compensation or salaries of members of Boards of Direc- 
tors or similar bodies acting abroad, 30 percent on the total 
gross payments. 

(3) Fees, commissions, interest, rentals and any other income 
not mentioned under (1) and (2), 30 percent on 85 percent 
of the gross amount (on 90 percent in the case of royalties). 

Domicile 

For the purposes of withholding, persons will be considered 
domiciled in the country in the following cases: 
— individuals whether nationals or foreigners who have stayed in 

Paraguay more than 180 days, continuously or not, during the 
tax year or in the last 12 months; — branches, agencies, subsidiaries, correspondent agencies and 
any other form of representation in Paraguay of individuals or 
legal entities not domiciled in the country, if they are regis- 
tered with the Tax Administration; — legal entities incorporated in Paraguay with the sole exception 
of their agencies or branches established abroad. 
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Ill. DEDUCTIBLE EXPENSES 
All expenses and payments made abroad, duly justified and 
approved by the Tax Administration, may be deducted from 
gross income if they are connected with the activity of the 
taxpayer provided they do not exceed 5 percent of the annual 
taxable income. 
In the case of interest remitted abroad, payments made to the 
head office are not a deductible expense. 
Enterprises or legal entities are subject to tax on all income of 
Paraguayan source. The Tax Administration will assess the tax— 
able income of branches, agencies and subsidiaries'of foreign 
enterprises on the basis of separate accounting records but they 
are empowered to introduce the necessary corrections to deter- 
mine the actual results of Paraguayan source. In the absence of 
sufficient accounting records or when these do not show accu- 
rately the net profit of Paraguayan source, the Tax Administra- 
tion may consider that the subsidiary or the branch and the head 
office constitute one economic unit in order to assess the net 
income. 

PERU 
I. TAX STRUCTURE 
The total net income obtained by the taxpayer is subject to tax. 
In the case of individuals a progressive scale is applicable, the 
rates ranging between 5 and 65 percent. In the case of legal 
entities the progressive scale ranges between 20 and 55 percent. 
The tax applicable on individuals domiciled in the country cannot 
exceed 40 percent on taxable income from dividends. As a 
general rule, legal entities have to withhold 25 percent on divi- 
dends distributed to beneficiaries in the country. The share- 
holders compute the dividends in their tax returns and take as a 
credit against the final tax the 25 percent withheld. 
Individuals not domiciled in the country are subject to the 
following rates: 
— dividends .................................................................. 30 percent — profits of branches and agencies in the country available for 

remittance abroad .................................................... 30 percent — compensation for personal services rendered in the country 
(the general progressive rates for individuals are applicable) ...... - compensation for personal services rendered abroad and other 
income .................................................................... 40 percent 

Legal entities not domiciled in the country are subject to the 
following rates: 
- dividends, general rate .............................................. 40 percent — profits of branches available for remittance abroad .. 30 percent - interest ..................................................................... 10 percent 

(However, tax at the rate of 40 percent is applicable in the 
case of enterprises economically connected.) - royalties . 

(They are subject to the progressive scale of rates applicable to 
legal entities, plus a 30 percént tax on the income available for 
remittance abroad.) 

ll. BINDING CRITERIA 
Persons domiciled in the country are subject to tax on a world- 
wide basis. Persons not domiciled in the country are subject only 
on income of Peruvian source. 

Income of Peruvian source 

In general and whatever the nationality or domicile of the parties 
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to the transaction and the place of agreement or fulfillment of 
the contract, income will be considered of Peruvian source on: 
(a) profits derived from properties located in the territory; 
(b) profits derived from capital, assets or rights located or 

econflzjmically placed in the country; and 
(c) profits derived from personal services and from civil and 

commercial activities of any nature carried out in the terri- 
tory. 

In addition, the law also considers as income of Peruvian source: 
(a) interest derived from loans granted abroad to individuals or 

legal entities domiciled in Peru, even though the payment 
of the interest or the amortization of the capital is made 
abroad (for the application of this provision it does not 
matter where the contract is entered into); 

(b) interest from loans guaranteed in rem when the assets 
guaranteeing the transaction are located in the country; 

'(c) interest from bonds, when the issuing entity is domiciled 
in the country wherever the bonds may be issued or the 
assets guaranteeing the transaction are located; 

(d) salaries or any kind of compensation paid by enterprises 
domiciled or incorporated in the country to members of 
Boards of Directors or similar bodies acting abroad; 

(e) fees or compensation for technical advice or similar assist- 
ance provided from abroad to individuals and legal entities 
domiciled in the country; however, fees and compensation 
for technical, economic, financial or similar assistance pro- 
vided from abroad by governmental entities or international 
or financial institutions are not subject to tax. 
According to the general rule, compensation for personal 
services fully rendered abroad is not considered income of 
Peruvian source, and therefore the respective payments are 
not subject to withholding. 
The cases mentioned under (d) and (e) above are exceptions 
to this provision. We would point out that the expression 
“similar assistance” in paragraph (e) does not refer to the 
compensation. That is, the provision does not affect any 
payment for services rendered abroad but only technical 
assistance or the like. This has been confirmed by regula- 
tions when they point out indirectly that the assistance can 
be of an economic or financial nature. ‘ 

Activities rendered partially in the country and partially abroad 

There is a presumption “juris et de jure” that is not rebuttable 
that net profits obtained by taxpayers domiciled abroad, for 
activities carried out partially in the country and partially abroad, 
are arrived at by deducting from the gross profits the percentages 
established by law. When the activities are carried out by tax- 
payers domiciled in the country it is presumed “juris et de jure” 
that the income obtained is all of Peruvian source, except in the 
case of branches and agencies of foreign enterprises whose profits 
will be determined according to the rules already mentioned. 
The previous provisions include transport and communication 
activities between the Republic and other countries, providing of 
news by international agencies, insurance, reinsurance and retro- 
cession transactions, and the rental or any other form of exploita- 
tion of films, magnetophonic tapes, master copies and other 
equipment used for projecting or reproducing images and sounds. 
Taxpayers domiciled in the country will add the profits and losses 
of Peruvian source obtained from different activities. They will 
treat foreign-source profits in the same’ way, but only if such 
transactions abroad give a positive result will they be added to the 
net income of Peruvian source. Net losses of foreign source 
cannot be set off for purposes of determining the taxable income. 
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Ill. DEDUCTIBLE EXPENSES 
The following principles apply as regards deductible expenses: 
(a) As a general rule all expenses necessary for the production 

or maintenance of the source of income of the business or 
activity subject to tax are deductible, unless there is an 
express prohibition by law. 

(b) Royalties are defined as any compensation in cash or in 
kind derived from the transfer of ownership, use of mov- 
ables or for the transfer of rights, whether definitive or 
temporary, when the amount is established in relation to 
production, sale, exploitation or any other units used as 
reference. Royalties, fees and other compensation for assist- 
ance, directing or for services rendered abroad can be 
deducted. As regards fees and other compensation for as- 
sistance, the deduction is admissible provided that the pay- 
ments do not exceed 1 percent of income or 3 percent of 
the amounts invested; however, in special cases higher per- 
centages may be accepted. Beneficiaries of royalties domi- 
ciled abroad who habitually perform research and incur 
expenses to obtain assets which can produce such royalties 
can deduct 5 percent from the gross royalties. 

(c) As regards expenses incurred abroad it is presumed, unless 
it can be proved to the contrary, that such expenses have 
been incurred for the production of income of foreign 
source. . 

(d) Commissions originated abroad for purchase or sale of 
merchandise or any kind of goods can be deducted but only 
up to the percentage usually paid for such commissions in 
the country where they originate. 

(e) Interest paid to foreign entities economically connected 
with the debtor as a general rule is not deductible in the 
amount that the rate exceeds the limits established by 
regulations in relation to the type of transaction, nor is 

interest on credits or loans deductible if it exceeds four 
times the paid-up capital of the debtor. 

URUGUAY 
I. TAX STRUCTURE 
The “Impuesto a las Rentas de la Industria y el Comercio” i 

applied on profits derived from industrial, commercial and simila 
activities carried out by individuals and legal entities. Individual 
are not subject in general to income tax except when they obtai 
profits from commercial, industrial or similar activities, produce 
by the joint utilization of capital and personal services in norma 
profitable activities. The rate of the tax is 25 percent. 
In addition, individuals and legal entities domiciled abroad ar 
taxed on rentals, transfer of ownership or the use of trademark 
and patents, payments for technical assistance rendered abroa 
and distributions of profits of companies and branches remitte 
abroad, except dividends. Profitsobtained in Uruguay by person 
resident abroad are subject to No cumulative taxes: 
— 25 percent; — 20 percent on profits remitted abroad. 
A wealth tax is also applicable on individuals and legal entities. 

II. BINDING CRITERIA 

Only income of Uruguayan source is taxed, i.e. income derive 
from activities carried out in Uruguay, from assets situated 0 
rights utilized in the country, whatever the nationality, domicil 
or residence of the parties intervening in the transactions or th
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tlace of entering into the contract. As an exception, payments 
or technical assistance rendered abroad are also taxed. 
ks regards withholding applicable to income remitted abroad, the 
ules are as follows: 
- rentals, transfer of ownership or of the use of trademarks, 

patents, models, secret formulae or processes, exclusive infor- 
mation or technical assistance, 25 percent on the gross income; 

- profits of commercial enterprises, 25 percent plus 20 percent 
on the income remitted abroad; 

- other income, 25 percent on 30 percent of the income. 

ll. DEDUCTIBLE EXPENSES 
The following rules apply to deductible expenses: 
a) As a general principle, all necessary expenses for producing 

and maintaining the income are admissible if duly justified. 
b) Expenses incurred abroad are deductible as long as they are 

necessary to obtain the income of Uruguayan source, pro- 
viding the amounts are judged reasonable by the Tax Ad- 
ministration. 

c) Net income of Uruguayan source of branches or agencies of 
foreign entities is determined on the basis of separate ac- 
counting records, the Tax Administration being authorized 
to introduce the necessary corrections to appraise the ac- 
tual profits of such establishments. When the accounting 
records do not accurately reflect the net profits of Uru- 
guayan source, the Tax Administration will determine the 
taxable income on the basis of the volume of business and 
adequate indices for these purposes. ‘ 

The Tax Administration is empowered to request the neces- 
sary details or statements, duly certified, which may be 
necessary to clarify commercial relations between the local 
entity and the foreign head office and to determine recipro- 
cal purchase and sale prices, values of fixed assets and other 
data which could be considered necessary. 

1) Expenses incurred by the head office to produce and main- 
tain income of Uruguayan source are always accepted pro- 
vided that their origin and nature are duly proved. For 
these purposes it will be necessary to file documentation 
certified by independent auditors of the country of origin, 
duly translated and legalized, certifying the amounts and 
including a breakdown of the ratio of expenses between the 
different agencies and branches and the head office, in 
order to appraise the amount incurred for the production 
of income of Uruguayan source. The above-mentioned cer- 
tificate must establish that expenses attributed to the 
branch in Uruguay have not been deducted in any other 
foreign tax assessment. 

a) The deduction for interest paid or credited cannot exceed 
the rate applicable by the Central Bank according to Law 
14,095 of November 7, 1972. In the case of interest on 
loans granted abroad, the rate will also be limited to the 
current rate used in the borrower’s market. 

IENEZUELA 

TAX STRUCTURE 
)ifferent progressive rates of tax are applied on legal entities and 
)int ownerships on one hand and individuals on the other. 
udditional taxes are applied to taxpayers obtaining profits de- 
ved from extractive, mining and hydrocarbon industries, and 
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there is a 32 percent tax on occasional gains derived from lottery 
premiums, race courses and such. 
Applicable rates are as follows: 

1. Mining 

Enterprises devoted to the exploitation of mines and connect- 
ed activities, such as refining, purchase and transport, are 
taxed at a rate of 60 percent on the profits obtained. 

2. Hydrocarbon enterprises 

Enterprises devoted to the exploitation of hydrocarbons and 
connected activities such as refining, transport or acquisition 
of hydrocarbons and their derivative products for export pur- 
poses pay tax at the rate of 67.7 percent. 

3. Individuals 

The total annual income of individuals carrying out any activi- 
ty other than mining is taxed at a progressive rate scale 
between 4.5 and 45 percent. 

In the case of individuals not resident in the country, the tax 
applicable is as follows: 

— compensation derived from dependent services ........ 20 percent — professional fees derived from independent non-commercial 
services ..................................................................... 30 percent 

#- dividends distributed, including stock dividends ....... 20 percent 

f1. Corporations 

Corporations carrying out any activity other than mining and 
hydrocarbon exploitation are taxed at progressive rates 
between 18 and 50 percent. 

5. Special tax rates 

They are applied in the following cases: 
— limited liability companies; — interest from loans granted by foreign financial institutions 

not domiciled in the country is taxed at the rate of 10 
percent; — lottery prizes, racecourse winnings and similar gains, ob- 
tained by any person or joint ownership, are taxed at the 
rate of 32 percent, which can be reduced in certain cases to 
16 percent. 

Dividends are taxed on distribution by a withholding of 7 peréent 
and then incorporated in the personal tax return; on the other 
hand, dividends distributed to foreign persons are taxed by means 
of a final withholding of 20 percent and the same tax is applic- 
able in general to any remittance of profits abroad made by 
branches to their head offices. 

ll. BINDING CRITERIA 
The tax is applied on income of Venezuelan source, that is, on 
profits derived from economic activities carried out in the coun- 
try or assets situated in the territory. 
Profits are those arising from econmic activities performed in 
Venezuela or from assets situated in the country, when any of the 
factors giving rise to the income occurs within the national 
territory, whether these refer to the exploitation of the soil or of 
the sub-soil, the transfer, exchange or ceding of the use or 
possession of movables or inmovables, tangibles or intangibles, or 
services rendered by persons domiciled, resident or transitorily in 
Venezuela, as well as compensation, fees or payments for techni- 
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cal assistance or technological services utilized within the coun- 
try.

. 

Official activities abroad of public servants of the National Ad- 
ministration, States or municipalities, as well as representatives of 
autonomous official bodies or from State enterprises to whom 
functions or research are entrusted outside the country, are 
deemed to be performed within the territory provided that the 
respective income is_exempted in the place of accrual. 
The Executive is empowered to exempt‘fromjhe tax, inter alia, 
fees, salaries and other compensation paid to technicians or experts 
sent by foreign non-profitable institutions or foundations to 
render technical assistance in relation to projects previously ap- 
proved by the National Government, as well as compensation and 
similar payments for technical assistance or technological services 
utilized in the country for the benefit of the public or private 
sector. However, income subject to tax abroad will only be 
exempted in the country as long as it means an effective advan- 
tage to the taxpayer. 
— Income obtained by taxpayers rendering technical assistance 

or technological services from abroad to persons or joint 
ownerships that utilize them in the country or transfer them to 
third parties will be taxed at a percentage determined by 
regulations, whatever the method of payment or denomination 
may be. The percentage will be fixed taking into account the 
nature and complexity of the technical process contributed. 
When, as agreed by the parties, the income is derived from 
technical activities developed partly abroad and partly in the 
country, the Venezuelan-source income will be deemed, on the 
basis of the percentage fixed by Regulations, and this will be 
taxed after deducting costs and expenses permitted by Law. 

— Net profits of taxpayers importing to the country merchandise 
on consignment will be 25 percent of gross receipts. These 
receipts will be based on the proceeds of the sales in Vene- 
zuela. 

— Net profits of taxpayers not resident or domiciled in the 
country derived from professional non-commercial activities 
will be based on 90 percent of gross receipts. 

— The transportation expenses of exported merchandise up to 
the .foreign port of destination will be deductible, when the 
taxpayer computes as gross income the effective price of the 
exported merchandise in the foreign port of destination. 

— In the case of exports of goods manufactured in the country 
or the rendering of services abroad of Venezuelan source, all 
the normal and necessary expenses incurred abroad with refer- 
ence to these exports or activities may be deducted, such as 
travelling expenses, advertising, office expenses, exhibitions or 
fairs, including the transportation of the goods to be exhibited 
in such events. 

Ill. DEDUCTIBLE EXPENSES 
For determining profits the law allows the deduction from gross 
income', as a general rule, of all the normal and necessary ex- 
penses incurred in the country. 
Among the deductions accepted, royalties and similar payments 
are allowed, as well as compensation, fees and similar payments 
'for technical assistance or technological services utilized within 
the country; for this purpose the withholding will be applied on 
90 percent of the respective payments. 
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B. GENERAL CONCLUSIONS ON THE STRUC- 
TURE OF INCOME TAX IN 18 LATIN AMERI- 
CAN COUNTRIES 

B.1. Conclusions concerning the structure of income tax effec- 
tive in 18 Latin American countries 

Table 1, on the tax structure of 18 Latin American countries, 
gives rise to the following conclusions: 
1. There are 14 countries applying a tax on the income o 

taxpayers (basically individuals and legal entities). Among 
them, there is one country (Paraguay) in which the major 
part of income derived from personal services and from 
agriculture is not subject. El Salvador applies, in addition, 
taxes on capitalized profits or on retained earnings o 
corporations. 

2. There are three countries (Chile, the Dominican Republic 
and Ecuador) maintaining a mixed system, under which a 
schedular tax is applied on certain categories of income and 
then a progressive surtax on the total income of individuals. 

3. There is one country (Uruguay) that does not apply income 
tax on individuals, except if they carry out commercial o 
industrial activities employing jointly capital and personal 
services. However, a tax is applied on the potential income 
of land (agriculture). 

4. Eleven of the 14 countries mentioned above apply a global 
tax, with different rates on both legal entities and indi- 
viduals, whilst in only three countries (Guatemala, Hondu 
ras and Nicaragua) is there a common progressive scale 
applicable to both taxpayers. 

5. According to Table 2, there are seven countries applying 
flat rate on companies, whilst the remaining 11 countrie 
apply progressive rates. 

6. Among the 18 countries under study, it can be seen that: — four countries (Guatemala, Nicaragua, Paraguay an 
Uruguay) tax only profits of the entity withou 
taxing distributed dividends. Among them, there ar 
two countries (Nicaragua and Uruguay) that also d 
not tax dividends remitted abroad (see Table 3); — two countries (Chile and Mexico) tax the profit o 
the entity and not dividends distributed but it i 

obligatory to include them in the total income of th 
beneficiary and a credit is granted for the tax alread 
paid by the company. In addition, Chile also does no 
apply tax on dividends remitted abroad (see Table 3) - the other countries apply the traditional system o 
taxing at the same time the profit of the entity an 
the distributed dividends under various methods of 
provisional or final withholding. 

7. There are six countries applying different types of wealt 
tax (Argentina, Colombia, Costa Rica, El Salvador, Per 
and Uruguay). 

B.2. Conclusions concerning the binding criteria applied b 
Latin Ar'nerican countries 

According to Table 4: 
1. All the countries concerned, without exception, tax th 

income obtained in the country by individuals or lega 
entities, domiciled or incorporated in the country. 

2. All the counti'ies concerned tax the income of nationa 
source in the case of individuals or legal entities domicile 
or incorporated abroad; among them, Mexico also taxes th
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income obtained by Mexicans wherever the income may be 
obtained. 

There are five countries (Colombia, Chile, Honduras, 
Mexico, and Peru) that basically apply the world-wide in- 
come principle to taxpayers (legal entities and individuals) 
domiciled or resident in the country (in other words, to 
these taxpayers they apply in addition to the source princi- 
ple the domicile principle); on the other hand, Mexico 
applies additionally the nationality principle and taxes 
Mexican taxpayers domiciled abroad within certain limits. 
As a general rule, Mexico follows the principle of the source 
of payment as a criterion to establish the Mexican source of 
income. 
There are two countries (Brazil and El Salvador) that apply 
the world-wide income criteria only in respect of individual 
taxpayers domiciled in the country. 
All the previously mentioned seven countries that apply the 
world-wide income criteria, except Honduras, have regula- 
tions for taking the tax paid abroad as a credit against the 
tax to be paid in the country and there is also one country - Mexico — which accepts the credit of the tax exempted 
abroad (tax sparing) except in the case of capital gains tax. 

The remaining 11 countries basically apply the source prin- 
ciple or territoriality and some special circumstances can be 
noted: 

(a) Uruguay only taxes income of individuals when de- 
rived from industrial, commercial or similar activities, 
whilst Paraguay does not tax, in general, income from 
personal or professional services even if they are de- 
pendent services, or agricultural income. 

(b) Some countries (Argentina, Bolivia, the Dominican 
Republic and Guatemala for instance) tax occasional 
profits obtained abroad by persons domiciled in the 
country. 

(c) Some countries (Argentina, Bolivia, the Dominican 
Republic, Honduras and Nicaragua, for instance) reg- 
ulate or limit the concept of foreign source in the 
case'of imports, with the purpose of protecting the 
tax interests of the country. 

(d) Various countries (Argentina, Bolivia, Colombia, 
Ecuador, Honduras, Costa Rica, Guatemala, Uruguay 
and Peru, for instance) consider as national source 
income payments for technical assistance provided 
from abroad (principle of payments source). 

(e) Some countries (Bolivia, Costa Rica, Mexico, Para- 
guay and Peru, for instance) consider as national- 
source income compensation paid to members of 
Boards of Directors resident abroad, and in the case 
of Bolivia, also interest paid to persons domiciled 
abroad. 

(f) In the case of Ecuador, income obtained in the coun- 
try by petsons who have stayed less than six months 
in the country is not considered to be of national 
source and if they have stayed between six months 
and one year only 80 percent of the income is consi- 
dered of Ecuadorian source. In addition, the income 
obtained by foreigners domiciled in Ecuador in re- 
spect of compensation paid from abroad by foreign 
bodies or enterprises is considered to be income of 
Ecuadorian source. 

(g) Panama adheres to a strict concept of income that is 
limited or restricted in certain special cases. 

(h) In practice all the countries concerned exempt the 
income obtained in the country by foreign diplomats 
derived from the exercise of their official function. In 
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the majority of the cases reciprocity is required. 
(1) In order to determine income of national source of 

agencies and branches of foreign enterprises, Argen- 
tina, Bolivia, Chile, Guatemala, Paraguay and Uru- 
guay, for instance, require the maintenance of sepa- 
rate accounting records. 

(j) The concept of “permanent establishment” is applied 
to enterprises domiciled abroad, in the case of Chile 
and Ecuador, for instance. 

Regarding this particular matter, one must remember that the 
member countries of the Cartagena Agreement, commonly 
known as the Andean Pact (at present: Bolivia, Colombia, 
Ecuador, Peru and Venezuela) approved, in 1971, Decision No. 
40, under which Model Conventions to avoid double taxation on 
income and wealth taxes were approved, among the member 
countries and in relation to countries outside the Region. 
The Agreement has been ratified by all the member countries and 
became fully effective as from January 1, 1979. 
The Agreementadmits, as a general principle, taxation at source, 
which has been covered in Article 4 as follows: “Independent of 
the nationality or domicile of persons, income of any nature 
obtained by them will only be taxed in the member country in 
which such income has its productive source, except in the 
exceptional cases foreseen in this Agreement.” 
In the following provisions the concept of productive source is 
determined for different types of income and certain exceptions 
are made under which persons domiciled in a member country are 
not taxed on: 
— income derived from the rendering of personal services or from 

the exercise of professional activities and technical assistance 
in other Contracting States of the Andean Pact; 

— income such as dividends, interest, royalties and rentals from 
other Contracting States of the Andean Pact. 

In the same way, it is established that transport enterprises of one 
Contracting State are not subject in any other Contracting State. 
As regards taxation criteria, it must be pointed out that in the 
Latin American area ample doctrine has been produced by the 
Latin American Tax Institute and by the group of experts of the 
Latin American Association of Free Trade (ALALC). In both 
cases, the prevailing tendency has been to claim the right to apply 
the jurisdictional criterion of the territorial source as taxation 
criterion, which fits more with the reality of international busi- 
ness and with the sovereignty principle. In this respect, the 
member countries of ALALC (Argentina, Bolivia, Brazil, Chile, 
Colombia, Ecuador, Mexico, Paraguay, Peru, Uruguay and Vene- 
zuela) have agreed at the expert level and as a recommendation, 
on a set of provisions or guides to orient the eventual negotiation 
of tax treaties among the member countries and among them and 
other countries. The recommendation, which is not yet obligato- 
ry and has not been approved officially by the Governments of 
member countries, follows substantially the rules established in 
the Andean Pact Models, containing, however, certain innovations 
in order to make the application of the source» principle more 
flexible. ' 

8.3. Conclusions concerning deductible expenses 

As a general rule, all the pertinent legislation admits the deduc- 
tion of expenses incurred, duly supported, necessary to produce 
or to maintain the source. There are, however, certain provisions 
which are worthwhile to cite in relation to‘expenses incurred 
abroad and to certain types of remittances abroad which are as 
follows: 

1. It is deemed that expenses incurred abroad are made for the 
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production of income of foreign source (Argentina, Bolivia, 
Brazil, the Dominican Republic and Peru), but this assump- 
tion is not absolute and admits proof to the contrary. In all 
the other cases, deduction of such expenses is allowed, as a 
general rule, if they fulfill the general principle of “neces- 
sity” and the quantitative limits established in certain legis- 
lations (for example, Colombia, El Salvador, Paraguay and 
Peru). 

2. Expenses for royalties and technological transfers are de- 
ductible if they fulfill the various express requisites in the 
case of Argentina, Brazil, Guatemala and Mexico. The pay- 
ment of royalties from branches to the head office is not 
allowed by Brazil. There is wide scope for the payment of 
these items in the case of Bolivia, Chile, Costa Rica, Hondu- 
ras, Nicaragua, Panama, Uruguay and Venezuela. 

As regards deductible expenses, it may be added as a matter of 
interest that the member countries of the Cartagena Agreement 
(Bolivia, Colombia, Ecuador, Peru and Venezuela) approved in 
1970 Decision No. 24 which establishes a common regime for the 
treatment of foreign capital and for trademarks, patents, licenses 
and royalties, determining, inter alia, that: 

“Article 2 - All foreign investors that want to invest in any 
of the Contracting States have to file an application before 
the competent national body, which, based on a prior 
evaluation, will authorize it if it complies with the priorities 
of development of the recipient country. The application 
must observe guidelines contained in Annex 1 of the re- 
gime. The Commission, at the request of the ‘Junta’, can 
approve common criteria for the evaluation of foreign in- 
vestment in the member countries. 
Article 5 -— All direct foreign investment will be registered 
with the competent national body together with the Agree- 
ment determining the conditions of the authorization. The 
amount of the investment will be registered in freely con- 
vertible currency. 
Article 14 — External loans réquire prior authorization 
from the competent body and must be registered with 
them. 
Global limits of external borrowing may be authorized for 
specific periods. Loan contracts within such global limits 
must be registered before the competent body. 
Article 16 — Remittances by enterprises in payment of the 
principal and interest of external credit, will be authorized 
based on the terms of the registered contract. 
In the case of contracts for external credit between subsi- 
diaries and their parent or with other subsidiaries, the 
effective annual rate of interest cannot exceed by more 
than three points the rate-of interest effective for blue chip 
securities in the financial market of the country of origin of 
the currency in which the transaction has been registered. 
For contracts for external credit other than those already 
mentioned, the effective rate of interest payable by enter- 
prises will be determined by the competent national body, 
the rate having to be closely related with the rate prevailing 
in the financial market of the country where the financing 
has been obtained. '

I 

For the purposes of this Article, the effective interest will 
be the total cost payable by the debtor for the utilization 
of the loan, including commissions and any kind of expen- 

Article 18 — All contracts for import of technology and for 
patents or trademarks must be examined and submitted for 
the approval of the competent body of the respective 
member country, which body must evaluate the effective 
contribution of the imported technology by estimating the 
probable profits, the price of the goods incorporating such 
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technology and other specific methods for quantifying the 
effects of the imported technology. 
Article 21 — Intangible technological contributions give the 
right to the payment of royalties, if previously authorized 
by the competent national body, but they cannot be con- 
tributed as capital. 
When these contributions are provided to the enterprise by 
its parent or by other subsidiaries of the same parent, 
payments of royalties will not be authorized and deduction 
for tax purposes will not be allowed. ............................................... 
Article 45 — The capital of corporations must be represent- 
ed by nominative shares. 
The bearer shares existing at present shall be converted into 
nominative shares within a term of one year as from when 
this regime becomes effective.” 

C. CONCLUSIONS CONCERNING THE TREAT- 
MENT OF INCOME DERIVED FROM INTER- 
NATIONAL ACTIVITIES 

The great majority of Latin American countries have established 
express provisions to determine the taxable income of enterprises 
domiciled or incorporated abroad and carrying out activities in 
each national territory. The well known cases are transport and 
communication enterprises, news agencies, insurance and rein- 
surance companies, and companies exhibiting or distributing cine- 
matographic films and the like. 
As mentioned when referring to the binding criteria, the great 
majority of the countries apply the tax on income of national 
source in the case of taxpayers domiciled abroad. In the case of 
enterprises devoted to international activities as those already 
mentioned, formulae have been established in each country to 
determine first the income of national source and then income 
subject to tax. Table No. 5 has been prepared on this basis, giving 
rise to the following conclusions: 
1. As regards transport enterprises and as may be seen from 

the summary in Table No. 6, there are six countries in 
which the taxable income can be determined on the basis o 
percentages of gross income from transportation between 
the country and another (however, in Uruguay and the 
Dominican Republic there is the option of proving the 
effective income). There are four countries where taxable 
income may be determined on the basis of percentages o 
operations or sales within the country and there are two 
countries which allow taxable income to be determined on 
the basis of percentages of operations between countrie 
(notwithstanding, Panama gives the option to determine th 
income on an effective basis). Finally, five countries author 
ize other formulae (basically on the basis of a proportion o 
world-wide income to local income). 

2. In the case of insurance, in practice all the countries take a 
national-source income the revenue from transactions cov 
ering risks in the country, while in various countries 
percentage of the income of national source is taken a 
taxable income. 

3. In the case of international news agencies and the exhibi 
ting and distributing of films, the gross amount received b 
the beneficiaries is taken as income of national source an 
the taxable income is fixed, also as a general rule, b 
applying percentages on such income (between 15 and 8 
percent depending on the country). 
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TABLE N0. 1 TABLE N0. 2 
Latin American countries and the type of tax applied Income tax rates applicable to companies 

incorporated in the country 
Type 

Country Global schedu/ar Observations Country Flat rate (%) Progressive rates (%) 
I 

Maximum Minimum 
Argentina x 
Bolivia x Argentina 33 
Brazil x Bolivia 30 
Chile x Brazil 35" 
Colombia x Chile 50 
Costa Rica x Co!ombia 40 
Dominican Rep. x Costa Rica 45 5 
Ecuadbr x Dominican Rep. 38 10 
El Salvador x Ecuador 20 
Guatemala x El Salvador 15 2.5 
Honduras x Guatemala 48 5 
Mexico x Honduras 4O 3 
Nicaragua x MEXiCO 42 5 

’ Panama x Nicaragua 50 6 
Paraguav x (Individual Panama 50 20 

tural income are, in gen- Paraguay 30 25 
eral, not taxed) Peru 55 20 

Peru x Uruguay 25 
Uruguay (Individual income is not Venezuela 50 18 

taxed; there is a tax only 
on industrial and commer— 
cial activities and special 
taxes on agricultural ac- 
tivities and others) 

Venezuela x 

TABLE NO. 3 
Tax on dividends and on profits remitted to head office 

or beneficiaries domiciled abroad 

Type 
Country Withholding Tax (%) Final Provisional Observations 

Argentina 17.50 x 
Bolivia 30 x 
Brazil 25 x 15 percent if profits are reinvested in 

industrial equipment. 
Chile Non—existent Companies or subsidiaries in the 

country are taxed at the rate of 40 per- 
cent; in additidn to the. 1st category 
of 10 percent and the 5 percent 
dwelling tax. 

Colombia 20 x 40 percent in certain cases and also 
a supplementary tax of 12 or 20 per- 
cent as a general rule. 

Costa Rica 15 x A credit is granted for the tax paid 
abroad. 

Dominican Rep. 18 x 
Ecuador 40 x 
El Salvador 28 x 
Guatemala 10 x 
Honduras 15 x 
Mexico 21 x 
Nicaragua Non-existent Profits of corporations only are taxed. 
Panama 10 x 
Paraguay 30 x 40 percent in the case of Iegal entities. 
Peru 40 x 30 percent in certain cases. 
Uruguay Non-existent Dividends are exempted. Profits dis- 

tributed by a branch or agency are 
subject to a 20 percent final tax. 

Venezuela 20 X 
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TABLE NO. 4 
Comparative summary of binding criteria applied 

by Latin American countries 

Coun tries 
Individuals domiciled 

in the country 
Legal entities 

incorpora ted in 
the coun try 

Argentina 
Bolivia 
Brazil 
Chile 
Colombia 
Costa Rica 
Dominican Rep, 
Ecuador 
El Salvador 
Guatemala 
Honduras 
Mexico 
Nicaragua 
Panama 
Paraguay 
Peru 
Uruguay 
Venezuela 

mmowmmgomomwwooomm 

mwommmoummmmmuommw 

Taxation of Income 

Taxation of Dividends, Interest, Royalties and 
Branch Profits 

Taxation of Capital 

Taxes on‘Goods, Services and Transactions: other taxes, 
duties etc. 

Tax Treaties (full texts in Enish) 

Bibliography 

Bi-Iingual Glossary (Eng/Span.) 

Codes: 
8 = 
D = 
N = 

Source criterion or territoriality 
Domicile criterion 
Nationality criterion 

TABLE NO. 5 

Further details and free samples from: 
INTERNATIONAL BUREAU OF 
FISCAL DOCUMENTATION 
Sarphatistraat 124 — PO. Box 20237 — 
1000 HE Amsterdam — the Netherlands 
Tel.: 020- 26 77 26 Telex: 13217 intax nl 

Determination of the source of income taxable in the case of companies engaged in 
international transport and communications, insurance, news, 

exhibiting and distributing films, not incorporated or 
domiciled in the country 

Notes: Sl (Determination of national-source income) 
Tl (Determination of taxable income) 

Transport and Insurance International news Exhibiting and 
Country communications agencies distributing films 

Argentina 8] Gross amounts between Gross income on trans- Gross income received, Price paid, Absolute 
Argentina and abroad. actions covering risks in Absolute presumpti0n_ presumption. 
Absolute presumption. the country. Absolute 

presumption. 

TI 10% of SI (15% in the Effective income with 10% of SI 50% of SI 
case of containers) deduction of expenses. 

Bolivia SI Gross amounts between Gross income on trans- Gross income received Price paid. Absolute 
Bolivia and abroad. actions covering risks in Absolute presumption. presumption. 
Absolute presumption. the country. Absolute 

presumption. 

TI 2% ofSl 2% ofSl 2% of SI 15% of SI 

'Braz‘il SI Gross income of Brazi- 
lian source‘ 

TI 20% or option of deter— 
mination on an effective 
basis. 
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Notes: SI (Determination of nationaIAsource income) 
TI (Determination of taxable income) 

Transport and Insurance International news Exhibiting and 
Country communications agencies distributing films 

Colombia SI Proportion of effective Price paid. 
income considering re» 
lationship between na- 
tional gross receipts and 
world—wide receipts. 

TI SI less expenses 60% of SI 

Costa Rica Administrative resolu- 
tions considering a 
percentage of world- 
wide income. 

Dominican Rep. SI Income between the Income on transactions Gross income 
Dominican Rep. and covering risks in the \received_ 
the other country country 

Tl Option between 10% Option between 10% of 15% of SI 
of SI or effective in- SI or effective income 
come 

Ecuador SI Total proceeds of sales Effective profit or based Effective profit in 
in the country through on coefficients provided the country through 
permanent establish— by the tax administration permanent establish» 
ments ment‘ 

TI 2% of SI 

El Salvador SI Proportion of world- Idem Idem Idem 
wide income based on 
gross receipts 

Tl SI less expenses SI less expenses SI less expenses SI less expenses 

Guatemala SI Gross amounts between Income on transactions Gross income 
Guatemala and abroad, covering risks in the received 

country 
TI 10% ofSI 80% of SI 

Honduras SI Proceeds from sales in Income on transactioné Gross income Gross income 
the country covering risks in the received 

country 
TI 20% ofSI 10% of SI 

Mexico SI Proportion between 
local and world-wide 
profits 

Nicaragua SI Income in the country Income on transactions Gross income 
covering risks in the received 
country 

Tl Between 5 and 10% of Between 2 and 10% 30% of SI 
SI according to the type of 

insurance 

Panama SI Gross income between Effective income on transA Gross income 
Panama andvthe other actions covering risks in received 
country and vice versa the country 

TI Option between 10% Effective income (re; 15, 50 or 75% of 
of SI or effective in- insurances are exemp- SI depending on 
come ted) the case ' 
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Notes: SI (Determination of national—source income) 
Tl (Determination of taxable income) 

Transport and Insurance International news Exhibiting and 
Country communications agencies distributing films 

Paraguay SI lricome on contracts Income on transactions Gross income 
in the country covering risks in the received 

. 

country 

TI 10% ofSI 10% ofSl (8% on re— 60% of SI 
insurance) 

Peru SI Income between Peru Gross income received Gross income 
and the other country received 

Tl Between 1 and 5% of 10% of SI 20% of SI 
SI , depending on the 
case 

Uruguay SI Income on transactions Income on transactions Gross income received Gross income 
between Uruguay and cdvering risks in the received 
the other country country 

TI Option between 10% Option between 2 and Option between 10% Option between 
of SI or effective in- 10% of SI per type of of SI or effective in— 30% of SI or effec- 
come insurance or effective come tive income 

income 

Venezuela SI 50% of gross receipts Income on transactions Gross income received Gross income 
between Venezuela and covering risks in the received 
abroad and vice versa country 

Ti 10% ofSl 30% ofSI 15% ofSI 25% of SI 

TABLE N0. 6 
Summary of the application of income tax on international 

transport enterprises 

Taxable income determined (percentage) 
From the country to From the country to From sales in the v Effective taxable income 

Country abroad abroad and Vice versa country of national source Others 

Argentina 10 
Bolivia 2 
Brazil . 

Colombia x 
Costa Rica x 
Dominican Rep. 10 
Ecuador 2 
El Salvador x 
Guatemala 10 
Honduras 20 
Mexico x 

Nicaragua 5 to 10 
Panama 10 
Paraguay 10 
Peru 1 to 5 
Uruguay 10 
Venzuela 5 
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ISRAEL: 
The Gobboy Report

_ A proposal for 
inflation-adjusted taxation of income in Israel 

By Dr. J.F.. Pick 

'The dilemma of choosing between accuracy and practi- 
cability continually accompanies the discussion about 
tax adjustments for inflation. 
A comprehensive inflation adjustment of the taxable 
income in any of its possible versions may be theoreti- - 

cally the best solution for taking inflation into account 
in the collection of income tax in high inflation countries. 
But those trying to work out a good system of such 
adjustment and to put it into practice will soon become 
aware of the difficulties involved. Because of these 
difficulties the majority of countries which have decided 
to make some adjustment for inflation in their income 
tax system have restricted themselves first of all to 
relatively simple ad hoc measures, in most cases in the 
field of inventory relief or accelerated depreciation. 
These measures almost always grant relief which is not 
in proportion to the loss suffered from inflation because 
the loss depends also on the way of financing; except 
for some South American countries, tax relief for effects 
of inflation has not been accompanied by a “monetary 
adjustment”, i.e. an allowance for the loss of the creditor 
and the gain of the debtor from inflation. That so-called 
monetary adjustment appears to be the most important 
element in a system of full inflation adjustment. 
The committee of exports appointed by the Israeli 
Minister of Finance in August 1979 (when the annual 
rate of inflation in Israel approached 100 percent) to 
recommend methods for solving the taxation problems 
connected with inflation and especially those concerning: 

(a) the real value of depreciation allowances for tax 
purposes 

(b) the impact of inflation on inventories in the different 
economic branches; and 

(c) the treatment of the effect of inflation on the own 
funds of the business; 

proposed in its report submitted to the Minister of 
Finance in March 1980 to go the hard way of full 
inflation adjustment. It expressed the view that Israel 
has reached a rate of inflation which demands such 
adjustment, among other reasons, because the dis- 
tortions which partial adjustments for inflation by 
way of ad hoc measures would create are acceptable 
only at much lower rates of inflation. 
The report of the committee refers expressly to the 
incentive to invest in real assets and the encourage- 
ment to work with borrowed capital which are in- 
herent in a tax system based on nominal value and 
which adversely affect the economic system. 
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The main point in the proposal of the GABBAY'Com- 
mittee, named after its chairman Joseph Gabbay, the 
deputy director of inland revenue, is the creation of a 
“capital maintenance reserve” deductible from taxable 
Income. 
The amount to be transferred to the maintenance re- 
serve has to be calculated once a year and is composed 
of five elements: 
(1) The main element is an extended monetary adjust- 
ment. It consists of the adjustment by the rate of in- 
flation of the current year on the net sum of “erosible 
assets” at the beginning of the year. “Erosible assets” 
is the surplus of monetary claims with the addition of 
inventories, most machinery and some securities over 
monetary liabilities. The report explains in detail the 
inclusion of machinery in that item. Because of the 
high allowance given under this method in the first two 
years - a full inflation adjustment for the cost of 
machinery in addition to depreciation at historical 
cost'— the total tax allowance is gtanted more quickly 
than by an adjustment of the annual depreciation al- 
lowance; although over the life time of the machinery 
almost the same allowance — in real terms — is granted. 
(2) The second element is an adjustment of depreciation 
on “non-erosible” assets, especially factory and hotel 
buildings. That adjustment is in addition to historical 
cost depreciation based on the rise of the cost of living 
index from the time the building was acquired or 
erec_t_e(_i until the end of the current year of business. 
The “non-erosible” assets group also includes Securities 
not traded on a stock exchange, patents, prepaid ex- 
penses, loans granted and tax payments. However, 
buildings seem to be the main item in this group calling 
for an adjustment of depreciation. 
(3) The “erosiblé assets” group includes securities traded 
on the Tel Aviv stOck exchange. The third element in 
the calculation of the transfer to the capital maintenance 
reserve is the deduction from that transfer of the sum 
of book profits and realised profits on those traded 
securities. Profits on traded securities are tax free and 
the deduction of these profits is necessary for reasons of 
symmetry because the inclusion of traded securities in 
the non-erosible assets group would otherwise give hold- 
ers of such securities twofold tax relief, by way-of deduc— 
tion of the profits from those securities from the taxable 
income and by an allowance, within the capital main- 
tenance reserve, for the loss of value of the amount in- 
vested in traded securities. 
(4) The calculation of the first element on the basis of 
the position at the beginning of the business year would 
in many cases result in a distortion of the amount 
transferred to the capital maintenance reserve unless 
there is an adjustment for changes in the amount of 
capital employed and in the composition of assets during 
the year. Therefore, the fourth element contains an 
adjustment for changes during the year, among them the 
inflow of new share capital, distribution of cash divi- 
dends, the acquisition or erection of buildings, the 
purchase of patent rights or non-traded shares or the 
sale of “non-erosible assets”. 

(5) By an adjustment for the effects of inflation on the 
value at the end of the year of the “real profits” of the 
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year the fourth element is somehow supplemented. Just 
as monetary assets available at the start of the business 
year lose value in the course of the year, profits made at 
the beginning of the year lose at almost the same rate. 
The fifth element of adjustment is an allowance for the 
effect of inflation on the profits made during the year. 
That adjustment amounts to 20 percent of the “real 
profits” of the year multiplied by the rise of the index. 
The calculation is based on the assumption that the 
profit is made gradually during the year (arriving at 
50 percent); tax at a rate of 60 percent is deducted from 
50 percent of the profit. A negative “real profit” is not 
taken into account in the calculation of the transfer to 
the capital maintenance reserve. 
In the view of the authors of the report the transfer 
from profit to the capital maintenance reserve achieves 
fairly correctly the aim of a changeover from nominal 
to real profits. 
In case the transfer as calculated by summing up the five 
elements arrives at a negative balance the authors pro- 
pose the deduction of that balance from the finance 
costs allowed for tax purposes. In case the negative 
balance exceeds the amount of finance costs the excess 
should be deducted from the (tax free) inflationary 
element of a capital gain made during the same year or 
from the transfer to the capital mainténance reserve of 
a related enterprise or should be set off against past 
losses. Negative balances which cannot be used for 
one of the above mentioned purposes have to be carried 
forward to the next year and will be considered a 
monetary liability in the calculation of next year’s 
transfer to the capital maintenance reserve. 
Except for industrial enterprises, the committee pro- 
poses the calculation of the capital maintenance reserve 
on the basis of only 90 percent of the rise of the cost 
of living index or that part of the rise which exceeds 
10 percent (the lower of the two). 
Somehow in contrast to the exact method of ca]- 
culating the transfer to the capital maintenance re- 
serve, the committee proposes a further device for 
reducing the cost of inflation adjustment by restricting 
the transfer to the capital maintenance reserve to 50 
percent of the profit subject to tax before that transfer. 
Any excess ovef that 50 percent has to be carried for- 
ward of the following year as an “erosible asset”. 
Regarding the application of the new system, the 
committee suggests its introduction for a limited period 
of three years. 
The system should be compulsory for all taxpayers who 
must then keep a complete set of books of account on 
accrual basis, with special regulations for taxpayers 
reporting on cash basis. 
The calculation of the capital maintenance reserve by 
corporate bodies has to be examined by auditors. 
The report deals to some extent also with specific 
problems of certain economic branches, e.g. livestock 
in agriculture and the stock of land held by building 
contractors. Going into these details would exceed the 
framework of this report. But it appears important to 
mention that the report refers to the specific problems 
of inflation adjustment in the tax accounts of financial 
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institutions. Dealing with these problems has been en- 
trusted to a subcommittee which has not yet submitted 
its report. 
Although in Israel a few hundred industrial companies 
with foreign participation are already entitled to submit 
an inflation adjusted tax calculation on the basis of the RONAL Amendment (Amendment 15 to the Law for 
the Encouragement of Capital Investment) of March 
1977, the proposal of the GABBAY committee is the 
most far-reaching plan prepared in Israel, and probably 
one of the most far-reaching plans anywhere, for an 
adjustment of tax accounts for inflations. The system 
appears logical and comprehensive and though various 
details may require change or improvement, the pro- 
posals form a complete and symmetric entity. The 
members of the committee deserve much credit for their 
work. 
The GABBAY proposals aim to move as far as possible 
from the taxation of nominal profits to the taxation of 
real profits. In fact,- the tax account model worked out 
in the proposals is based on historical cost accounts 
adjusted for general price level changes. 
Inflation adjustment as such would not require a change- 
over of accounting methods to current costs but with- 
out it accounts do not show real values. The relation- 
ship between price level adjusted accounts based on 
historical cost and accounts based on replacement cost 
or current values depends on the different trends of 
price changes for different materials and goods and also 
on technological changes. 
The GABBAY committee rightly restricted itself to 
price level changes. It would appear almost impossible 
to achieve a changeover to current cost accounting 
for the large number of small and medium sized enter- 
prises in Israel. Even if achievable, such an adjust- 
ment may be considered unnecessary within an inflation 
adjustment of the income liable to tax. 
In December 1979 the Institute of Public Accountants 
in Israel adopted Opinion 23 requiring all firms the 
turnover of which exceeded in 1979 IL 300 million and 
all companies the shares or bonds of which are traded 
at the Tel Aviv Stock Exchange to add to the notes to 
their financial statements from 1980 onward a state- 
ment on the effect of inflation on the profit and loss 
account. That statement on the effect of inflation cal- 
culates those effects on the basis of general price level 
changes and in the main on a general concept similar 
to that of the proposals of the GABBAY committee 
but there are many differences of detail. It would appear 
that in case the GABBAY proposals are to be put into 
effect a harmonisation of the accounting principles 
between financial accounts and inflation adjusted 
tax accounts would be of great assistance. 
There appear to be three main problems involved in 
the decision concerning a possible implementation of 
the proposals: 

(1) the administrative difficulties; 
(2) the restriction of the tax advantage presently en- 

joyed by certain economic branches, mainly manu- 
facturing; 
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(3) the choice of the methods for restricting the effect 
of inflation adjustments on total tax collection. 

(1) An examination of the proposals from the point of 
view of their administrative implementation is bound 

- to reveal the most difficult problem. It would require 
a large degree of imagination to envisage the adjust- 
ment of all changes during the year (element 4) — in 
capital employed and in the distribution between 
“erosible” and “non-erosible” assets — of the large 
number of small and medium sized firms or companies 
covered by the proposal. 
Even the RONAL Amendment, which was tailored for 
a few hundred companies only, provides for an easier 
method of calculating the transfer to the capital main- 
tenance reserve than the GABBAY proposals which are 
intended for application to some hundred thousand tax- 
payers. 
It would appear that similar to the RONAL adjustment 
method the calculation of the transfer to the capital 
maintenance reserve should be based on only two 
elements — the adjustment of the effect of inflation on 
the balance of erosible assets at the beginning of the year 
and the adjustment of depreciation on the non-erosible 
assets. Even such an adjustment would strain to the hilt 
the professional manpower in the tax administration 
and in the economy. 
Some adjustments for changes during the year may be 
kept in reserve as a right of the tax administration to 
ask for more details and to demand adjustments for 
such changes in cases of execessive tax planning or 
special circumstances. The adjustment of the real profit 
becomes less important if the adjustment for changes 
during the year is dispensed with and traded securities 
may be transferred to the “non—erosible assets” group if 
only for the sake of saving administrative work. 

(2) During most of the period of the existence of the 
State of Israel special tax advantages and other incen- 
tives have been granted to certain economic branches, 
mainly to manufacturing industries. These incentives 
have been part of a policy aiming to achieve economic 
independence by fostering industrial exports. Though 
the aim has not been fully achieved because of the great 
security requirements of Israel, the substantial increase 
of industrial exports can certainly to some extent be 
ascribed to these incentives. 
The GABBAY report proposes on the whole a neutral 
application of the new measures retaining only very 
slight advantages for industry by adjusting for 100 per- 
cent (instead of 90 percent) of the rise of the index and 
by'treating machinery as “erosible assets” which has a 
certain pro-industry bias. Against that, the accelerated 
depreciation and the inventory relief granted in the tax 
years 1978 to 1980 which gave manufacturing industry 
considerable tax incentives are to be abolished. 

While the move towards more “neutrality” in tax laws 
would in principle be a highly desirable development, 
legislators would have to ask themselves whether a 
reduction ofincentives to industry would hamper the 
achievement of the goal of increasing industrial exports. 
(3) The letter of appointment of the committee by the 
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Minister of Finance of 14 August 1979 aked the mem- 
bers to take into accdunt the “fiscal limitations” which 
would affect the implementation of their recommenda- 
tions. Out of these considerations the committee pro- 
posed: 
(a) to adjust “erosible assets” for 90 percent only of the 

rise of the index; 
(b) to deduct any negative balance of the equity main- 

tenance allowance from finance expenses allowed 
for tax purposes; 

(0) to restrict the transfer to the capital maintenance 
reserve in any year to 50 percent of the taxable pro- 
fit before that allowance. 

(a) The restriction of the adjustment to the excess 
of the rate of inflation over 10 percent seems the 
most reasonable of these measures. Taxpayers in 
other countries with inflation at an annual rate of 
around 10 percent also suffer taxation of inflation- 
ary profits at that rate. 
Furthermore, if full tax relief for the effect of infla- 
tion cannot be granted, an equal proportional re- 
duction of the relief to all taxpayers appears the 
most appropriate way for reducing the cost to 
government. 
(b) The deduction of a negative capital maintenance 
reserve balance from finance expenses appears 
reasonable and logical because such negative balance 
represents generally a debtor’s gain from the decline 
of the value of his debts in times of inflation. 
There may be certain problems related to the pro- 
posed treatment of that item. Because long term 
credit in Israel is extremely restricted the main cases 
of a negative capital maintenance reserve (an excess 
of monetary liabilities over the sum of monetary 
assets, inventories and machinery) are probably 
manufacturers and hotels which financed their 
buildings with direct credits which they obtained as 
an incentive for increasing exports (including tourist 
trade treated as export). These enterprises will now 
be charged with the full debtor’s gain on their long 
term debt, i.e. its decline in value due to inflation 
While in respect of the building acquired with that 
loan they will obtain tax relief by way of an adjust- 
ment of the amount of depreciation at a much 
slower pace. The GABBAY report explains that this 
disadvantage is in fact taking away an advantage that 
until now existed in these cases because the enter- 
prises concerned can presently write off linking 
differences on their loans currently as they accrue and 
more quickly than the loans are repaid, thus result- 
ing in a certain tax deferment. Nevertheless, their 
suggestion that the above problem should be solved 
in the field of financing and not by fiscal methods 
may be difficult to achieve. It would appear that the 
disadvantage of an immediate full charge for the 
debtor’s gain as against the very gradual adjustment 
of depreciation of the assets financed by those debts 
should be partly cured by a certain tax deferment. 
Otherwise the inflation adjusted tax system would, 
in view of the financing problems prevailing under 
conditions of high-rate inflation, create an anti-invest- 
ment bias which may be as harmful as the present 
pro-investment bias referred to in the GABBAY 
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report which, however, in recent years did not prove 
strong enough to maintain productive investment at 
the desired level. \ 

(c) The restriction of the transfer to the capital 
maintenance reserve to 50 percent of the taxable 
profits before that transfer appears to be the main 
flaw in the GABBAY committee proposals. It is 
surprising that such an unbalanced and regressive 
adjustment device found its way into the report 
which in most of its other parts is highly consistent 
and careful to maintain maximum symmetry. If 
the annual rate of inflation amounts to 80 per- 
ceqt an enterprise earning 200 percent on its own 
funds would, under the 50 percent rule, pay tax 
only on its very substantial real profit but no tax on 
its nominal inflationary profit. Another enterprise 
which earned only 50 percent on its own funds, 
which at that rate of inflation means a real loss, 

would nevertheless have to bear tax on 50 percent 
of its unreal profit. In that way the restriction of the 
transfer of the capital maintenance reserve to 50 
percent of the profit‘before that transfer would hit 
hardest taxpayers with real losses or with relatively 

r small real profits, while those with high real profits 
remain unaffected. 
From all points of View it would appear preferable 
to achieve a reduction of the tax relief granted by 
'way of an equal abatement of the relief granted 
instead of applying the regressive 50 percent rule 
which hits hardest those taxpayers with real losses. 

If the proposal can be changed in the directions here 
indicated the GABBAY report could form the basis for 
an experiment in inflation-adjusted taxation of income 
which should be studied with interest also outside the 
State of Israel. 

LE TRAITE DE DROIT ECONOMIOUE ET FISCAL MONEGASOUE 
De Monsieur André Thrioreau 

Faisant suite 5 son ouvrage de vulgarisation “Dispo- 
sitions financiéres et fiscales caractérisant la Princi- 
pauté de Monaco” qui a connu un grand succés 
d’estime et de librairie, s’adresse aux praticiens, ex- 
perts-comptables, juristes, chefs d’entreprises, 
cadres, administrateurs de sociétés, chargés d’af- 
faires en Principauté et :31 toutes les personnes sou- 
cieuses de la bonne gestion de leur patrimoine ou 
qui sont intéressées par le particularisme du droit 
économique et fiscal en vigueur dans la Principau— 
té de Monaco. 

Cet ouvrage important, dont la mise d jour con- 
stante sera assurée par l’auteur selon une périodi- 
cité qui sera fonction de l’actualité juridique et fis- 
cale, et aux plus justes conditions de rémunération. 

Il constituera un instrument de travail unique 
et indispensable 

Monsieur André Thrioreau se tient 51 1a disposition 
de toutes les personnes qui désireraient, préalable- 
ment é leur engagement de souscription, avoir da- 
vantage de précisions ou prendre connaissance de 
l’ouvrage. 

Prix réduit pour les membres du Bureau Interna- 
tional de Documentation Fiscale. 

S’adresser é -Monsieur André Thrioreau 
11, Boulevard Albert Ier '— Monaco 
(Principauté) 
Téléphone: 30 18 51 on 30 94 62 
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The most strikingly different new tax guide ever published for taxpayers 
with income from foreign sou'rces. 

U.S. TAXATIONOF INTERNATIONAL OPERATIONS 
Continuously Supplemented ........ _ Always .Up — to - Date 

This Outstanding new Service is created specifically to help save money for: 

U.S. INDIVIDUALS 
with investments and/or earned income 
from a foreign source 

U.S. CORPORATIONS 
with income from foreign sources 

FOREIGN CORPORATIONS NONRESIDENT ALIENS 
with income earned or taxable in the receiving income from,or.taxable in the 
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If you fit any of these categories — or if you counsel, advise, or in any way service 
any of these categories — U.S. TAXATION OF INTERNATIONAL OPERATIONS 
will be an invaluable new tool for you. 

It will deliver management benefits - operations benefits — tax benefits. 

In clear, direct language, backed up by practical, tested practices of acknowledged 
experts in international business operations, the new work spells out how the tax- 
payer can best take full advantage of every popular, every sophisticated, and every 
little-known tax-saving device. 
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$ 231 a year. 
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Nathan Boidman:* 

INTERPRETATION OF 
TAX TREATIES IN CANADA

' 

A. AN OVERVIEW OF THE PROBLEMS OF INTERPRETATION 

One might expect to glean p’fibfound wisdom from the following comments 
on treaty interpretation because they are based on an extensive review of 
most reported income tax treaty cases in Canada to date and a fair number 
of cases in other countries. ‘ Presumably, they reflect a coherent body of 
interpretative principles, developed and applied on a consistently evolving 
basis, and providing, therefore, sound guidelines as to the manner in which 
we might expect a treaty to be interpreted and applied and as to how treaty 
cases will be dcided in the future. However, there are two reasons why one 
may well be disappointed if such are one’s expectations. 

AUTHOR'S NOTE 
This Article is an edited version of the text 
of a paper presented to the International 
Fiscal Association, U.S.A. Branch, at its 
Fourth Annual Meeting in Philadelphia, 

ments In Tax Treaties”. The paper focuses 
on the manner in which Canadian Courts 
interpret tdx treaty cases, seeking to identify 
the extent, if any, to which there is a 
consistent and/or coherent body of rules of 
interpretation, with comparative comment 
respecting the approach of the judiciary in 
other countries, particularly the US. The 
underlying research was carried out for 
purposes ofa book on treaty interpretation 
in Canada, scheduled to be published by 
the Canadian Tax Foundation. 

1. The mix between domestic and international rules 

First, Courts often tend to interpret treaties in much 
the same manner as they would domestic tax statutes, 
only hesitantly bringing into play rules which are par- 
ticularly apt for a treaty issue. The result is an unpre- 
dictable mix between the use of purely domestic rules 
of interpretation in some cases and a blend of domestic 
and treaty rules Vin_other cases, making it difficult to 
foresee the resolution of a future treaty issue. 

,The problem is accentuated by the predilection of 
Courts to conscientiously propound the need to adopt 
broader rules of interpretation while in fact failing to 
wrest themselves from the more ‘restrictive framework 
in which domestic tax issues are resolved. 

The basic principle of treaty interpretation in Canada 
was stated by the Tax Appeal Board in Saunders v. 
M.N.R.: 

“The accepted principle is to be that a taxing act 
must be construed either against the Crown or the 
person sought to be charged, with perfect strictness, 
so far as the intention of Parliament is discoverable. 
Where a tax Convention is involved, however, the 
situation is different and the liberal interpretation is 
usual in the interest of the comity of nations. Tax 
Conventions are negotiated primarily to remedy a 
subject’s tax position by the avoidance of double 
taxation rather thankto make it more burdensome. 

388 
r'c.. 

This fact is indicated in the preamble to the Conven- 
tion. Accordingly, it is undesirable to look beyond 
the four corners of the Convention and Protocol in 
seeking to ascertain the exact meaning of a particular 
phrase or word therein.” 2’3 

On the other hand, Mr. Justice Cattenach in the Federal 
Court, Trial Division wrote in Stickel v. Her Majesty The 
Queen: 

* NATHAN BOIDMAN, C.A., B.C.L., LL.B., Tax Consultant 
to Courtois, Clarkson, Parsons & Tétrault, Advocates, Bar- 
risters & Solicitors, Montreal, Canada. Educational & pro- 
fessional affiliations: McGill University, B. Com., 1962; Ad- 
mitted to the Order of Chartered AcCountants of Quebac, 
1964; Admitted to the Order of Chartered Accountants of 
Ontario,- 1977; McGill University Bachelor of Civil Law 
(B.C.L.) 1980; McGill University Bachelor of Common Law 
(LL.B.) 1980. Professional history: Public practice in ac- 
countancy, 1964-1974; Tax Consultant to Verchere, Noel & Eddy, Montreal, 1974-1979 and Verchere & Eddy, To- 
ronto, 1978-1979; Tax Consultant to Courtois, Clarkson, 
Parsons & Tétrault Attorneys, Montreal, 1980. 

1. This research was carried out for purposes of a book on 
treaty interpretation in Canada, scheduled to be published 
by the Canadian Tax Foundation. It reflects court decisions 
to Janaury 15, 1980. ' 

to January 15, 1980. 
2. 54 DC 524, at 526. 
3. This statement of judicial policy has been referred to in 

several subsequent decisions, such as, Canadian Pacific 
Limited v. Her Majesty the Queen 76 DTC 6120, Vauban 
Productions v. Her Majesty The Queen, 75 DTC 5371 and Shahmoon v. M.N.R. 75 DTC 275. 
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“The consensus of all writers is that treaties are to be 
construed in the most liberal spirit provided, how- 
ever, that the sense is not wrested from its plain and 
obvious meaning. 
In my view, the duty of the Court is to construe a 
treaty as it would construe any other instrument pub- 
lic or private, that is, to ascertain the true intent and 

. meaning of the contracting States collected from the 
nature of the subject matter and from the words'em- 
played by them in their context. In this I am assisted 
by the preamble of this particular Treaty which states 
that two of the overall aims are the avoidance of 
double taxation and the prevention of fiscal evasion 
in the case of income tax. ” 4 

It is seen that Mr. Justice Cattenach would substantially 
restrict the object of liberal interpretation of treaties by 
conventional rules of interpretation, and his decision in 
Stickel 5 could fairly be considered to be within the 
constraints of domestic revenue law interpretation. 

2. Inconsistency of application 

Secondly, there is the old domestic problem of incon- 
sistency of selection or application of conflicting or 
competing rules or methods of interpretation. This 
problem is a recurring theme in this paper (see, in par-: 
ticular, section B). 

As one cynic (so self described), an eminent internation- 
al tax lawyer who will grace our podium at this meeting; 
said in a letter to me, commenting on the first draft of 
my book: 6 

“I have completed reading your Treatise on interpret-v 
ing Canada’s income tax treaties and feel that you are 
undertaking an impossible task. I am quite cynical 
about the Court’s analysis. I believe that in most 
cases, the Courts decide an answer to the problem 
and then adopt the appropriate rationale.” 

© 1980 International Bureau of FiscaI Documentation — BULLETIN 

(a) The U.S. experience in treaty abuse cases 

Perhaps our cynic had in mind the difficulty of recon- 
ciling some of the more renowned U.S. treaty cases: the 
decisions in Perry Bass v. C.I.R., 7 on the one hand, and 
as a group those in Compagm’e Financiére de Suez et de 
l’Union Parisienne v. U.S., 8 Johansson et al v. U.S. 9 

and Aiken Industries Inc. v. C.I.R. 1° The latter cases 
suggest that the U.S. Courts are quite prepared to disre- 
gard a taxpayer’s compliance with formalism and ad- 
herence to specific requirements of a treaty exemption 
or to seek out defects in documentation or formal in: 
adequacy in order to give effect to an overriding prin- 
ciple that a treaty should be interpreted such as to 
assure its prime purpose of avoiding double taxation and 
the converse thereof, that it not be interpreted so as to 
allow the avoidance of all taxation (or taxes in more 
than one country) or what can be preceived as an un- 
due, abusive or unintended avoidance of taxes which 
might otherwise become due. On the other hand, Perry 
Bass 11 can reasonably be regarded as standing for the 
proposition that attention to detail, formal adequacy or 
observation of the legal niceties can provide success in a 
treaty case regardless of the rupture of the underlying 
purposes of double tax agreements. As you well know, 
in Perry Bass 12 the taxpayer effectively reduced his 
overall tax burden by interposing a Swiss corporation 
between himself and various investments in the United 
States, succeeding on the basis of the “viability’.’ prin- 
ciple, that is, the company looked and actéd' like a réal 
corporation having been very carefully adorned with all 

‘72 DTC 6178, at 6182, 3. 
Supra note 4, reversed by the Supreme Court of Canada, 74 DTC 6268. 

6. Supra note 1. 
7. 50 T.C. 595. 
8. 492 F. 2d 798; or 74-1 USTC, 83505. 
9. 336 F. 2d 809; or 64-2 USTC 93907. 
10. 56 TC. 925. 
11. Supra note 7. 
12; Supra note 7. 
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the accoutrements of an ongoing enterprise. The Court 
was of the View that it ought to disregard “the per- 
sonal purpose of a taxpayer in creating a corporation”, 
provided that substantive business functions are carried 
out. Compare, however, Johansson 13 and Suez. 14 

In Johansson, 15 the Court, in holding the taxpayer’s 
scheme to be untenable, stated: 

“The primary objective of our Treaty with Switzer- 
land, as well as those with more than 20 other coun- 
tries, is the elimination of the impediments to inter- 
national commerce resulting from the double taxa- 
tion of international transactions. ” 1 6 

The Court went on to find that the attempt by J ohansson 
to shelter the prize money he would earn from his hea- 
vyweight championship boxing match with Floyd Pat- 
terson by utilizing a Swiss company should not succeed 
for the reason, inter alia, that such tax relief was not ne- 
cessary for the purpose of eliminating impediments to 
international commerce. 

“Scanart, S.A. had no legitimate business purpose but 
was a device which was used by Ingemar Johansson as 
a controlled depository and conduit by which he at- 
tempted to divert, temporarily, his personal income, 
earned in the United States, so as to exempt taxation 
thereon by the United States.” 17 

The Court rejected strict or mechanical interpretation 
and cited Maximov v. US: 13 

“In determining whether the taxpayer in a given case 
is protected by the terms ofa treaty, abstract and de- 
sultory definitions of such terms as ‘residence’ and 
‘legitimate business purpqses’ are of limited, if any, 
assistance. ‘To give the strict word of the treaty a 
meaning consistent with a genuine shared expectation 
of the contracting parties, it is necessary to examine 
not only the language but the entire context of the 
agreement. ’ ” 19 

Then, dealing with. the proper locus of taxation in 
relation to the purpose and operation of a double tax 
agreement:

‘ 

“Thus, as a general rule, the income from services is 
taxable when the services are rendered. . . Where, as 

‘ 

here, services are performed in the United States, and 
the compensation for them is drawn from the wealth 
of the United States, this is the country of primary 
economic impact and consequently, the appropriate 
taxing locus. There are, however, a number of 
potential exceptions in the general ‘economic impact’ 
rules. Among them is a view that a business enterprise 
engaged in international commerce ought not to be 
subject to taxation in every country in which he may 
transact some business. Although such an enterprise 
does draw upon the wealth of the various countries 
with which he comes into contact, the overall 
objective of encouraging international commerce, as 
well as the practical necessities of business planning 
are better satisfied by a centralized regime of taxation 
at the enterprise’s busine§s seat or permanent estab- 
lishment. The business seat exception is found in 
Article III of the Swiss Treaty. Elements of this 
exception are also found in Article X. Typical of 
what have become known as “commercial traveller 
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, provisions’ in the international tax conventions, the 
Article is designed to assure business establishments 
in each of the contracting States that they may freely 
send their agents and employees into the other 
Contracting State without thereby subjecting those 
employees to the latter’s taxes. Like Article III, it is 
an exception to the ‘economic impact’ rule, carved 
out in the interest of facilitating international trade. 
Where the practical reasons for the exception do not 
obtain, however, the general rule must apply. Thus, 
while Johansson may have brought himself within the 
words of the Swiss Treaty by his ‘residence’ in 
Switzerland and his ‘employment by a Swiss enter- 
prise’, he has failed to establish any substantial 
reasons for deviating from the treaty ’3 basic rule that 
the income from services is taxable where the services 
are rendered. International trade will not be seriously 
encumbered by a refusal to grant special tax treat- 
ment to one only marginally if at all Swiss resident 
and only technically if at all employed by a paper 
Swiss corporation.” 20 

In Suez 2‘ the Court expressed its views on the proper 
and improper use of treaty provisions in the following 
words: 

“Ultimately this case also turns on the intent and 
purpose of the Convention as agreed upon by the 
signatories. The purpose and intention of the tax 
Convention between the US. and France was to 
avoid double taxation and to alleviate the problems 
dfi‘éing from it. The parties, to a‘bilat‘efdl dgreement, 
are primarily’mcpnfcrezjngd’ with removing an obstacle 
to a flow of trade and investment between the two 
countries. . .. The fact is that the plaintiff is not 
confronted with the problem of double or burden- 
some taxation that the Treaty is designed to alleviate 
or eliminate. There is no double tax on the income of 
the plaintiff since it is not taxed in France. There is 
no obstacle to trade or commercial intercourse in the 
context of this case. ” 22 

The Court dealt with “unintended” treaty benefits: 
“We cannot read the Treaty to accord unintended 
benefits inconsistent with its words and not com- 
pellingly indicated by its invocation. Our interpreta- 
tion affords every benefit negotiated for by the 
parties to the Convention on behalf of their respec- 
tive residents and prevents an intended tax default to 
a private party. "23 7 

The Court also considered the issue in terms of 
allocation of jurisdiction to levy tax: 

“The plaintiff claims based on the Treaty that an 
adverse decision would violate the rules of comity. 
This is not so because the only tax authority involved 

'13. ‘Sup‘ié note 9.” 
_14: Supragote 8. 
15. Supra note 9. 
16. Supra note 9, at 93910. 
17. Supra note 9, at 93909, 10. 
18. Infra note 46. 
19. Supra note 9, at 93910. 
20. Supra note 9, at 93910. 
21. Supra note 8. 
22. Supra note 8, at 83514, 5. 
23. Supra note 8, at 83515. 
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is that of the United States. If the United States 
surrendered its authority in accordance with the 
plaintiff’s claim, it would gain nothing for which it 
negotiated under this Treaty. Also, France has no 
interest in this matter because its authority to tax is 

not in dispute. France disclaimed its right to tax the 
income in dispute. United States’ interests and 
benefits are the only ones involved relative to the 
Convention, therefore a result unacceptable to the 
plaintiff, either based on‘the Convention or indirectly 
structured to it, an unfavorable choice of law in no 
way violates the principle of comity. The decision 
merely protects the principle of the Convention, 
avoidance of double taxation. ” 24 

B. The problem of inductive versus deductive processes 
of interpretation and broadly stated canons of 
interpretation 

I encountered two particularly thorny problems in 
trying to identify a coherent theory and underlying 
body of rules of interpretation for tax statutes and 
treaties, problems which are probably inherent in any 
legal analysis. 

1. Inductive v. deductive analysis 

Tax Courts tend to vacillate between, on the one hand, 
the desire to methodically apply in a purley deductive 
manner prevailing principles and rules of interpretation 
and, on the other hand, the tendency to inductively (or 
perhaps intuitively) draw conclusions from a maze of 
available data (the facts, the law and the rules of 
interpretation and application), hopefully factoring in 
the deductive analysis required. ‘ 

The latter approach appears to be a natural response to 
the difficulties raised in tax avoidance cases, such as the 
US. cases noted earlier where the judicial concern is to 
avoid decisions which ignore or overlook underlying 
purposes of the relevant statute or treaty. 
It is my own view that the inductive approach gives rise 
to inconsistency and incompleteness of reasoning and 
that the problem is accentuated by broadly worded 
canons or dicta of interpretation (more on the latter 
below). 

(a) The deductive approach 
The deductive approach should involve a two-step pro- 
cess: 
—- First, the transaction at issue should be character- 

ized or qualified as to its true or substantive nature 
for tax assessment purposes—7 - Then, the relevant law or statute can be applied or 
interpreted in relation thereto. 

(i) Characterizing or qualifying the transaction 
The first issue is whether we are dealing with a 
transaction which is carried out without regard to tax 
law, including treaties; or is it one which was structured 
with tax law in mind, for example, Johansson'; 25 or, is it 
one which had no purpose other than to yield a tax 
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benefit,26 such as Aiken,27 where an existing debt 
relationship between a Bahamian and US. corporation 
was restructured to obtain advantage of the then 
existing Honduras-US. Treaty. 
In the first category we simply have the question of 
applying or interpreting the treaty provision in relation 
to the factual situation. In the second category we must 
make an initial determination (before interpreting or 
applying the treaty provision) of the true substance or 
commercial effect of the particular transaction, overall, 
bringing into play doctrines of step transaction, sub— 
stance over form, etc. In the third category the question 
of'categorization and qualification of the transaction 
becomes all important with the ultimate sanction that 
the transaction will be ignored in its entirety on the 
basis of sham or lack of business purpose, or that the 
alleged taxpayer is a mere agent, as was the reasoning in 
Aiken.28 
The point is, that the interpretative process is one- 
dimensional in the first type of situation and multi- 
dimensional in the second and third categories. 
If there is a failure to recognize the necessity of first 
qualififying the true substance of a transaction, the 
objective of consistent interpretation (particularly 
where there are competing, alternative rules of inter- 
pretation) may be compromised. For example in 
Canada, as I will comment on in more detail below, 
there still remains an uncertainty as to whetherarevénue 
statute should be interpreted strictly (literally) or 
broadly bringing into play the intent of the legislator 
and other (extraneous) factors.29 Such a determination 
should not be made by reference to the particular 
nuance or circumstances surrounding the issue at hand; 
however, where the Court; has failed to first deal 
specifically with the question of categorization, it may 
tend to use an interpretation rule based not on a 
consistent policy within that country or Court in 
relation to the particular law under consideration, but, 
rather, one which provides a desirable or equitable result 
in the particular case. For example, if it is common 
ground that a treaty provision is to be interpreted 
contextually a Court should not apply a strict or literal 
reading simply because the result thereof would accord 
more with the apparent policy or purpose of the 

24. Supra note 8, at 83515. 
25. Supra note 9. 
26. These three different types of transactions or issues are 

referred to below as “categories”. 
27. Supra note 10. 
28. Supra note 10. 
29. 'In the 19305, the United States abandoned the strict rule of 

interpretation, in White v. U.S.; (1938) 305 U.S., 281 and 
adopted the “business purpose test” in u. Heluering v. 
Gregory, 60 F. 2d 809, aff’d (1935), 293 US. 465 and 
Wellard v. Commissioner. The doctrines of “agency” and 
“sham” can be seen in Barthel v. Birmingham, 332 US. 126 
(1947, 1847-2 CB. 174); Ringling Brothers, Barnum & 
Bailey v. Higgins, 189 F. 2d 864 (2nd Circuit) 1950; 
Filipidis v. United States, 71-1 U.S. c, 85 828 (M.D.) 1970 
(confirmed); Curin, 71-2 U.S. T.C. 87 830 (4th Circuit 
1970) 14; Richard Rubin, 56 T.C. 1155, 1159-60 (1970), 
affirmed 46 DF 2D 1216 (2nd Circuit) 1972; Moline 
Properties Inc. v. Commissioner, 319 U.S. 436, 438-439 
(1943), 1943 QB. 1011; Floyd Patterson T.C. 1966-329, 
affirmed 1968 - 2 US. T.C. 87, 623 (2nd Circuit 1968). 
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particular treaty provision. Rather, the task of negating 
matters such as a lack of business purpose in a 
transaction should be left to the initial characterization 
process; the animus of the transaction should not 
influence or compromise consistent and logical selection 
and application of rules Of interpretation. 
Treaty cases in Canada have yet to involve the second 
and third category situations. The main reason is that 
until 1976 there was no difference between treaty rates 
and domestic rates on most forms of passive investment 
withholding tax levies, being perhaps the area most 
prone to abusive planning. In addition, for whatever 
reason, perhaps lack of detection, issue has not been 
made of situations where certain treaty countries have 
been utilized as a base for carrying on business in 
Canada without permanent establishments, claiming 
business profit treaty exemption in circumstances where 
the substantive aspect of the activity was foreign to the 
base (treaty) country used. 
There is a tendency, of course, for modern treaties to 
contain specific anti-abuse provisions which effectively 
codify or formalize what I perceive as the first process 
otherwise necessary in a treaty issue determination. For 
example, under Article XXVII (2) of the yet to be 
ratified, renegotiated, Canada-United Kingdom Treaty: 

“Where under any provision of this Convention any 
person is relieved from tax in a Contracting State on 
certain income and, under the law in force in the 
other Contracting State, that person is subject to tax 
in.that other State in respect of that income by 
reference to the amount thereof which is remitted to 
or receiqed in that other State, the relief from tax to 
be allowed under this Convention in the first- 
mentioned State shall apply only to the amounts so 
remitted or received.” 

This, of cou‘lrs‘e, is meant to deal with non-domiciied 
UK. residents who can avoid U.K. tax on unremitted 
foreign source income. 

(ii) Applying principles or ruIes of tax treaty interpreta- 
tion 

Once the transaction has been characterized (as well as 
applying or perhaps ignoring the principle enunciated 
in Suez 3° and Johansson 3‘ that a treaty cannot be 
simply utilized at the discretion of a taxpayer) consider- 
ation can then be given to what I prefer to consider the 
true or strict questions of interpreting tax treaties. The 
following is a brief summary of how Canadian and some 
other Courts have used the possible principles or rules of 
interpretation. 

(A) A treaty should not expand _the ambit of taxation 
In Canada the dicta in Saunders 32 cited above have 
been construed to extend or expand the liability for tax 
which would arise in the absence of the treaty. I believe 
this is a fairly universal rule with the exception of 
France, where a treaty can apparently serve to increase 
the ambit of taxation (Article 4 bis-2, 165 his and 209 
G.C.I.). Another possible exception to this rule may be 
discerned in a decision under the Germany-Luxembourg 
Treaty referred to in the International Tax Treaty 
Service 33 at page 11 of the section on Article XIV.“ 
392 

(B) Eliminating double taxation 
Hopefully a treaty is to be interpreted in light of 
the purpose of avoiding double tax. This is the third of 
Vtfie three Schdols of tax treaty interpretation identified 
by Fitzmaurice: the “aims and objects” school.34 
However the majority of cases indicates that this rule 
of interpretation is usually subordinated to the first two 
schools of interpretation identified by Fitzmaurice: the 
“Founding Fathers School” or the “Ordinary Meaning 
of the Words School”.35 ' 

Cases where the purposes of tréaties have been manifestly 
observed include Appleby v. _M.N.R.,36 Reeder v. 
M.N.R.37 38 On the other hand, there are far more cases 
where the basic purposes of treaties are not deter- 
minative in the decisions: Stickel v. M.N.R.,39 Fletcher 
V. M.N.R.,40 A.G. MuniCh (Jr.) v. M.N.R.,41 C.J. 
Crawford v. M.N.R.,42 Furness Pacific Ltd. v. M.N.R.,43 
Joe Snell v. M.N.R.,44 A.P. Hilton v. M.N.R.,4S 
Maximov v. U.S.,46 Mathewson v. M.N.R.,47 Hurd v. 
M.N.R.48 ' 

Lord Donovan of the House of Lords in Imperial 
Chemical Industries Ltd. v. Caro49 expressed this rule 
this way: 

“It is true that this may produce an anomaly. . . but 
in this particular appeal which deals with different 

30. Supra note 8. 
.31. Supra note 9. 
32. Supra note 3. 
33. Michael Edwardes-Ker, The International Tax Treaties 

Service, In-Depth Publishing Ltd., Dublin, 1978. Another 
example is the 1979 decision of the Privy Council in Hock Heng Co. (1979) STC 291 as reported in The International 
Tax Strategy Service, In-Depth Publishing Ltd., Dublin, 
1978, in 1979 Bulletin No. 5, page 7. The Council rejected 
an attempt by the Malaysian tax authorities to deny a 
deduction to a Malaysian company for losses of a Singapore 
branch, as is permitted under Malaysian domestic tax law, 
on the basis that the treaty between Malaysia and Singapore 
would have exempted the Malaysian company from tax on 
such profits and therefore losses therefrom should be 
denied. A findihé F0 this effect would have permitted a 
treaty to expand the ambit of taxation and the decision is 
therefore consistent with the general rule noted. 

34. As summarized by David Ward in Principles To Be Applied 
In Interpreting Tax Treaties (1977) 25 Can. Tax. J., 263. 

35. The first school is also referred to as the “intentions of the 
parties school”, the second school as the “textual” school 
and the third as the “teleological” school. Fitzmaurice’s 
first school can also be thought of as the liberal or 
contextual approach while the second school is closer to 
the strict or literal approach dealt with below. It would 
seem that the “aims and objects” school plays an important 
role only in abuse of treaty cases such as the four U.S. cases 
dealt with earlier. 

.36. 79 DTC 172. 
37. 75 DTC 17. 
38. See also, the Internal Revenue Services’ interpretation of 

The Estate of Tait v. The Commissioner, 11 T.C. 731. 
39. Supra notes 4 and 5. 
40. 77 DTC 185. 
41. 51 DTC 115. 
42. 51 DTC 99. 
43. 52 DTC 1048. 
44. 68 DTC 745. 
45. 63 DTC 336. 
46. 2. Cir., 1962 299 F. 2d 565, aff’d.'373 U.S. 49 (1968). 
47. 63 DTC 490. 
48. 79 DTC 5369. 
49. 39 T.C. 374 (CA). 
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taxes levied in different countries on different lines, 
protection in any system of double taxation relief 
must almost be impossible to achieve.” 

Lord Upjohn saisi: 
“It very frequently happens, owing to the complexity 
of modern taxation, that anomalies and hardship do 
arise. There is only one safeguard, and that is, to give 
effect to the plain meaning of the words which 
Parliament has thought fit to use. ” 5° 

(C) Counteracting tax evasion or avoidance 
Should a treaty be interpreted in light of the purpose of 
combating tax evasion or avoidance? This certainly 
seems to be the view of the U.S. Courts in Burbank 5‘ 
where the exchange of information article of the 
U.S.-Canada Convention was given broad application in 
respect to co-operation between the taxing authorities, 
in contrast to many European, particularly Swiss, 
decisions.

' 

(D) Achieving reciprocity of taxation 
Should a treaty be interpreted in light of the purpose of 
providing reciprocity of taxation between the two 
taxing jurisdictions? This principle, in part, underlay 
the dicision in Johansson: 

“The primary objective of our Treaty with Switzer- 
land, as well as those with more than 20 other 
countries, is the elimination of the impediments to 
international commerce resulting from the double 
taxation of international transactions. The basic 
mechanism of these treaty arrangements is the estab- 
lishment of standards for determining the single most 
appropriate locus of the taxation of any. given 
transaction. Although some treaty provisions are 
inevitably the result of political compromise, the 
dominant criterion for determining the appropriate 
taxing locus is economic impact” (emphasis 
added).52 

A similar objective can also be seen as underlying the 
permanent establishment and enterprise cases under the 
U.S.-Canada Convention, in Rutenberg v. M.N.R., 53. 

Abed v. M.N.R.,54 Consolidated Premium Iron Ores 
Ltd. v. Commissioner of Internal Revenue,55 Number 
473 v. M.N.R.,56 McMahon v. M.N.R.,57 Number 630 
v. M.N.R.,58 Donroy Ltd. v. U.S.,59 and Jofinsiofi v. 
C.I.R.,60 all referred to below. 

(E) Avoiding abuse of treaties 
Should a treaty be interpreted so as to prevent it from 
being a means of avoiding tax? This idea was dealt with

' 

in the opening portion of the paper, being an issue 
which has come up before the U.S. Courts but not yet 
before the Canadian Courts. 

(F) The use of extrinsic aids 
In interpreting treaties may reference be had to extrinsic 
aids? Canada has traditionally been more conservative 
in this area than, I believe, the U.S. The basic rule in 
Canada is that “travaux préparatoires” and legislative 
history of a statute are not admissible as evidence in the 
interpretation of a statute (Attorney General of Canada 
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v. Readers Digest Associarfion).61 I understand the 
contrary rule was adopted in 1896 in the United States 
v. Freight Association.62 Perhaps Article XXXII of the 
Vienna Convention on Treaties. 1969. which advocates 
tlle admissibility of “travaux préparatoifés”, will even- 
tually be followed by Courts in Canada. Similarly, it 
remains to be seen whether commentaries on the OECD 
Model would be referred to by a Canadian Court, as was 
the procedure adopted by the U.S. Court in Burbank. ‘3 

(G) Interpretation as a contract 
The question of interpreting a treaty as a contract and 
not as a statute is considered separately below with 
particular reference to the propriety of unilateral acts of 
interpretation by administrative officials and the effect 
thereof before the Courts. 

(H) The influence of international law 
What is the influencé of rules of international law, 
relations and concepts on the interpretation of treaty 
cases? As seen above, the Canadian Courts generally 
refer to the desirability of more liberal interpretations in 
a treaty issue. Consideration is given elsewhere to the 

50. In a recent New Zealand case, D1 (1979 4 NZ TC, Taxation 
Review Authority, February 19, 1979) as reported in 
International Tax Strategy 1979, Bulletin No. 3, page 14, a 
U.S. citizen, retired in New Zealand, failed in his attempt to 
invoke the New Zealand-U.S. Income Tax Treaty to avoid 
paying New Zealarid tax on pension benefits under the U.S. 
Social Security Program. The gist of the taxpayer’s argu- 
ment was that Article 18 should be construed to avoid 
double taxation, being the result, in a sense, of the pension 
having been derived from contributions which had been 
made on a non-deductible basis. Article 18 provided as 
follows: 
“When a person shows proof that the action of the revenue 
authorities of the Contracting Governments has resulted or 
may result in double taxation in his case in respect of any 
of the taxes to which the present Convention relates, he 
shall be impelled to lodge a claim with the Government of 
which he is a citizen or in whose territory he is resident. If 
the claim should be deemed worthy of consideration, the 
taxation authorities of such Government may consult with 
the taxation authorities of the other Government to 
determine whether the double taxation in question may be 

. avoided. ” 
In rejecting this argument, the court said: 
“There is ‘no mandatory provision that double taxation 
must be avoided. The terms of the Agreement are per- 
missive only and confer no absolute right on a taxpayer to 
insist that such consultation be held. In equity, however, I 
have no doubt that in appropriate cases proper consultation 
would be had between the revenue authorities of the two 
countries. ” 

51. 36. AFTR 2D 75, 6227, Cert. denied, 96 S.CT 2647 
(1976). 

52. Supra note 9, at 93910. 
53. 79 DTC 5394. 
54. 78 DTC 6007. 
55. Court of Appeals, 6th Circuit, reported, inter alia 59 DTC 

1112; See also, 57 DTC 1146 for the decision of the Tax 
Court. 

56. 57 DTC 300. 
57. 59 DTC 1109. 
58. 59 DTC 300. 
59. 301 F 2d 200. 
60. (1955) T.C. 920. 
61. 61 DTC 1273. 
62. (1896) 166 USR, 290. 
63. Supra note 51. 
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OECD Model and commentaries and the Vienna Con- 
vention on treaties. In a Rhodesian case,64 the Chief 
Justice, Beadle, spoke of “an international language” 
requiring wide and broad interpretation in order that 
the purposes of tax treaties be achieved. The Federal 
Court of Canada in Canadian Pacific 65 was prepared to 
accept an administrative interpretation (of the U.S. 
Treasury) to achieve avoidance of the double tax While 
the Tax Review Board in Number 630 66 referred to the 
persuasive influence of the U.S. decision in Johnston ‘7 
in deciding a permanent establishment case under the 
U.S.-Canada Convention. These instances of the 
Canadian Courts looking to foreign decisions augur well 
for an international approach to treaty interpretation in 
Canada. In the U.S. the reliance in Burbank68 on the 
OECD commentary is an important breakthrough in 
internationalizing the interpretation of treaty is- 
sues.69 7° 

(I) The question of strict v. liberal interpretation 
This is considered separately below. 

(b) The inductive approach 
There are times when the deductive approach con- 
sidered above is short circuited and fused into what I 
have labelled the inductive approach”in the sense that 
either the transaction is not fully characterized or 
qualified, as a first step, or consideration is not given to 
the full range of rules or principles of interpretation. 
Ideally, the Court should consider the full range of 
interpretative principles which may be relevant to 
applying a, treaty provision and apply them consistently 
within a reasonable overall theory of treaty, as opposed 
to domestic tax statute, interpretation. 

2. The problem of broadly stated canons or dicta of 
interpretation 

Uncertainty sometimes is created by broadly worded 
canons or dicta of interpretation: Consider the words of 
Domoulin, J. in Western Electric Company Inc. v. 
M.N.R. 

“... dealing, as I must, with a measure of exception, 
expressly enacted by the contracting parties to limit 
the extent of their own national laws and to devise 
special rules governing special cases of mutual inter- 
est, I feel bound to adhere closely to the current and 
ordinary meaning of the Treaty terms, ever more so 
than to provisions of any other statute. ” 71 

Is this in the spirit of the broad rule of interpretation 
advocated in Saunders,72 ' or does _it suggest‘axestrictive 
approach to granting alleviation under tax treaties. It 
would appear that either View is possible, the former on 
the basis that the second part of the statement is merely 
reformulation of the statement in Saunders that: 

“Accordingly, it is undesirable to look beyond the 
- four comers of the Convention and Protocol when 
seeking to ascertain the exact meaning ofa particular 
phrase or word therein. ” 

The latter view can be argued on the basis that the first 
part of the statement contemplates that the extent to 
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which the contracting parties intend to limit the extent 
of their own national laws is to be narrowly construed. 
The.point is that the Courts as well as the legislator or 
treaty negotiator should speak as clearly and un- 
ambiguously as possible. 

C. THE PROBLEM OF STRICT VERSUS LIBERAL 
INTERPRETATION 

1. Overview: Canada v. U.S. 
It is important to point out that my observations of the 
Canadian experience in treaty interpretation are prob- 
ably not too helpful a guide to treaty interpretation in 
the United States. This is because of the substantial 
difference between the two countries in basic domestic 
revenue statute interpretation. As far back as 1938 the 
United States rejected the concept of strict or literal 
interpretation of revenue statutes adopting the liberal or 
contextual intent of the legislator doctrine (see White 
v. US.73 ). 

64. Aktiebolaget Tetra Pak, Appellante Division, (1966) SA. 
198. Reported at page 17 under Article VII of the 
International Tax Treaties Service, supra. 

65. Canadian Pacific Limited v. The Queen, 76 DTC 6120, 
Walsh, J. at page 6135: “While it is true that this Court has 
the right to interpret the U.K.-Canada Tax Convention and 
Protocol itself and is in no way bound by the interpretation 
given it by the United States Treasury, the result would be 
unfortunate if it were interpreted differently in the two 
countries when this would lead to double taxation. Unless, 
therefore, it can be concluded that the interpretation given 
in the United States is manifestly erroneous it is not 
desirable to reach a different conclusion and I find no 
compelling reason for doing so.” 

66. Supra note 58. 
67. Supra note 60. 
68. Supra note 51. 
69. Canadian Courts have rarely relied specifically on inter- 

national instrumentalities or rules of interpretation in 
treaty cases although the underlying interpretative process 
often is the same. For example, the reasoning in Tara 
Exploration and Company Limited v. M.N.R. 72 DTC 6288 
respecting the meaning to be given “permanent establish- 
ment” (see below) and the commentary to Article IV of the OECD Model Treaty which advocates that the objective is 
.to determine a “degree of permanence” in the activity 
carries on and to this end “factors should be examined first, 
singly and then as a whole, and whether examined in the 
latter fashion or in the former fashion, the ultimate test of 
permanency is to be kept in mind as well as the related 
criteria of whether the activities carried on are of a profit 
making nature or are, instead, of an auxiliary or prepara- 
tory nature.” 

70. See also the recent development in Hunter Douglas v. The 
Queen 79 DTC 5340 where reference is made to the Vienna 
Convention on the Law of Treaties. In the 1979 decision in 
Fothergill v. Monarch Airlines Ltd. (1979) 3 WLR 491 
(C.A.), the English Court of Appeal in a case involving an 
international convention on law respecting carriage by air 
objected to the use of “travaux préparatoires” with a strong 
dissent by Lord Denning. However, the influence of an 
international approach was seen in the decision of the 
Supreme Court of the Netherlands, BNB 1979/116, March 
14, 1979 (as reported in International Tax Strategy 1979 
Bulletin No. 6, page 10) which involved references to the 
Commentary of the OECD 1977 Model and decisions in 
other European countries. 

71. 79 DTC 5204, at 5210. 
72. Supra note 2. 
73. Supra note 29. 
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In Helvering v. Gregory,74 Judge L. Hgnd advocated 
that the Court should be given discretion to, in effect, 
round out the law as it would in a decision or issue 
involving a private contract.

~ 
Such an approach more readily accommodates the more 
progressive rules of interpreting treaties described above. 
For example, in London Display Company NV v 
US,75 a case under the Netherlands Antilles-US. Tax 
Treaty, the Court had little difficulty in deciding that 
the provision in the Treaty dealing with industrial and 
commercial profits should prevail over the provision 
dealing with the leasing of artistic works in relation to a 
contract of lease, in respect of wax figures, by a 
company specializing in provision of display materials 
and props to a US. enterprise to be used in commercial 
display.76 

2. The Canadian situation 

On the other hand, in Canada, we have yet to resolve in 
a definitive fashion -the conflict between strict and 
liberal interpretation in revenue statutes generally. This 
notwithstanding that section 11 of the Interpretation 
Act of Canada which governs the manner in which all 
Canadian statutes are to be interpreted specifically 
provides for liberal interpretation: 

“Every enactment shall be deemed remedial and shall 
be given such fair, large and liberal construction and 
interpretation as best insures the attainment of its 
object. ” 77 

For example, the Supreme Court of Canada in Stickel 78 
held that a visiting American professor was eligible for 
an exemption under Article VIII A on earnings derived 
from teaching ‘on a temporary basis in Canada notwith- 
standing that the Court had _noted that the taxpayer 
had, in all probability, not paid any tax in the US. and 
thereby would benefit unduly from the decision by 
avoiding all tax. However, because Mr. Stickel came 
within the four corners of the exemption, his applica- 
tion was upheld. 
That the Supreme Court of Canada came to its decision 
by reference to the words of the Convention, strictly 
construed, rather than perhaps its manifest purpose, 
may be demonstrated as follows: 

“I am not overlooking the fact that the respondent 
paid no tax in the United States on the income in 
question here. There is evidence that the United 
States tax authority has treated him as a non-resident 
in respect to this income. Although the evidence is 

scanty, I am prepared to infer that this might have 
been the result of some representation made by the 
respondent to the United States tax authority. Our 
problem is whether he comes within the treaty giving 
him exception from Canadian tax on his Canadian 
income and on this issue I agree with the Federal 
Court of Appeal that he does and on both grounds 
given by the Courts. ”79 

The decision of the Federal Court, Trial Division in 
1979 in British Columbia Railway Co. v. The Queen 80 
is a recent illustration of strict interpretation. In that 
case a federal sales tax was held to have no effect 
© 1980 International Bureau of Fiscal Documentation — BULLETIN 

because of absence of certainty as to when the tax was 
to be levied. 
The problem is particularly acute in cases of relatively 
clear, unambiguous statutory language (more on this 
below). 
Often the result is that Canadian judges, conditioned by 
such an ambiguous and ambivalent approach to 
domestic tax cases, bring a mixed bat of strict versus 
liberal interpretation to treaty cases. This is so notwith- 
standing the expressed preference for “liberal” inter- 
pretation in treaty cases (see Saunders, etc. supra). 
The underlying conflict is further complicated by a real 
dichotomy in the manner in which the strict versus 
liberal principle is applied in cases of clear statutory 
language as opposed to ambiguous, unclear provisions. 
In the latter circumstances the approach has tended to 
be more towards that adopted in the US. since the 
19305, with the Courts tending to accept the responsi- 
bility of seeking out the legislative intent;81 accord- 
ingly, in treaty cases involving ambiguous or conflicting 
provisions there is a better chance that the decision will 
be grounded in a suitable application of relevant 
underlying rules of interpretation. 
The problem is substantial in the former category (that 
is, situations of apparently straightforward and clear 
statutory language) where the Canadian Courts in treaty 

74. Supra note 29. 
75. 46 TC. 511. 
76. The principle of liberal interpretation in tax treaty cases in 

the US. was stated as follows by the Supreme Court of the 
United States in Geofroy v. Riggs (1890 133 US. 642 at 
646): 
“It is a general principle of construction with respect to 
treaties that they should be liberally construed so as to 
carry out the apparent intention of the parties to secure 
equality and reciprocity between them. As they are 
contracts between independent nations, in their construc- 
tion words are to be taken in their ordinary meaning, as 
understood in the public law of nations and not in any 
artificial or special sense impressed upon them by local law, 
unless such restricted sense is clearly intended. And it has 
been held by this court that where a treaty admits of two 
constructions, one restrictive of the rights which may be 
claimed under it and the other favourable to them. the 
latter is to be preferred.” 

77. The theory of literal or strict interpretation in Canada 
sprang from a famous U.K. decision in the 19th century, 
Partington v. The Attorney General (1869) LR HL 100, at 
page 122; “As I understand the principle of all fiscal 
legislation it is this: If the person sought to be taxed comes 
within the letter of the law he must be taxed, however great 
the hardship may appear to the'judicial mind to be. On the 
other hand, if the Crown, seeking to recover the tax, cannot 
bring the subject within the letter of the law, the subject is 
free, however apparently within the spirit of the law the 
case might otherwise appear to be. In other words, if there 
be admissible in any statute, what is called an equitable 
construction, certainly such a construction is not admissible 
in a taxing statute, where you can simply adhere to the 
words of the statute.” 

78. Supra note 6. 
79. Supra note 6, at 6269. 
80. 79 DTC 5020. 
81. However, as_ recently as last year, in a domestic case, the 

Federal Court, Trial Division, in Harmon v. M.N.R. 79 DTC 
5037, chose, in the case of an ambiguous statutory 
provision, to rely on a strict rule of construction, namely, 
that an ambiguity in a taxing provision is to be construed 
against the tax collector. 
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as well as domestic cases show a propensity to inter- 
preting on a liberal or strict application of the words 
regardless of the apparent conflict with interpretations 
which would be derived from a balanced application of 
the overall body of interpretation suitable for double 
tax treaties. 

'

_ 

3. Examples of strict interpretation 

As noted in Stickel,82 Article VIII A of the U.S.-Canada 
Treaty was at issue and the Supreme Court of Canada 
found that its terms clearly required only that the 
purpose and intention at the time of coming into 
Canada be to stay \for only twO‘ years in a teaching 
capacity. Provided this requirement could be considered 
factually to have been met the professor was entitled to 
the exemption regardless of actual subsequent events 
and, as noted, regardless of other ancillary considera- 
tions such as taxation in the U.Sf‘vv 
The 1977 decision of the Tax Review Board in Sydney 
S. Fletcher v. M.N.R.83 is a good, recent example of the 
strict interpretation in treaty manners. The startling 
aspect in this case is that the Canadian taxpayer was 
able to claim reduction of Canadian tax by invoking a 
provision of the U.K.-Canada Treaty (Article IX, dealing 
with dividends paid by a Canadian company) which one 
would have thought was available only for the benefit of 
residents of the UK. The language of Article IX, 
literally construed, had direct application to the 
Canadian taxpayer but only, apparently, as an 
anomalous result. 
For examples of strict interpfetation in the UK. see 
Nothman v. Cooper84 and Oppenheimer v. Catter- 
mole.85 

In_ the United States the US. Supreme Court decision in 
Maximov86 may also be considered to be of a 
restrictive type. In that case, a UK. resident did not 
qualify for the exemption granted under the U.S.-U.K. 
Treaty with respect to capital gains derived in the US. 
by a UK. resident for the reason that the interest of the 
UK. resident was held in a trust, the trustees of which 
were resident in the US. with the capital gains being 
accumulated. The reasoning was that the scheme of the 
Internal Revenu‘e Code was to treat a trust as a separate 
person and that the claim by the taxpayer was “too 
remote” and would require an unwarranted rewriting or 
refashioning of the provisions of the domestic US. law 
in order to grant the exemption. This would seem to 
sacrifice the objects of a tax treaty to formalities of 
domestic law construction.87 

4. Examples of liberal interpretation 

In contrast to these examples of strict interpretation is a 
recent decision of the Tax Treaty Board of Canada in 
Appleby v. M.N.R.88 where the language of the 
U.K.-Canada Treaty was liberally stretched in order ti) 
grant relief against an apparant case of double tax as 
betweén the payer and the recipient of alimony pay- 
ments. 
Tara Exploration and Company Limited v. M.N.R. 89 
and Consolidated Premium Ores Ltd.90 are good 
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examples of contextual-liberal interpretations in Canada 
and the U.S., respectively, in the case of the rather clear 
words of a treaty. In each case, the taxpayer corpora- 
tion' had maintained a' relatively inactive, norminal 
office in another country, did not carry on any 
substantial business activities in or as a result of that 
office and was held not to have a permanent establish- 
‘ment, notwithstanding the plain words of the treaty 
involved. Tara invqlved the Canada-Ireland Treaty and 
Consolidated Premidfri The Canéda-US. T116011? TEX 
Convention. In both cases the Courts decided that the 
intent clearly was to identify as “permanent establish- 
ments” places where real and continuous business 
activities were carried out. In Tara the Supreme Court 
of Canada stated: 

“Although the respondent maintained a bank account 
in Toronto, most decisions with regard to the writing 
'of cheques on this account emanated from the 
president of the respondent who was resident and 
domiciled in Ireland at all material times. 

V 
An 

employee of the respondent’s accountant in Toronto, 
-in charge of accounts payable, had authority to 
co-sign cheques without obtaining approval from 
Ireland for routine administrative accounts. On such 
occasions, approval was obtained from the respon- 
dent’s solicitor in Toronto, who in turn obtained the 
requisite approvals from Ireland. I doubt whether the 
office in Toronto was a “permanent establishment” 
within the definition of that term contained in the 
Treaty. It seems to have been little more than an 
office maintained to enable the respondent to comply 
with the requirements of the Corporations’ Act.” 91 

In Consolidated Premium the Sixth Circuit Court 
approved the judgement of Judge Van Fossan of the 
Tax Court of the United States which included the 
following passage: 

“Premium had no real office in the United States; no 
officers, directors or employees here; no bank 
account or books of account; no telephone listing; its 
name did not appear on any door or office; it had no 
employee or agent established here who had ‘general 
authority to contract for the employer or principal’, 
such authorization being one of the definitive tésts of 
a ‘permanent establishment’ under the Treaty. 
The term ‘permanent establishment’ and the term 
‘engaged in trade or business’ bothv imply a place for 

82. Supra notes 4 and 6. 
83. 77 DTC 185. 
84. (1975) 1 All ER. 538. 
85. 50 T.C. 159. 
86. Supra note 46. 
87. Hunter Douglas Ltd. v. The Queen, supra note 70, where a 

Canadian company which had moved its central manage- 
ment to the Netherlands was held to be exempt from 
Canadian withholding tax on dividend payments made by it 
to shareholders in various countries, pursuant to the 
specific language of Arfiicle IV(5), is another decision of the 
strict interpretation variety. Clearly, there can be some 
doubt as to whether such third country shareholders, in the 
circumstances of the case, were intended to benefit from 
the Netherlands-Canada Treaty. 

88. 79 DTC 172. 
89. 72 DTC 6288, supra note 69. 
90. Supra note 55. 
91. Supra note 69, at 6290. 
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carrying on a trade or business in the United States. 
Although the two terms are not synonymous, both 
relate to the same concept and apply the same general 
conditions. . . . Respondent contends, in effect, that 
the procuring of a license from the State of Ohio and 
the printing of a letterhead with the same address as 
Otis and Company, coupled with certain isolated acts 
of Eaton and Aly,‘ demonstrated that the petitioner 
had a ‘permanent establishment’ in the United States. 
The fact is that the petitioner made returns to the 
State of Ohio each year, stating that it had not done 
ultimately, surrendered the license. It is also clear 
that there was no agent or officer at such address 
authorized to do business for the petitioner: . . . the 
term ‘permanent establishment’ normally interpreted 
suggests something more substantial than a license, a 
letterhead and isolated activities. It implies the 
existence of an’ office, staffed and capable of carrying 
on the day to day business of a corporation and its 
use for such purpose or it suggests the existence of a 
plant or facilities equipped to carry on the ordinary 
routine of such business activity. The descriptive 
word ‘permanent’ in the characterization ‘permanent 
establishment’ is vital in analyzing the treaty provi- 
sions. It is the antithesis of temporary or tentative, it 
indicates permanence and stability.” 92 93 

There will be times where departures from strict 
interpretation are justified by the so called “golden rule 
of interpretation”, comprising the concept that de-. 
parture from literal interpretation is justified in circum- 
stances where the results of the latter would be 
manifestly absurd and occasionally on the wider 
grounds of the “intention” of Parliament. (See for 
example, Home Oil Company Ltd. v. M.N.R.,94 Allied 
Farm Equipment Ltd. v. M.N.R.9s and Sunbeam 
Corporation (Canada) Ltd. v. M.N.R.96 ). There really is 
no basis to predict which of these obviously conflicting 
rules of interpretation will be invoked by the Canadian 
Courts, either in a domestic or treaty context — leaving 
the predictability of results highly uncertain. 

(\ 

D. THE QUEST FOR CLEAR TREATY PROVI- 
SIONS - AND SOME COMMENTS ON THE 
BUSINESS PROFIT EXEMPTION ARTICLE IN 
TREATIES 

1. General considerations 

The inherent difficulty in tax treaty interpretation was 
aptly expressed as follows by DR O’Connell: 

“It is said that where a treaty clause is clear and 
unambiguous it is not required to be interpreted. 
However, it may be doubted if a clear and unambi- 
guous cause has ever been divised. ”97 

I think what he was saying is simply that no particular 
sentence or article in a tax treaty can alone import to 
the reader all that is required in determining whether or 
the manner in which it will apply to a particular 
transaction. 98 And I say this in really two respects. 
First, I have in mind the problem of categorization or 
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qualifying of a transaction of the category two or three 
type I referred to above, that is, where all formal 
requirements of the particular treaty exemption sought 
have been complied with, but where the overall sub- 
stance of the matter is that the taxpayer was not 
intended to benefit from the treaty, considered from an r 

intuitive approach. Secondly, I have in mind the issues 
which will arise when due weight is given to each 
particular word of a seemingly straightforward provi-- 
sion. Consider, for example, Article 1 of the Canada- 
U.S. Convention which reads as follows. 

“An enterprise of one of the contracting States is not 
subject to taxation by the other contracting State in 
respect of its industrial and commercial profits except 
in respect of such profits allocable in accordance with 
the Articles of this Convention to its permanent 
establishment in the latter State._” 

2. Problems of interpreting Article I of the US.- 
Canada Convention 

Certainly the concept, purpose and generally intended 
operation of Article I are straightforward. However, just 
about each word gives rise to definitional problems 
which cause much uncertainty as to the overall applica- 
bility. We are all used to the question of when does a 
permanent establishment exist and the excellent 
judgments on that issue in cases such as Consolidated 
Premium 99 and Tara.'*°° 

92., Supra note 55, at 1161, 2. 
93. A decision of the Lower Court of Amsterdam (No. 1106/76 

M11) June 20, 1978, as reported in International Tax 
Strategy 1979, Bulletin No. 9, page 7 is a good example of' 
a ggcision consistent with Consolidated Premium and Tara. > The 'Eulféfiince 6f tHé" arrangement was an ongoing 
permanent representation and precense of a Swiss 
company in the Netherlands which was held to be a 
permanent establishment notwithstanding that the arrange- 
ment apparently skirted the strict language of the treaty. In 
other words, the real substance of the arrangements in 
relation to the basic purpose of the treaty provision 
prevailed. 

94. 55 DTC 1148. 
95. 73 DTC 5036. 
96. 62 DTC 1390. v 

97. DP. O’Connell, International Law, Second Edition (1970), 
page 253 as quoted in the International Tax Treaties 
Service, supra. 

98. The problem is, of course, magnified when there is an 
apparent obscurity or conflict within the terms of the 
treaty. For example, it is understood that the Japanese are 
now considering the case of whether a German bank can 
charge a profit on financing its Japanese branch banking 
operation with the uncertainty stemming from the conflict 
between the applicable treaty provison based on Article 7, 
Paragraph 2, and Article 7, Paragraph 3, of the OECD 
Model. Paragraph 2 provides that the operations of a branch 
are to be accounted for on an arm’s length basis, thereby 
imparting the notion of profit margins on intra-company 
transactions. On the other hand, Paragraph 3 suggests that 
deductions in computing the profit of a branch are 
restricted to an allocation of actual direct or indirect head 
office expenses. A similar type of dispute could arise under 
some of Canada’s treaties aside from those under the OECD 
Model; consider for example, Article III of the Canada-US. 
Convention. 

99. Supra note 55. 
100. Supra note 46. 
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(a) What are industrial and commercial profits? 
The question of industrial and commercial profits brings 
into operation the restrictions inherent in Article Ii. 10‘ 

giving rise to conceptionally difficult questions of 
reconciling the resulting strict limitations of Article I 
with the overall substance of certain situations. 

(1) Bank loan interest 
For example, bank loan interest income earned in the 
other country is strictly speaking ruled out by the 
exclusion of the Article II type. Although we have seen 
no jurisprudence, to my knowledge, under the Canada- 
U.S. Convention with respect to a bank interest situa- 
tion, the similar issues in cases like Western Electric 102 

and Canadian Pacific ‘03 and the restrictive interpreta— 
tion in the Australian bank loan interest case of E.J. and 
A. Bank Ltd. 1°“ does not augur well for how Canadian 
Courts, at least, would view such an issue. 

105 In Western Electric the U.S. taxpayer supplied 
know-how to a Canadian manufacturer and was denied 
the protection of Article I because the arrangement was 
excluded by Article II and instead governed by the 
royalty provisions of the Convention. The issues in 
Western Electric were twofold: 
— Were payments made by Northern Electric Com- 

pany Ltd. of Canada to Western Electric Company 
Inc. of the U.S. as fees for technical information 
(with the fees computed as a percentage of sales of 
Northern) to be included as “royalties” within the 
meaning of paragraph 6(a) of the Protocol? 
and - If they were so included would the rule of Article II, 
that royalties are excluded from the exempt 1ncome 
contemplated by 'Article I (industrial and com- 
mercial profits), prevail so that withholding tax of 
15 percent could arise under provisions of the 
treaty? 

The findings with respect to the second issue are of 
particular interest for these purposes. It was held that- 
Since it could properly be said that the payments were 
“royalties”, that the provisions of Article II were 
mandatory and, therefore, the payments could not 
qualify as industrial and commercial profits for the 
exemptive provisions of Article I. The question which 
arises is whether, in the context of the purposes and 
overall scheme of the treaty, Article I should in certain 
circumstances override the express provisions of Article 
II? Although the finding in relation to the facts in 
Western Electric 106 would appear to be within the 
spirit of the treaty (which was strictly applied), it is the 
absence of any examination of the interaction of 
Articles I and II which may be open to question. 
The application of the decision in Western Electric 107 

to the question of bank loan interest would, on the basis 
of the similar- exclusion in Article 11 of “interest” as 
“industrial and commercial profits” (for the purpose of 
Article I), require a finding that a bank does not qualify 
for the exemption contemplated by Article 1. Although, 
as noted, this issue has not come before either the U.S. 
or Canadian courts, it is the express position of the tax 
authorities in both countries. 
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However, where -it was to the advantage of Revenue 
Canada, as in the case of Canadian Pacific Ltd., “’8 the 
converse was argued. That case involved a claim by 
Canadian Pacific for credit under section 126 of the 
Income Tax Act for taxes paid in the U.S. on rentals 
(“per diem”) received on railway cars temporarily on 
U.S. rail tracks where the U.S. authorities had adopted 
the interpretation of Articles I and II in Western 
Electric 109 and had claimed and exacted a tax on that 
basis. The Canadian authorities sought to deny a credit 
on the basis that taxes should not have been paid in the 
U.S. because of Article I. The Federal Court fou_nd fpr 
Canadian Pacific (and this in accordance with the 
Western Electric interpretation) but primarily on the 
ground that, in the circumstances, consistency by the 
tax authorities on both sides would be more in keeping 
with the spirit of the treaty.1 1° 

The Court did in passing raise the possibility that a strict 
reading of Articles I and II could be derogated from if it 
could be shown that the activities of Canadian Pacific 
with respect to earning those rentals had been of an 
active nature; however, this point was not pursued by 
the Court but raised merely as a possibility. It would be 
interesting to see whether the comment by Walsh, J. at 
page 6135, that: 

“While these receipts have certain aspects of both — 
industrial and commercial profits -as already stated, 
Canadian Pacific Ltd. did nothing to advance or 
promote this source of revenue which is the usual 
badge of a commercial or industrial enterprise” 

would serve as a basis for a claim by a bank, in the 
circumstances postulated for an Article I exemption. 
It shOUId be noted that in the Australian case of E.S. 
grld A. Bank Ltd. “1 where there was a genuine 
ambiguity in that the expression “industrial and 
commercial profits” referred to activities of banking 
while the same term was defined not to include interest, 
the Australian Court held that the claimant bank did 
not qualify for exemption; if this approach were to be 
employed by the Canadian Court in respect to Articles I 
and II of the U.S.-Canada Treatywhere the words are 
clear and, against the bank, strictly construed, then 
there would not be much hope for a departure from a 
literal construction. It is to be hoped that the courts 
would be more inclined to follow the opening provided 

101. “(Rentals, royalties, interest,“ dividendst management 
charges and capital gains.) For the purpose of this Conven— 
tion, the term ‘industrial and commercial profits’ shall not 
include income in the form of rentals and royalties, 
interest, dividends, management charges, or gains derived 
from the sale or exchange of capital assets. 
Subject to the provisions of this Convention such items of 
income shall be taxed separately or together with industrial 
and commercial profits in accordance with the laws of the 
Contracting States.” 

102. Supra note 71. 
103. Supra note 3. 
104. 69 A.T.C. 4069. 
105. Supra note 71. 
106. Supra note 71. 
107. Supra note 71. 
108. Supra note 3. 
109. Supra note 71. 
110. Supra note 65. 
111. Supra note 104. 

© 1980 International Bureau of Fiscal Documentation —— BULLETIN



by Walsh, J. in Canadian Pacific “2 in resolving the 
issues. It should be noted that a viable solution to the 
problem‘ arises under the provisions of the Model OECD 
treaty, which by virtue of the inter-connected wordings 
of Articles 7 and 11 should serve to elimihate the type 
of problem that now exists under treaties featuring the 
type of wording in Articles I and II of the Canada-U.S. 
Convention. 
The somewhat arbitrary results which arise in these 
types of international transactions, turning on particular 
and perhaps unintended differences in wording in 
treaties, can be seen by comparing the decision in ES. 
and A) Bank “3 to that of Twentieth Century Banking 
Ltd. “4 involving the same issue under the U.K.—Jersey 
tax treaty. Because in that treaty the termv‘i‘iindgstriglw 
and commercial profits” was not restricted _b¥lhe type 
_of definition in Article II of_ the U.S.—Canadi Treaty, 
the Court had little difficulty in concluding that interest 
earned in the context of an ongoing banking operation _ 

was clearly industrial and commercial profit and thereby 
eligible for the usual permanent establishment — 
industrial and commercial profit exemption. ' 

The Rhodesian case “5 held similarly with respect to 
rentals received on moveable property being leased in 
the ordinary course of a leading business. There seems 
to be little conceptual. difference. between these con- 
flicting cases, challenging the Courts to'seek common 
determinations regardless of the differences in which 
similar treaty provisions are worded. 

(ii) Recent developments respecting loan guarantee fees 
In Associates Corporation of North American v. 
Her Majesty The Queen, “6 a case heard before the 
Federal Court, Trial Division in early 1980, Revenue 
Canada went so far as to contend that loan guarantee 
fees are not eligible for Article I on the basis that they 
are really part of interest for the purposes of Article II, 
notwithstanding: 
(1) that only specific deeming provisions in the 

Canadian Income Tax Act (section 214(15)) pro- 
vide for such an assimilation; 

(2) that the terms of the U.S.-Canada Convention are 
not required to be interpreted by reference to the 
law of the country claiming tax; and 

(3) the very real difference between the earning of 
interest and the nature of a guarantee fee. ' 

The Federal Court decided for the taxpayer. 

(b) Enterprise for the purpose of Article | 

Article I can have other surprises for the unwary, as 
straightforward as it may seem on a quick reading. Last 
November the Federal Court of Canada upheld a 
decision of the Trial Division in the case of Ruten- 
berg117 Where a U.S. individual was denied the protec- 
tion of Article I in respect of certain land trading 
activities in Canada although not necessarily carried out 
through a permanent establishment. The grounds for 
disqualification were that Rutenberg’s activities did not 
comprise an “enterprise of one of the contracting 
States” within the meaning thereof in the protocol. The 
protocol definitions were construed to require that not 
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only must the business be carried on by a person 
resident of the United States but, in addition, the 
activities in some substantial part must be carried on in 
the United States (see the requirement of “American 
enterprise” within paragraph 3(d) fox the purposes of 
being considered “an enterprise of one of the Contract- 
ing States” within the meaning of paragraph 3(0) of the 
Protocol). 
I take no issue at all with the decision in Rutenberg “8 
but, having regard to a contrary finding by the Federal 
Court, Trial Division in Masri “9 in similar circum- 
stances, I merely wish to make the point that it is 
difficult to disagree with D.P.;O’Conne1—1 that there are 
very few treaty provisions which can be applied without 
the possibility of interpretative controversy. 12° 

112. Supra note 3. 
113. Supra note 104. 
114. International Tax Treaties Service, p. 15 under the section 

on Article VII. 
115. Supra note 64. 
116. 80 DTC 6049. 
117. Supra note 53. 
118. Supra note 53. 
119. 73 DTC 5367; see also Abed v. M.N.R. 78 DTC 6007. For a 

full discussion of these cases see Nathan Boidman, The 
Concept of Real Estate Enterprise Under the U.S.-Canada 
Treaty: A Case Study, Tax Management International, May 

' '1978, 22. ' 

i 

' 
‘ ' 

120. The Canadian decision of Number 473, supra note 56, 
Number 630, supra note 58 and the U.S. decisions in 
Johnston, supra note 60, and Donroy Ltd., supra note 59, 
are excellent examples of the uncertainties which can arise 
where a provision like Article I and related definitions 
suggest results on its plain words which are out of context 
with the domestic tax law which the treaty has been 
negotiated to modify. In each of these cases the taxpayer 
was a member of a partnership carrying on business in the 
other country and sought exemption from tax either in his 
own country or the country where the activities took place 
on the theory that the U.S.-Canada Convention establishes 
separate status for partnerships, thereby providing a shield 
for the partners against the domestic tax law otherwise 
applicable. In both the U.S. and Canada the tax treatment 
of partnerships is the same, with the activities and income 
of the partnership being effectively attributed to the 
partners who are then liable for tax on their distributive or 
proportionate share. The U.S. and Canadian courts in these 
cases had little difficulty in piercing the partnership veil 
sought to be created, rejecting the claim for Article I 

exemption which would have been clearly unwarranted in 
the circumstances — definitely good examples of contextual 
interpretations of treaty provisions, unfettered by the 
precise language employed in the treaty. For example, in 
Number 630 a resident of the U.S., a partner in a Canadian 
partnership, had sought exemption from Canadian tax on 
the basis of Article I. The Tax Review Board stated: 
“What he (the taxpayer) did submit, however, was that 
under the Convention, already referred to, a partnership 
was an ‘enterprise’, therefore, by virtue of the Convention 
alone, could be regarded as an entity separate and distinct 
from the various partners. This argument is interesting and 
ingenious, but I do not think it can prevail. . .. in my 
comprehension and the meaning of this paragraph, ‘enter— 
prise’ refers primarily to the work, endeavour, contract and 
task undertaken by some entity rather than to the entity 
itself. True, the word ‘enterprise’ is used rather loosely, 
perhaps not always consistently in paragraph 3(f) for 
instance, but all in all I think it was intended to have the 
meaning I have indicated. Furthermore, I do not think that 
the Convention, nor Protocol is to be interpreted as though 
in conflict with the basic law of either of the contracting 
States by which the Convention was ratified. ” 
The case of Number 630 (as well as that of WC. Johnston 
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E. THE INTERPRETATION OF A TREATY AS A 
CONTRACT; COMMENT RESPECTING UNI- 
LATERAL INTERPRETATION 

I wish to conclude my remarks by dealing briefly with 
the question of interpreting a treaty as a statute as 
opposed to a contract or-vice versa and I_would like to 
look in particular at the very real difference between the 
Canadian and U.S. judicial approaches in respect of the 
effectiveness and relevancy of unilateral acts of inter- 
pretation or administration by the competent authori- 
ties of each country. 
In Canada the judiciary jealously guards its right to 
interpret law and certainly in that context a tax treaty 
agreement is considered as much law as any other 
domestic tax statute. 12‘ For example, the Courts 
regularly dismiss out of hand any reference by a tax 
collector or taxpayer to Governmental interpretation of 
tax law in Interpretation Bulletins, Information Cir- 
culars or published tax rulings.122 
Secondly, Canada, unlike the U.S., has only one type of 
regulation; in U.S. terms these would be called “legisla- 
tive regulations”. That is, the Government may make 
regulations where specifically authorized by statute and 
then within constraints of the , principle that the 
regulation may not exceed the scope” of the authority 
granted. The result of these particular features of our 
judicial and legislatiVe system is that it is quite difficult ~ 

for Revenue Canada or any administrative body to 
effectively change the provisions of Canada’s tax treaties 
on a unilateral basis — which could be considered 
consonant with the requisites or principles of a contract. 
On the other hand, it appears that the Treasury or the 
IRS. finds more sympethatic reception in the U.S. 
Courts for its interpretations of tax law generally 
including double tax agreements. For example, inter- 
pretative regulations (resting on the general authority 
granted by the Internal Revenue Code) are usually 
upheld on the grounds of presumptive validity unless 
the particular Court has sympathies to the contrary, in 
which case it might suddenly lose its presumptive 
validity. At one time there was a series of Treasury 
regulations made to assist in the interpretation or 
application of U.S. double tax treaties; such regulations 
are no longer issued. These regulations, even if outside 
the specific authority granted by the treaty, have 
frequently been accepted by U.S. Courts. For example, 
in Jules Samann y. The Commissioner; “3 acase involving 
the authority to be given a U.S. Treasury regulation 
respecting the Swiss-U.S. Treaty under the authority of 
Article 19 of the Treaty (whereby, “The two contract- 
ing States may prescribe regulations necessary to carry 
into effect the present Convention within the respective 
States”), the United States had made an interpretation 
of Article 8 which at the request of the Swiss 
Government had been submitted to Switzerland before 
being proclaimed in the U.S. As no objection was raised, 
it was thus considered by the Court that the Swiss 
Confederation had, at least tacitly, approved the regula- 
tion and acquiesced in it. The Court stated: 

and Donroy) confirm the rule that a permanent establish- 
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ment of a partnership is attributed to a partner for the 
purposes of Article I: 
“It appears to me that the four partners of which the 

-appellant was one, had,set up a head quarter, or whatever 
one may wish to term it, in Ontario, where the office 
premiums used by the partnership were to be found. I have 
the greatest difficulty in considering that office not to be 
the office of the appellant also and, in fact, cannot do so. It 
appears to me that the office premises'of the partners 
collectively, were also the office premises of any one 
partner. ” 

121. A tax treaty has no effect in Canada until it has been 
enacted by Parliament, in the same fashion as any other 
statute. 
In both Canada and the U.K. there is strong jurisprudence 
tending to view a treaty as a statute at least in respect of 
the right of the Sovereign Parliament of a Contracting State 
to unilaterally change its terms. See, for example, The 
House of Lords decision in I.R.C. v.' Colloco 39 TC 509 
(HL) where Viscount Simonds stated at page 548: 
“. 

. neither comity nor rule of international law can be 
invoked to prevent the Sovereign State from taking what 
steps it thinks fit to protect its own revenue laws. . . 

.” 
Section 34(1) in the Interpretation Act RSC 1970, C.I-23, 
of Canada, provides that: 
“Every Act shall be so construed so as to reserve to 
Parliament the power of repealing or amending it and of 
evoking, restricting or modifying any power, privilege or 
advantage thereby vested in or granted to any person. ” 
Section 34(1) must be read having regard to the funda- 
mental rule that a tax treaty in Canada does not have force 
of law unless enacted by statute: See Attorney General for 
Canada v. Attorney General for. Ontario (1937) AC326, at 
page 346: 
“Within the British Empire there is a well established rule 
that the making of a treaty is an executive act, while the 
performance of its obligations, if they entail alteration 'of 
the existing domestic law, requires legislative action. Unlike 
some other countries, the stipulations of a treaty duly 
ratified do not within the Empire, by virtue of the treaty 
alone, have the force of law. If the national executive, the 
Government of the day, decides to incur the obligations of 
a treaty which involves alteration of law they have to run 
the risk of obtaining the assent of Parliament to the 
necessary statute or statutes.” 
See also J.G. Caste}, International Law Chiefly As Inter- 
preted And Applied In Canada, Toronto, Butterworths, 
1976, at page 938: 
“There are two situations which require Parliament’s 
intervention before an agreement can be ratified. First, 
when the agreement itself provides that it must be 
submitted to the legislative authority of each of the 
contracting powers. Secondly, when the provisions of the 
agreement run counter to the statutes of Canada and when 
its implementation within the country necessitates an 
amendment to our statutory laws. Only the Parliament of 
Canada can amend any statutes and bring them into 
harmony with provisions of the agreement involved. ” 
Finally, in this respect it should be noted that a statute 
enacting a tax treaty generally has a conflict rule which 
provides that the provisions of the tax treatvill render 
inoperative any cOmpeting or conflicting domestic tax rule. 
However, such a constraint is itself the creature of 
Parliament and can be amended. 
The U.S. situation is presumable the same. See, for 
example, the pending legislation respecting foreign invest- 
ment in U.S. real estate which would nullify conflicting 
treaty provisions after a five-year renegotiation delay. 

122. Such interpretation will be given no greater weight than 
other knowledgeable (but non-binding) commentary on the 
law; see Harmon, supra note 81, BC. Railway, supra note 
80, Bruster v. The Queen, 76 DTC 6046, Stickel, supra note 
4 and Canadian Pacific, supra note 3. However, see the 
Supreme Court decision in Hare! v. Deputy Minister of 
Revenue of Quebec 77 DTC 5438 where federal tax 
administrative practice was held to be persuasive in inter- 
preting a provincial taxing statute. 

123. 313 F. 2d 461; 36 TC. 1011. 
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“A regulation . . . is endowed with the presumption of 
validity . . . . No offense is done our understanding 
with the Swiss when, with their consent, we imbue 
the terms of the exemption with the meaning they 
import in the tax language of the US ..... ” 

See also Maximov, ‘24 Lewenhaupt v. Commissioner ‘25 

and Simenoh x}. C'ommiss—ioner‘126 where the U.S. Court 
said: 

“It is well settled that a regulation of long stand- 
ing . . . promulgated by the Department charged with 
the enforcement of a statute, is entitled to great 
weight and will be followed unless unreasonable or 
inconsistent with the statute involved.” 

F. CONCLUDING COMMENT 
If there is a message to be extracted from the foregoing 
and the other papers presented at this meeting, it is that 
there are sufficient problems in the tax treaty area to 
keep us coming to I.F.A. meetings for the foreseeable 
future. 

124. Supra note 46. 
125. 20 T.C. 151. 
126.‘ 44 T.C. 820. 
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TAX GLOSSARY 
by H.W. 7: PEPPER * 

TAX BURDEN — The tax burden, or tax 
ratio, in a country is computed by 
taking the total tax payments for 
a particular fiscal year as a fraction 
or percentage of the G.N.P. or national 
income for that year. 

TAX CLEARANCE CERTIFICATES — In 
some countries “tax clearance” certi- 
ficates have to be obtained from the 
income tax department to indicate 
that the individual has no income tax 
arrears. The certificate must be shown 
to \the Emigration or Customs authori- 
ties on leaving a country. Without it 
the individual may be prevented from 
leaving. In a few countries such a 
certificate has to be obtained for other 
purposes, e.g., as pre-requisite to 
tendering for a government contract, 
or obtaining a driving licence. 

TAX COMPLIANCE — The term refers to 
the degree to which taxpayers respond 
to their statutory duty to declare their 
incomes and provide the information 
required for the calculation of their 
income tax, sales tax, etc., and pay on 
time the tax due from them. 

TAX-COMPOUNDED — A system whereby 
Building Societies in Britain pay 
interest to their depositors in “tax- 
compounded” from is described under 
BUILDING SOCIETY ARRANGE- 
MENT (q.v.). Interest and other in— 
come paid in this form do not normal- 
ly involve the recipient in further tax 
liability (although in Britain the com- 
pounding relates only to the standard 
_rate of income tax and the recipient 
incurs a liability to higher tax rates if 
his total income ‘is above certain 
limits). The '_tax payable by the re- 
cipients as a body is accounted for by 
the body or organisation which pays 
out the income in tax-compounded 
form. 

TAX CONSCIOUSNESS — The degree to 
which an individual is aware of his 
duties under taxing laws and/or of the 
amount of tax he eventually bears in 
one form or another, (See, by con- 
trast, UNMERKLICHKEIT.) 

TAX CREDITS — Where, under an income 
tax system, a taxpayer has borne tax 
by deduction or withholding on cer- 
tain items of income which are in- 
cluded in his aggregate assessment, a 
credit may be due on such tax against 
the tax computed on the aggregated 
income. In the case of value added 
taxation, a credit may be due for tax 
charged to a trader by other traders 
from whom he has obtained his sup- 
plies. ‘In a transition from one type of 
sales tax to another where old tax has 
been borne by goods in hand at the 
commencement of the new tax, a 
credit may be due, when computing 
the new tax on disposal of the stock in 
hand at its commencement. (See, how- 
ever, BUFFER RULE.) 

TAX DECLARATION — See DECLARA- 
TION, TAX. 

TAX DEPOSIT ACCOUNT — An account 
held by a UK. company to accumu- 
late cash with which to pay MAIN- 
STREAM CORPORATION TAX (q.v. ). 
Interest is credited by the Inland 
Revenue Department, but where cash 
is withdrawn from the account for a 
purpose other than tax payment the 
rate of interest allowable is reduced. 

TAX EFFICIENCY -— There are often 
various different ways of undertaking 
commercial transactions and the tax 
treatment may vary according to the 
manner in which things are done. 
For example, it may be a marginal 
decision whether or not to incorporate 
a small business, whether to rent pre- 
mises and equipment or purchase 
them. A company has to decide what 
proportions of its working capital 
requirements should be in equity, 
fixed interest debentures, bank over- 
draft;etc. 
Other factors are, of course, involved 
in making the decision but if other 
things are equal, the decision pro- 
ducing the most favourable tax posi- 
tion will be the most “tax-efficient” 
one. 

TAX EQUALITY — See EQUITY, DO- 
MESTIC TAX EQUALITY, and 
GRADUATION. 

TAX EVASION — See EVASION. 
TAX-EXCLUSIVE BASE — See TAX- 

INCLUSIVE BASE. 
TAX-EXCLUSIVE PRICE — See TAX- 

INCLUSIVE PRICE. 
TAX EXIT CERTIFICATE — See TAX 

CLEARANCE CERTIFICATE. 
TAX "FARMING" — The system of 

appointing persons to collect a tax 
imposed by the monarch or the 
central government, often by the 
establishing of a series of quotas or 
sums required in total yield from 
different regions, the tax farmers 
being given discretion as to how they 
achieve the quota or target set..The 
system has many drawbacks, the chief 
among which is that tax farmers nor- 
mally collect excessive amou'nts from 
those that they are able successfully 
to dun and retain an undue proportion 
of the gross yield. The system was 
used in Roman times, to some extent 
in medieval Britain, and in many other 
countries in ofhér epochs, but is not 
nowadays regarded as an equitable 
method of tax administration. 

TAX FINANCE — A term sometimes used 
to refer to the process by which pro- 
vision is made by a business for pay- 
ment of tax liabilities of which it must 
take account, e.g., in its balance sheet 
and in cash flow computations. 

TAX FORMS — See FORMS, TAX. 
TAX-FREE — The term “tax-free” is some- 

times used, when strictly‘ the term 
“tax-exempt” should be applied, to 
mean that an item of income or a 
transaction is exempt from tax. The 
term is also used to mean that some- 
one else is paying the tax and the 
recipient is thus “free” of any liability 
to pay tax although the tax is borne 
by him. See also TAX-FREE PAY. 

TAX-FREE PAY — In the calculation of 
the amounts to be deducted or with- 
held by way of income tax on em— 
ployees’ remuneration under P.A.Y.E. 
schemes, it is usual to supply official 
tables which. under some systems, 
enable the tax to be ascertained at a 
glance after deducting from total pay 
the “tax-free” pay, i.e., the various 
deductions and personal reliefs to 
which the tax—payer is entitled for the 

* With the assistance of the staff of the Intema— 
tional Bureau of Fiscal Documentation. 
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period of the deduction. The tables 
apply the operative graduated rates to 
the (taxable) balance of the income. 

TAX-FREE SHOPS —- Shops which are 
usually situated within the boundaries 
of an airport or sea—port from which 
outgoing passengers may purchase 
goods which are free of sales taxes and 
other indirect taxation, since the pur- 
chases are clearly destined for export. 
In some countries incoming tourists 
may acquire a personal allocation of 
liquor or tobacco from duty-free shops 
before entering the Customs area of 
the country in which the airport is 

situated. 

TAX-FREE ZONE — An area within the 
territory of a country may be de- 
signated a -“tax-free zone” in which 
customs duties and other indirect 
taxation are not applied, partly be- 
cause the area may be used in con- 
nection with entrepot trade or ex- 
port industries based on imported 
raw materials where, if indirect taxa- 
tion were applied, it would mostly 
have to be refunded. Sometimes 
income tax exemptions or abatements 
are also allowed in respect of profits 
from activities within the zones. Where 
goods pass from the zone into the 
remainder of the country the normal 
duties and taxes are usually applied. 
Examples of tax-or-duty-free zones 
include the Kaohsiung “export pro- 
cessing zone” in Taiwan, the Shannon 
airport zone in Eire, and designated 
areas in many of the world’s large 
ports within which goods may be im- 
ported and re-exported without en- 
tering the general customs area of 
the country as a whole. 

TAX FROM TAX — This term is some- 
times applied to the “invoice system” 
of V.A.T., under which the trader who 
is liable to pay value added tax on his 
sales may deduct therefrom the tax 
charged to him by his suppliers. The 
term also applies in income tax sys- 
tems where double tax relief in respect 
of tax paid in other countries on the 
income assessed in the taxing country 
takes the form of a deduction for the 
foreign tax against the local tax. 

_TAX HAVEN — A country with low tax 
rates on income (or no direct taxes at 
all). The term also includes countries 
with normal tax systems but Whose 
income tax codes provide some 
“shelter” (see TAX SHELTER) or 
exemption for particular types of 
income which makes them attractive 
to non-residents. The relief from in- 
come tax is normally partly offset 
by sundry initial and annual registra- 
tion fees which form an important 

source of revenue for the tax haven 
country. 
Because of ever more tortuous and 
artificial devices being contrived by 
tax advisers to avoid taxation in coun- 
tries with high tax levels, tax havens 
have tended to fall into disrepute. 
They are tending to seek respectability 
by exercising a little more control over 
the type of person operating therein 
and the nature of the business (in- 
cluding offshore banking) conducted. 
See also FINANCIAL CENTRE, OFF- 
SHORE BANKS, COMPANIES, 
TRUSTS, SHIPPING CENTRE. 

TAX HAVEN, ART — A tax measure, 
unique to the Republic of Ireland, 
exempts from income tax earnings 
from original and creative work, 
having cultural or artistic merit, by 
established writers, artists, etc. Intro- 
duced in 1969 to halt the “intellectual 
drain”, or “brain drain” from Ireland, 
the exemption has attracted foreign 
writers, artists and others to set up 
residence in the country, which for 
other taxpayers has an orthodox 
fiscal system. 

TAX HOLIDAY — A tax holiday is gener- 
ally understood as the period of 
exemption from income tax for new 
industries, granted by certain coun- 
tries, as a method of trying to develop 
or diversify their industries. The 
exemption is usually given for a term 
of years to “pioneer” or “infant” in- 
dustries (see also PIONEER INDUS- 
TRY). Countries which tax all income 
for income tax purposes in the year 
after it accrues, or is received, are 
sometimes said to operate a “one year 
tax holiday” system although, of 
course, the “holiday” merely defers 
the tax liability which deferral never- 
theless provides a welcome benefit in 
cash flow terms. 

TAX-INCLUSIVE BASE — Under a sales 
tax regime the tax may be calculated 
on the actual sale prices of goods and 
services. Since the entrepreneur has to 
charge prices to consumers which in- 
clude the sales tax element, to charge 
tax on the total sales proceeds not 
only involves taxing the tax-exclusive 
prices of the goods but also the tax 
element in their prices, so that there is 
a levy of “tax on tax”. The levy of 
sales tax on the tax-inclusive price is 

fairly normal for a retail tax (the State 
retail taxes in the US. are an excep- 
tion, being charged on tax-exclusive 
prices), but with manufacturers’ and 
wholesalers’ taxes it is more usual to 
levy the tax on a price or value which 
excludes tax — this is the position, 
for example, with regard to the Cana- 
dian manufacturers’ tax. As regards 
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V.A.T., some 
V 

systems tax the tax— 
inclusive price but the current trend is 
to charge the tax on the tax-exclusive 
price. At least in theory, application 
of sales taxes to the tax-exclusive 
price should be less likely to involve 
price ESCALATION (q.v.) or pyramid- 
ing since the price of the goods and 
the tax element are separately indenti- 
fiable. See also TAXABLE BASE. 

TAX—INCLUSIVE PRICE — The price 6f 
goods or services which includes in- 
direct taxation thereon. Where such 
tax is excluded from the price quoted, 
that price is said to be the tax-exclu— 
sive price (see also TAX-INCLUSIVE 
BASE). 

TAX INVOICE —- See INVOICE, STATU- 
TORY. 

TAX LAW - Apart from the statute by 
which a tax or duty is imposed, the 
law which is relevant to the incidence 
and computation of tax includes 
decisions of tax tribunals set up under 
the tax legislation, and also the deci- 
sions of the Courts where matters of 
interpretation, etc., have been taken 
for rulings. In addition, there may be 
statutory rules and orders made by 
the legislature in a manner less formal 
than the amendment or extension of 
the basic statute law. The incidence of 
the tax may be partly regulated also 
by double tax treaties with other 
countries. In addition, agreements, 
particularly between governments and 
concerns exploiting mineral or forests, 
or providing public utilities, such as 
cable, wireless and telephone services, 
the production of electricity, etc., are 
sometimes made which contain clauses 
governing the application of taxation 
to the entrepreneur, which may 
wholly or partially supersede some of 
the tax laws. 

TAX-LOSS COMPANY —— Where a com- 
pany has been making losses in its 
trade which have not been allowed for 
incomé tax purposes, the losses may 
have attractions for another company 
which is in a position to take over the 
unsuccessful company because the 
former may be able to put the losing 
company on a profitable basis and 
thus obtain the benefit of the losses, 
which will reduce or eliminate the tax 
liability in the early years of profitabi- 
lity. Accordingly, a tax-loss company 
may have a value in respect of its 
accumulated losses which may even 
exceed the value of its more tangible 
assets. To prevent tax avoidance 
through “trafficking” in tax losses, 
the tax law will commonly have some 
provision that the losses cannot be 
allowed on a change of ownership 
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unless the original business is con- 
tinued in identifiable form. 

TAX LOTTERY - See LOTTERIES for 
CONSUMERS. 

TAX, MAXIMUM — See MAXIMUM TAX. 
TAX, MINIMUM — See MINIMUM TAX, TAX PREFERENCES. 
TAX N EUTRALITY — See NEUTRALITY. 
TAX ON TAX —- Tax may be levied on tax 

in an income tax context where an 
employer undertakes to pay an em- 
ployée’s remuneration “tax-free”. 
The term usually means that the 
employe'r will be responsible for the 
tax in this instance and that the remu- 
neration which the employee receives 
will represent his “take-home pay” as 
far as income tax is concerned. The 
employer then has to account for tax 
on a figure for gross remunération 
which, after being subjected to income 
tax, would leave a net payment equal 
to the tax-free remuneration. To com- 
pute this gross figure, however, it is 
clearly not sufficient to calculate tax. 
on the net remuneration and then add 
these two figures together, because the 
tax on a gross figure thus obtained 
would clearly be greater than the tax 
on the net remuneration. Accordingly, 
a GROSSING-UP (q.v.) operation is 
required in order to determine tax not 
only on the net remuneration but on 
the tax which the employer is to pay. 
As regards sales tax, “tax on tax” 
relates to the charging of tax on TAX- 
INCLUSIVE PRICES (q.v.). 

TAX-OPTION CORPORATION — Under 
U.S. Internal Revenue legislation, a 
tax-option corporation is a corpora- 
tion (company) which is entitled to 
opt for various forms of special tax 
treatment under Sub. Chapter 5 
(Sections 1371-1377) of the Code. 
(See also SMALL BUSINESS COR- 
PORATION.) 

TAX PERFORMANCE — This term, 
which is equivalent to “tax burden” 

I 
and “tax ratio”, refers to the “per- 
formance” of the Government in 
mobilising a country’s resources for 
defraying gqvernment expenditure by 
taxation and is usually expressed as 
a percentage which total tax receipts 
bear to G.N.P. or national income. 

TAX PERIOD, STAGGERING OF —- See 
PAYMENTS, SPREADING OF. 

TAX PLANNING — The term may in some 
cases be mefely a euphemism for tax 
avoidance, but may also be more than 
that. It is important for a business to 
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take tax into account when making de- 
cisions on how it shall conduct its 
affairs, and hence that it should try to 
“find the most tax-efficient way of 
doing things. See TAX EFFICIENCY. 

TAX POINT — This term refers to the 
point or stage at which indirect taxes 
are levied; for example, in V.A.T. 
schemes the tax usually arises upon 
delivery of the goods or the issue of 
the invoice, whichever event is earlier. 
In the Brazilian V.A.T. scheme 
(I.C.M.), the tax is payable when 
goods are moved from the premises 
of the seller (see also TAXABLE 
EVENT). 

TAX PREFERENCES — A term used in 
the U.S.A. in connection with MINI- MUM TAX (q.v.) which is levied at 
the rate of 10 percent (previously 15 
percent) on the amount by which the 
preferences exceed $30,000 plus the 
income tax for the year. “Preference” 
items in the case of a corporation 
include such things as: 
(a) excess of accelerated depreciation 

over straight-line depreciation; 
(b) excess of percentage depletion 

over adjusted cost basis deprecia- 
tion. 

There are broadly similar provisions in 
respect of tax preferences granted to 
individuals. 

TAX, PREFERENTIAL STATUS OF 
DEBTS FOR — Because taxes are a 
debt to the State and thus, in a sense, 
to the general public, it is usual to 
provide in tax laws or commercial 
codes that debts for tax should take 
preference over other debts, for 
example, in a bankruptcy of an 
individual, or the winding up of a 
company, as well as in the administra- 
tion of the estate of a deceased person. 

TAX PUSH — One of the causes of mone- 
tary inflation is the increase of prices 
occasioned by an increase in the cost 
of factors of production, e.g., labour. 
Inflation cuased by increased wages 
and salaries is sometimes known as 
“Wage-push” inflation. Where the 
cause is increased taxation (especially 
indirect taxation on commodities and 
services) the term “tax push” inflation 
is used. 

TAX RATES -— The rate of tax is usually 
expressed either as a percentage, 01' 

in terms of currency, e.g., as so many 
pence in the pound, cents in the 
dollar, as far as taxes on capital and 
income are concerned. As regards 
indirect taxation, ad valorem duties 
and taxes are also usually charged at 
a percentage rate on the sale of goods 
and services. Graduated rates are com- 

monly applied where the capital or 
income of individuals in being taxed, 
and flat rates are used in applying 
indirect taxes. (See also CORPORA- 
TION TAX, GRADUATION, SCHED- 
ULAR TAXES, and, by contrast, 
SPECIFIC DUTIES.) 

TAX RATIO — The ratio which the total 
tax yield of a country bears to G.N.P. 
or national income. (See also TAX 
BURDEN.) 

TAX, REGULATOR - See REGULATOR, 
TAX. 

TAX RESERVE CERTIFICATES — Certi- 
ficates which were formerly on sale in 
the U.K. as a means of prepaying 
income tax, etc. The certificates bore 
tax—free interest and could be bougtif 
in advance of the due date of taxes 
and then presented in payment there- 
for. See, also, TAX DEPOSIT AC- 
COUNTS. 

TAX, RESOURCE — See RESOURCE 
TAX. 

TAX SECURITY — See SECURITY F0 
TAX. ’

‘ 

TAX SHADOWING '— The term applied to 
the process of the “matching”, by one 
country the tax imposed in another 
country, on income which is taxable 
in both, so as to avoid the frustration 
of double taxation relief which could 
arise Where income is computed on 
different bases by the two countries 
concerned. The term also covers the 
TAX-SPARING PRINCIPLE (q.v.) 
whereby one country gives relief for PHANTOM TAX (q.v.) resulting from 
tax holiday legislation in the other. 

TAX SHELTER — The term is used in the 
U.S.A. to mean tax relief or exemp- 
tions generally, and includes items 
such as oil depletion allowances, the 
exemption from tax of the interest 
on certain municipal bonds, relief for 
large charitable donations. 

TAX SHIFTING — See SHIFTING OF 
TAXES. . 

[to be continued] 
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Zambia: 
Taxchanges in the Budget 
for 1980 
by A.B.C. Emmanuel 

As far as Income Tax is concerned the 1980 Budget 
brought no significant changes except for two conces- 
sions in regard to capital allowances. The Minister of 
Finance had promised to make some changes to some of 
the taxes imposed in the 1979 Budget and these have 
now been implemented by the Income Tax Admend- 
ment Acto. 6 of 1980. 

Rates of tax 

(a) The rates of tax on individuals and companies 
remain the same. 

(b) The rates of tax for withholding taxes also remain 
the same. 

The changes 

1. Capital allowances 

(a) The limitation of the allowable cost of vehicles for 
capital allowanCes purposes to K 4,000 has now 
been increased to K 6,000. 

(b) The ceiling allowed for the purpose of capital allow- 
ance on low cost housing has been raised from 
K 4,000 to K 8,000. 

' 

2. Donations 

Section 41 of the Income Tax Act has been amended to 
include donations to “funds of a public character whol- 
ly and inclusively established for the use of the Re— 
public”. 
Donations to the Bridges Reconstruction Fund would 
come into this category. 

3. Undistributed profits tax 

Under the provisions of Section 95(1) of the Income 
Tax Act 1966 (as amended) the Commissioner of Taxes 
had the power to treat a company’s profits or a propor- 
tion thereof as distributed to its shareholders. This deem- 
ing was applicable to certain classes of companies and it 
was left to the discretion of the Commissioner to deem 
the amount of the distribution without causing detri- 
ment to the company’s business. 
In the 1979 Budget this section was repealed and 
replaced by a new Section 95. Under this regulation the 
Commissioner would not deem a distribution but 
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would charge a tax of 35 percent on the undistributed 
profits of a company in addition to the corporate tax of 
48 percent. 
This tax would be charged on all companies except 
those which are controlled directly or indirectly by: 
(a) the Government, i.e. mostly companies controlled 

by ZIMCO Ltd.; 
(b) quoted companies, i.e. companies whose ordinary 

share capital may be bought or sold on a stock ex- 
change market. 

The Commissioner then imposes the tax using a formula 
to decide the quantum of the undistributed profits. The 
formula is A —— (B + C + D) in which: 
A = the amount of the profits 
B = (i) 30% of the industrialprofits 

(ii) 20% of the trading profits 
(iii) 10% of rent or income in respect of profes- 

sional services 
C = the amount of tax charged for the year 
D = the amount distributed as dividends within the 

“specified period” 
“Industrial profits”, “trading profits”, “specified 
period”, “profits” have all been defined for the pur- 
poses of this section. 

This regulation did not come into force due to criticisms 
made by various bodies on the grounds chiefly that: 
(a) the section has been badly drafted; some of the 

definitions were very vague and left the taxpayer in 
a state of uncertainty as to what was to be included 
or excluded in the calculation of the undistributed 
profits; 

(b) the formula was too rigid and left no room for ex- 
pansion and reinvestment, and did not consider the 
liquidity position of the companies; 

(0) the Commissioner has been given too much discre- 
tion and wide powers and the concept of detriment 
was no longer applicable now, unlike in the previous 
section. 

The International Bureau of Fiscal Documentation 
is pleased to publish an article on the Zambian 
Budget for 1980 by its correspondent for Zambia, 
Mr. A.B.C. Emmanuel. 

Mr. Emmanuel, who is currently Tax Manager of 
Price Waterhouse & C0. in Lusaka (Zambia), gradu- 
ated in 1945 from the, University of Ceylon where 
he received his BA. (Hons) Econ. In 1946 he 
joined the Income Tax Department (now Inland 
Revenue Department) of Sri Lanka where, after a 
scholarship in 1961 to the United Kingdom to 
study taxation at Somerset House, he was in 1963 
promoted to Assistant Commissioner. In 1973 he 
joined the Department of Taxes of Zambia where 
he was in charge of the Withholding Tax District 
through 1978. In 1979 he joined Price Waterhouse 
& Co. 
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The Minister did not do away with this regulation but in 
his 1980 budget speech promised to bring about changes 
that would make it more flexible and allow for more 
expansion in business, keeping in mind reinvestments, 
reasonable reserve levels and other safeguards for the 
business. 
The Minister’s proposals have now been put into effect 
by the Income Tax Amendment Act No. 6-of 1980. Sec. 
95 states “Sec. 95 of the Principal Act is amended by 
the deletion of subsections (1), (2) and (3) and the sub- 
stitute thereof of the following subsections: 
“(1) For the purposes of this section: 

‘taxed profits’ means the balance of a company’s 
trading and profit and loss accounts after any ad- 
justments thereto as determined by the Commis— 
sioner and after subtraction therefrom of the tax 
charged under the other provisions of this Act; 
‘Undistributed profits’ means such part of the 
taxed profits of a company as remains undistrib- 
uted as dividends after nine months starting from 
the end of the charge year or, as the case may be, 
from the end of the period for which the accounts 
prepared by such company are accepted by the 
Commissioner in accordance with the provisions of 
Section 62. 

(2) Subject to the provisions of subsection (3) a com- 
~ pany shall be charged additional tax at the rate of 
35 percent of the amount of its "undistributed 
profits. " 

(3) In determining the amount of undistributed profits 
of a company for the purposes of this section, the 
Commissioner may take into account such of the 
company’s expansion or other needs as, to his satis- 
faction, are normal business practice and reason- 
able in the particular circumstances.” 

This new amendment does not clear the debts and un- 
certainties that arose in the 1979 amendment. The num- 
ber of definitions has of course been reduced but the 
two new ones still leave the taxpayer in a state of un- 
certainty. Besides, there is now no formula for the Com- 
missioner to determine the quantum of the undistrib- 
uted profits and it is left to the discretion of the Com-’ 
missioner who is given wide powers. The successful im- 
plementation ofx this new regulation will depend on the 
good intentions of the officials of the Department of 
Taxes, because in trying to find out what are “taxed 
profits” one has to see what the “adjustments” are 
which the Commissioner would make and in quantify- 
ing the amount of “undistributed profits” one has to 
see that the Commissioner in his discretion takes into 
account “such of the company’s expansion or other 
needs as, to his satisfaction, are normal business practice ' 

and reasonable in the particular circumstances”. 
The Commissioner of Taxes has fortunately now lssued 
a Practice Note laying down the Department’s inter- 
pretation of this Section and also outlining the Depart- 
ment’s practice in relation to this Section. The Depart- 
ment “recognises that the paramount considerations in 
determining distribution of profits as dividends, that 
might be made by companies, is the financial require- 
ments of the business.” But it is also aware that there 
are some companies which do not plough back some of 
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their profits into the business for expansion purposes, 
nor distribute them adequately to their shareholders. 
This new regulation will therefore be used by the Com- 
missioner, in his discretion, as a regulatory measure 
keeping in mind the welfare grt and expansion of 
the business. 
In arriving at the “taxed profits” the Commissioner of 
Taxes would make the “adjustments” that are normally 
made for income tax purposes under the Income Tax 
Act 1966 (as amended). As a preliminary basis the 
Department will consider using the following formula to 
determine the amount of undistributed profits. 
Profits as per accounts A 
Add Disallowable items such as 

Depreciation of capital expenditure and 
expenditure specifically prohibited as 
deductions Q

C 
Deduct 

Capital allowances and items 
specifically allowable D 
Tax charged E 
Dividend declared _F_. G 
Undistributed Profit g 

However the amount at H may be further reduced, com- 
pletely or partially, provided the taxpayer can submit a 
detailed expansion or reinvestment plan supported by 
documentary evidence as acceptable to the Commis- 
sioner. To help the taxpayer who may be liable to this 
tax, the following “allowances” on their own or in con- ‘ 

junction with detailed expansion and reinvestment re- 
quirements, as mentioned above, may be used to reduce 
the amount arrived at as “H”. These are: 
(a) in the case of industrial profits, the maximum 

amount of the allowance may be equal to 30 per— 
cent of such net profits; 

(b) in the case of tradingprofits, the maximum amount 
of the allowances may be equal to 20 percent of 
such profits; ' 

(c) in the case of profits falling in neither of the above- 
mentioned two categories, the maximum aount of 
the allowance may be equal to 10 percent of such 
net profits. 

For the purposes of calculating these “allowances” the 
Department has decided that industrial profits “would 
include so much of the profits of a company adjusted 
for income tax purposes as is attributed to: 
(i) the construction of buildings, plant and machinery, 

roads, bridges, water conservation or other opera- 
tions deemed by the Commissioner to be of a like 
nature; or 

(ii) farming; or 
(iii)mining; or 
(iv) manufacturing; or 
(v) the carriage of passengers or goods; or 
(vi) hotel keeping; and the 
Trading profits would include so much of the profits of 
a company as adjusted for income tax purposes as are 
not attributed to: 
(i) industrial profits; or 
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SUMMARY OF SOME IMPORTANT TAX RATES 

Income tax on companies 48 percent 

Income tax on individuals: 
First K 1,000 5 percent 

Next K 1,000 10 percent 

Next K 2,000 20 percent 
Next K 2,000 30 percent 
Next K 2,000 45 percent 
Next K 2,000 55 percent 
Next K 2,000 65 percent 
Balance 70 percent 

Withholding taxes on payments to non—residents: 
—- dividends 20 percent 
— interest 30 percent 
— royalties 30 percent 
— public entertainment fees 30 percent 
— management and consultancy fees 30 percent 
— real property rentals 

I 

30 percent 
— paY/ments to contractors for construc- 

tion or haulage operations (transpor- 
tation of persons or merchandise) 25 percent 

See for a comprehensive description of the Zambian tax 
system our publication: Afr/can Tax Systems/Systémes 
fiscaux africains. 

(ii) rents; or 
(iii) professional services. 
Once the amount of undistributed profits has been 
determined by the Commissioner, he would then issue , 

an assessment in the form of a directive stating the 
amount of the undistributed profits and the tax there- 
on. The provisions in Part viii and xi of the Income Tax 
Act 1966 (as amended) relating to collections, recovery 
of refunds, objections and appeals will apply to all such 
directions. 
The Commissioner has also decided that Where the pre- 
tax adjusted profits of a company are K 3,000 or less, 
an Undistributed Profits Tax assessment would not be 
made. This decision, purely for administrative reasons, is 
to relieve the department of spending time on small 
cases. 

It should be noted that most of the concessions given in 
the Commissioner’s Practice Note were in fact part of 
the law in the 1979 budget. These open_ the door for 
negotiations with the Commissioner since each company 
now has to put up its case for expansion and reinvest— 
ment in order to avoid the necessity of paying this tax. 
But before putting its case, in arriving at ‘H’ the Com- 
missioner states that “expenditure” specifically pro- 
hibited will be added back and only items specifically 
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allowable would be deducted. “Expenditure incurred in 
the production of income” is allowed for tax purposes 
under Sec. 29, but then what of losses which are dealt 
with in Section 30 of the Income Tax Act? It would 
appear unfair for a company which has large carry for- 
ward losses, but a profit in a particular year, to be liable 
to U.P.T. Many companies have repayments of out- 
standing loans which tend to eat into their liquidity 
position. Such repayments are not “allowable expen- 
diture” in computing profits. It is hoped that the Com- 
missioner of Taxes will consider these when looking into 
the detailed expansion and reinvestment plan and grant- 
ing the “allowances” to each company. 
Another fear is whether the Department is sufficiently 
equipped and geared to deal with each case without 
causing hardships and delay in determining each case. 
With so much “discretion” being given to the tax of- 
ficials it is hoped that they will consider the welfare of 
the company and use this provision as a regulatory 
measure rather then a penal one. 

Job credits 
This concession which was introduced but not put into 
effect in 1979 has now been changed by the Income 
Tax Amendment Act No. 6 of 1980. The former Sec. 
90 A has been repealed and replaced by the new one 
which states that the Minister “may by a statutory order 
provide for the granting of job credits in such amounts, 
for such periods and for such employees of such busi- 
ness as may be prescribed therein.” 
We now await the publishing of the statutory order. 

Industrial Development Act 
Frequent reference has been made in recent months by 
the Minister of Finance to the Industrial Development 
Act. This Act was passed in 1977 to supersede the 
Pioneer Industries (Relief from Income Tax) Act 1965. 
The purpose of the Pioneer Industries Act was to en- 
courage the establishment of new industries, to 
strengthen and diversify the economy of the country, 
provide additional avenues of employment of labour 
and act as an incentive for the investment of capital. 
The nature of the incentive was relief from income tax 
for a period of two to five years depending on the 
amount of capital put into the new project. It is import- 
ant to note that the relief was limited to new industries 
or to those which are not being carried on at present on 
substantial commercial fashion. » 

The new Industrial Development Act was intended to go 
further than the Pioneer Act. The Act was to “provide 
for the licencing and control of manufacturing enter- 
prises to provide incentives for investment, to regulate 
the making of contracts relating to the transfer of 
foreign technology and expertise to enterprises operat— 
ing in Zambia and to provide for matters connected 
with or incidental to the foregoing”. 
Although it was passed in 1977 it has not proved helpful 
to industry and investment. The Minister has therefore 
agreed to pass regulations which will provide clear guide- 

407



lines for investors and also provide fuller details of the 
incentives that are available to them. 
The Industrial Development Act does not specify any 
period for or time limit to the reliefs but states that 
“relief from Income Tax, Sales Tax, S.E.T. for such 
period, and in such manner as the Minister responsible 
for the administrative thereof may prescribe”. Similarly 
for customs duties, tariffs, import licences, rebates, etc., 
all such reliefs depend on the Minister responsible 

provided certain stipulated conditions are fulfilled. 
It is now hoped that regulations will be passed specify- 
ing the actual working of, the reliefs and the conditions 
to be fulfilled. 
These regulations, it is hoped, will provide clear guide- 
lines for investors and with the added incentives offered 
by the job credits facility, the Minister of Finance hopes 
that the business community would help in expanding 
the economy of the country. 

(from our ecclesiastical correspondent) 
A few months ago, the Financial Times reported that the ex- 
port of Bibles from Britain had suffered a serious cut. U.K. 
publishers may well find an enlarged market in the United 
States if a new project develops well. 
Religion has always been considered a serious matter in that 
country. As was, not so very long ago, taxation. It was, until 
recently, only the Bible where the relationship between reli- 
gion and taxes was set out (e.g. “Render unto Caesar what 
is Caesar’s etc.”). This relationship has now received a new momentum as a result of the activities of a new profession: 
tax advising ministers. The following is an extract from an 
advertisement which appeared in the December 1979 issue of 
SIE — Sophisticated Investor, page 118, and of an article in 
the Western Law Journal, January/February 1980, page 1. 

Assembly of Hope 
This organisation, appropriately located at One Chapel Road, 
Helmetta, N.J. makes an offer to the reader — at a very low 
cost — to become a Minister ($10) and/or to start one ’s own 
Church (also $10). The advantages are not small. Not only 
can one conduct “Holy Rites, Sacraments and Rituals. . . Ad- 
vise, Treat, Inspire, Marry, Bury. . . Exercise, Pardon, 
Bless. . .”, BUT one benefits from tax exemption on a large 
scale. The advertisement gives a detailed example which we 
shall not reproduce here. It ends with the slogan Become a 
Minister and start your own Church now! The lower part of 
this full page ad. is a registration form to apply for one’s “own personal ID card that will command instant recogni- 
tion and respect for your new responsibilities 

Universal Life Church, Inc. 
This competing organisation is located at Modesto, Califor- 
nia. Mr. Steve Goolian, a journalist, reports on it under the 
title: How do you spell tax relief? -— C-H-U-R-C-H. One can, 
also for not more than $20, become a minister of this church 
provided that one “follows the church’s only tenet: Do that 
which is right”. Apparently, the promoters of this tax avoid- 
ance scheme think that it is right to set up a mail order sys- 

SERVE THE LORD AND SAVE TAXES -— THE ULTIMATE TAX H(E)AVEN 

tem to sell their ministries for the purpose of avoiding tax. 
As one of the promoters according to Mr. Goolian has said — “a large market probably existed for such church-financial 
planning”. Together with a friend he established his own 
“Church of Universal Harmony” which belongs to the Uni- 
versal Life Church. They claim to have ordained “more, than 
seven million”(!) ministers into the church. 

This seems a good business at $20 each. No wonder the In- 
ternal Revenue Service are trying to stop this, unsuccessfully 
as they lost a case in 1973. “The IRS never appealed and re- 
fuses to say why”, writes Mr. Goolian. 
Indeed, there seems to be great reluctance to interpret such 
sections of the Internal Revenue Code as 107, 1 70 and 501 
in a sense which would sustain their original spirit without 
introducing a new spiritual aspect. One may well wonder 
why other tax avoidance schemes are more easily contested 
(or, even, recognized as such) and whether in other countries 
tax (avoidance) and religious ideas would be so generously 
treated. 

Over the years there have been serious discussions and fierce 
debates between priests on the question of whether it is 
ethical or moral to dodge taxes which are imposed on the 
basis of regular laws. As far as we know, the arguments used 
never included profit-making mail order schemes. In Mr. 
Goolian’s article, the United States Commissioner of the In- 
ternal Revenue Service, Mr. Jerome Kurtz, is quoted as hav- 
ing said: “Those interested in protecting the preferences for 
churches must agree that the IRS has an obligation to be 
vigorous in stopping such schemes. The protection of church 
preferences requires that such preferences not be distorted”. 
There will be few besides the promoters of new “ministers” 
and “churches”, be they tax collectors or taxpayers, who will 
not wholeheartedly agree. 0n the other hand, one wonders 
whether all this is nota “mene tekel”in a world where more 
and more people are trying to get out of the increasing bur- 
den of taxes and other public charges. The many ways in 
which they do so show that they become desperate to a 
degree which is frightening. With regard to this “ultimate 
(tax) h(e)auen” the sky seems to be the limit. . . 

408 © 1980 International Bureau of Fiscal Documentation — BULLETIN



Développements Fiscaux en Afrique 
Activités de la Commission Economiqué des Nations 
Unies pour I'Afrique 

La Commission Economique des Nations Unies pour 
I’Afrique (C.E.A.) dont le siége' se trouve é Addis Abéba 
avait déjé, en 1965, organisé une conférence fiscale é 
laquelle participajent des personnalités de haut rang ap- 
partenant a un grand nombre de pays africains. La ré— 
union était bilingue (anglais et franga'is) offrant ainsi, 
pour la premiére fois, 1a possibilité aux responsables fis- 
caux, anglophones ou francophones, de se rencontrer et 
d’étre confrontés aux autres systémes fiscaux et poli- 
tiques de développement économique. La préoccupation 
principale de la conférence concernait la politique et 
l’administration fiscales. Des rapports nationaux ser- 

vaient de base :31 la discussion. 

Il est apparu au cours de cette réunion que l’on con- 
naissait trés peu des systémes fiscaux nationaux des 
autres pays d’Afrique et que ce manque de connaissance 
et d’information n’était pas dfi, du moins essentielle- 
ment, 5 une barriére linguistique. Il était intéressant de 
noter avec combien d’attention les participants écou- 
tajent et discutaient les expériences de leurs collégues. Il 
n’est donc pas surprenant qu’il y ait en un sentiment 
unanime en faveur d’une propagation d’informations 
concernant les développements fiscaux en Afrique. 

La premiére conséquence de la conférence a été la de- 
mande, par la C.E.A., au Bureau International de Docu- 
mentation Fiscale de rassembler une documentation 
compléte sur la législation fiscale des pays d’Afrique. Le ' 

résultat a non seulement été la réunion unique, dans la 
bibliothéque, de matériaux classés systématiquement 
sur la quasi totalité de cet immense continent africain 
mais aussi 1a publication, par le Bureau, d’un ouvrage sur 
feuilles mobiles intitulé Systémes Fiscaux Africains, ac- 
compagné de son édition paralléle en anglais: African 
Tax Systems; ces deux ouvrages étant réguliérement mis 
£1 jour. Ces ouvrages servent de base 51 une coopération 
plus profonde dans le contexte africain. 

Au cours de la décade suivante, la C.E.A. a organisé 
d’autres conférences importantes ainsi qu’un grand 
nombre de cours et groupes de travail, certains couvrant 
une région ou une sub-région. L’un des résultats de ces 
activités a été la formulation d’un certain nombre de 
principes et d’obstacles liés '21 la participation sans cesse 
grandissante de I’Afrique dans l’économie mondiale. 
Ceci a méme conduit 5 un projet non-officiel d’une con- 
vention multilatérale tendant é éviter les doubles impo- 
sitions accompagnée de notes explicatives se rapportant 
aux différentes dispositions. 
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Tax Developments in Africa 
Activities of the 
U.N. Economic Commission for Africa 

As early as 1965 the United Nations Economic Comis- 
sion for Africa (E.C.A.), with headquarters in Addis 
Ababa, convened a tax conference in which top-ranking 
officials from a large group of African countries partici- 
pated. The meeting was bilingual (English and French) 
and thus offered for the first time the possibility to Eng- 
lish and French speaking tax officials of meeting each 
other and becoming acquainted with each other’s tax 
systems and policies for economic development. The 
main emphasis was on tax policy and tax administra- 
tion. Country reports served as a basis for discussion. 

During the meeting it became apparent that little was 
known about national tax systems in other African 
countries and that this lack of knowledge and informa- 
tion was not, at least, not primarily, due to language 
barriers. It was interesting to note with how much atten- 
tion the participants listened to and discussed the ex- 
periences of their colleagues. It is not surprising, there— 
fore, that there was a unanimous feeling that more 
should be done to disseminate information concerning 
tax developments throughout Africa. 

The first action undertaken by E.C.A. was to request 
the International Bureau of Fiscal Documentation to 
prepare a comprehensive documentation on the tax 
legislation of African countries. The result has been, not 
only that the Bureau’s library contains a unique set of 
systematically arranged materials on practically every 
country in the huge African continent, but also that the 
Bureau published a large loose-leaf work under the title 
African Tax Systems with a parallel edition in French: - 

Systémes Fiscaux Africains, regularly updated. This 
work serves as the foundation for further cooperation 
within the African context. 

In the following decade or so, E.C.A. organised other 
large conferences as well as numerous training courses 
and workshops, some of which covered a region or a 
sub-region. One of the results of these activities has been 
the formulation of a number of principles for, and pit- 
falls in connection with, Africa’s increasing participation 
in the world economy. This even led to an unofficial 
draft for a multilateral tax treaty together with explana- 
tory notes to the various provisions of it. 
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LES ACTIVITES CONSULTATIVES ET DE 
RECHERCHE DE LA C.E.A. 
Pendant de nombreuses années 1a C.E.A. a aidé des pays 
membres sous la forme d’envoi de missions consultatives 
et de conduite de groupes de travail locaux dans des 
domaines tels que la politique, la législation et l’admini- 
stration fiscales aussi bien que celui de la gestion bud- 
gétaire et financiére — tout ceci étant réalisé :31 la de- 
mande des états intéressés. 

Les membres de la C.E.A. ont en outre effectué des 
études et rapports divers. Les études traitant de l’utili— 
sation des techniques d ’imposition forfaitaire dans 
le régime fiscal des petits commergants et des profes- 
sionnels en Afrique ainsi que le contréle des dépenses 
publiques ont été entreprises récemment; les deux sujets 
présentent un intérét tout particulier pour les pays en 
voie de développement. 

La C.E.A. se penche spécialement sur le manque de pos- 
sibilités de formation professionnelle et de recherche en 
Afrique. Actuellement, un projet sur la création et le dé- 
veloppement de centres régionaux pour la formation 
professionnelle et la recherche en matiére fiscale est en 
progrés. Ce projet est é mettre en paralléle avec des 
idées similaires qui ont cours dans d’éutres parties du 
tiers-monde et surtout dans l’Asie du Sud-Est. Bien que 
‘l’assistance d’experts étrangers soit vraisemblablement 
nécessaire, du moins dans un premier stade, il est im- 
portant de constater que des initiatives ont été prises 
dans des régions ofi les pays en voie de développement 
sont majoritaires et que le travail est tout d’abord entre- 
pris par dés experts locaux connaissant mieux que per- 
sonne quels sont les problémes posés dans des pays en 
voie de développement ayant une base culturelle sou- 
vent trés particuliére. 

L’un des plus récents groupes de travail, traitant de la 
politique, législation et administration fiscales, a eu lieu 
en Eté 1979. A cette occasion les premiéres mesures ont 
été prises pour achever la création d’une association 
d’administrateurs fiscaux africains. 

L'ASSOCIATION D’ADMINISTRATEURS FISCAUX 
AFRICAINS 
La réunion d’Addis Abéba a été suivie de celle de Fé- 
vrier 1980 qui s’est tenue é Monrovia. La réunion in- 
augurale de 1’A.A.F.A. a eu lieu dans cette ville en la 
présence du Ministre des Finances libérien, Son Excel- 
lence, l’Honorable Ellen Johnson-Sirleaf, et présidé par 
M. Philip T. Bowen, Secrétaire d’Etat pour les recettes 
du Libéria. 
La Constitution de l’Association a été adoptée au cours 
de cette réunion; il a également été décidé que des comi- 
tés sub-régionaux seraient établis comme suit: 
Affique du Nord: Algérie, Egypte, Jamahiriya Arabe 

Lybienne, Maroc, Soudan, Tunisie. 
Afrique de l’Ouest.‘ Bénin, Cate d’Ivoire, Gambie, Gha- 

na, Guinée, Guinée—Bissau, Haute 
Volta, Libéria, Mali, Mauritanie, 
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E.C.A.’S ADVISORY AND 
RESEARCH ACTIVITIES 
For may years E.C.A. has been busy assisting member 
countries in the form of sending advisory missions and 
conducting local training workshops on such areas as 
Tax Policy, Legislation and Administration as well as on 
Budgetary and Financial Management. All this was done 
at the request of the countries involved. 

In addition, E.C.A.’s staff carried on various studies and 
surveys. Recently, a start was made with studies on Use 
of Presumptive Tax Assessment Techniques in Taxation 
of Small Traders and Professionals in Africa and on Ex- 
penditure Control, both subjects which are of particular 
interest to developing countries. - 

E.C.A. is especially concerned about lack of training and 
research possibilities in Africa. Currently, a project on 
the creation and development of regional centres for tax 
training and research is in progress. This project runs 
parallel to similar ideas in other parts of the “Third 
World”, above all, in South East Asia. Though assistance 
of outside experts is likely to be required, at least in the 
first stage, it is significant that initiatives are being taken 
Within the regions where developing countries are in the 
majority and the work is to be primarily undertaken by 
indigenous experts who know better than anyone else 
what the problems in developing countries, with their 
often very special cultural background, are. 

One of the most recent workshops, dealing with tax po- 
licy, legislation and administration,was conducted in the 
Summer of 1979. On that occasion, the first steps were 
taken to achieve the creation of an association of Afri- 
can tax administrators. 

ASSOCIATION OF AFRICAN TAX 
ADMINISTRATORS 
The Addis Ababa meeting was followed up in Monrovia in 
February 1980. In this city the inaugural meeting of the 
A.A.T.A. took place in the presence of the Liberian 
Minister of Finance, Her Excellency, the Honourable 
Ellen Johnson-Sirleaf, and' chaired by Mr. Philip T. 
Bowen, Deputy Minister for Revenues of Liberia. 
During the meeting the Constitution of the Association 
was adopted. It was also decided that sub-regional com- 
mittees be established as follows: 

North Africa: Algeria, Egypt, Libyan Arab Jamahiriya, 
Morocco, Sudan, Tunisia. 
Benin, The Gambia, Ghana, Guinea, Gui- 
nea Bissau, Ivory Coast, Liberia, Mali, 
Mauritania, Niger, Nigeria, Senegal, Sier- 

West Africa : 
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Niger, Nigéria, Séfiégal, Sierra Lé- 
one, Togo. 

Afrique du Centre: Angola, Cameroun, République 
Centrafricajne, Congo, Guinée Equa- 
toriale, Gabon, Tchad, Zai're. 
Botswana, Comores, Djibouti, Ethi- 
opie, Kenya, Lesotho, Madagascar, 
Malawi, Ile Maurice, Mozambique, 
Ouganda, Seychelles, Somalie, Swa- 
ziland, République Unie de Tanza- 
nie, Zambie. 

Afrique de l’Est: 

Il faut remarquer que la compisition de ces comités est 
fondée sur la situation géographique des pays et non pas 
linguistique. 
Un Comité Exécutif provisoire a été nommé et com- 
prend six membres, y compris les représentants des 
comités sub-régionaux. Le Président de I’Association 
est M. Bowen, son Vice-président M. Soulémane Ab- 
doulaye, Directeur Général des Impbts au Togo. 
Les membres de l’Association sont les pays membres 
de la Commission Economique des Nations Unies pour 
I’Afrique (C.E.A.) et de l’Organisation de l’Unité Afri- 
caine (O.U.A.). Chaque membre a droit a un vote mais 
est représenté par 2 personnes désignées par le Ministre 
des Finances. L’Association sera financée par les con- 
tributions des pays membres en fonction de leur capa- 
cité économique avec un minimum de 0,5 pour cent et 
un maximum de 10 pour cent; il a été décidé d’adopter 
l’index de l’O.U.A. é cet effet. 

PROG RAMME DE L'ASSOCIATION 
Les sujets suivants ont été retenus pour étre étudiés 51 la 
réunion de l’Assemblée Générale qui aura lieu en Fé- 
vrier 1982: 
—- Evasion et fraude fiscale — Information sur la conscience fiscale — Fiscalité et développement — Techniques de législation fiscale — Amélioration et consolidation de l’organisation et 

gestion fiscales. 
On s’est par ailleurs mis d’accord sur le fajt que les comi- 
tés sub-régionaux établiraient leur propre programme et 
que Chaque comité organiserait au moins un cours de 
formation professionnelle ou un séminaire en 1981. 
L’Assemblée Générale 1 a accepté de demander :31 la 
C.E.A. de préparer 51 la demande de l’Association une 
liste des experts fiscaux africains. L’Assemblée Générale 
a également demandé é l’E.C.A. “d’écrire aux pays 
membres pour que ceux-ci soumettent réguliérement des 
copies de leurs codes fiscaux au Bureau International de 
Documentation Fiscale :31 Amsterdam”. 2 

ra Leone, Togo, Upper Volta. ' 

Central Africa: Angola, Cameroon, Rep. of Central Afri- 
ca, Congo, Equatorial Guinea, Gabon, 
Chad, Zaire. 
Botswana, Comoros, Djibouti, Ethiopia, 
Kenya, Lesotho, Madagascar, Malawi, 
Mauritius, Mozambique, Seychelles, So- 
malia, Swaziland, Tanzania United Re- 
public, Uganda, Zambia. 

East Africa: 

It is worth noting that the composition of these com- 
mittees is based upon the geographical situation of the 
countries and not at all on language. 
A provisional Executive Committee was nominated con- 
sisting of six members including representatives of the 
sub-regional committees. The chairman of the Associa- 
tion is Mr. Bowen, its vice-chairman Mr. Soulémane 
Abdoulaye, Director-General of Taxation of Togo. 
The Association’s members are the countries which are 
members of the UN. Economic Commission for Africa 
(E.C.A.) and of the Organisation of African Unity 
(O.A.U.). Each member has one vote but is represented 
by two persons designated by the Minister of Finance. 
The Association is financed by contributions from the 
member countries established according to their econo- 

_ 

mic capability with a minimum of 0.5 and a maximum 
of 10 percent; it was decided to adopt the O.A.U. index 
for this purpose. 

PROGRAMME OF THE ASSOCIATION 
The following subjects were selected for discussion in 
the General Assembly meeting to be held in February, 
1982: — Tax fraud and evasion — Information on tax awareness — Taxation and development - Techniques of tax legislation — Improvement and strengthening of tax organisation 

and management. 
Furthermore it was agreed that the sub-regional commit- 
tees should draw up their own programme and that each 
committee should organise at least one training course 
or seminar in 1981. 
The General Assembly 1 agreed to request the E.C.A. to 
prepare on behalf of the Association a roster of quali- 
fied African tax experts. The General Assembly also “re— 
quested E.C.A. to write to member countries to submit 
copies of their tax codes to the International Bureau of 
Fiscal Documentation in Amsterdam on a regular 
basis”. 2 

1, D’aprés l’article 20 de la constitution, ce document entrera 
en vigueur dés que 10 pays auront accepté d’étre membre et signé 
1a constitution. Ceci ayant été 1e cas, l’Assemblée Générale de 
l’Association a été déclarée établie. 
2. Rapport de la Réunion Inaugurale de l’Association des Admi- 

' nistrateurs Fiscaux Africains et d’un Groupe de travail sur la poli- 
tique, la législation et l’administration fiscales, Monrovia 11-19 
Février 1980, Para. 26, p. 8. 
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1. According to Article 20 of the Constitution, this document 
becomes effective as soon as ten countries have accepted member- 
ship and signed the Constitution. This being the case, the General 
Assembly of the Association was declared established. 
2. Draft Report of the Inaugural Meeting of the Association of 
African Tax Administrators and a Workshop on Tax Policy, Legis- 
lation and Administration, Monrovia, 11-19 February 1980, Para. 
26 at p. 8. 
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GROUPE DE TRAVAIL SUR LA POLITIOUE, 
LA LEGISLATION ET L’ADMINISTRATION 
FISCALES 
A l’occasion de la création de l’Association des Admini- 
strateurs Fiscaux Afric’ains, un group de travail s’est 
penché sur cette matiére. Six sujets principaux ont été 
discuté é Monrovia, :21 savoir: 
(i) imposition des sociétés multinationales et transna- 

tionales; 
(ii) les causes de la double imposition internationale et 

les mesures pouvant l’éviter; 
(iii)directives pour la négociation de conventions ten- 

dant é éviter les doubles impositions, avec une réfé- 
rence particuliére au modéle de conventions de 
double imposition entre les pays en voie de déve- 
loppement d’Afrique et les gouvernements des pays 
du siége des investisseur‘s'étrangers; 

(iv) 1e régime fiscal du sec'teur agricole avec une réfé- 
rence particuliére aux pays africains en voie de dé- 
veloppement;

_ 

(v) planification de réforme fisc'ale; et 
(vi) considérations essentielles liées é l’organisation et :31: 

la gestion des Sections responsables de I’Impét sur le 
revenu. 

Le document mentionné 51 1a note 2, reprend certains 
points des discussions rapportées comme ayant été 
conduites é un haut niveau permettant “au groupe de 
travail de reconnaitre les points essentiels et atteindre 
une majorité d’opinion sur des solutions proposées ou 
soumettre ultérieurement é l’étude certains de ces 
points”. 3 Le manque de place ne nous permet pas de 
donner ici plus d’informations. Les personnes intéressées 
peuvent demander (gratuitement) une copie du résumé 
préparé par la C.E.A. sur ses sujets. 

WORKSHOP ON TAX POLICY, 
LEGISLATION AND 
ADMINISTRATION 
On the occasion of the creation of the Association of 
African Tax Administrators, a workshop was conducted 
under this title. Six main topics were discussed in Mon- 
rovia, viz.: 
(i) Taxation of multinational and transnational corpo- 

rations; 
(ii) The reason for international double taxation and 

measures for its avoidance; 
(iii) Guidelines for negotiation of tax treaties especially 

with reference to the model on double taxation trea- 
ties between African developing countries and the 
governments of foreign investors’ home countries; 

(iv) Taxation of agricultural sector especially with refer- 
ence to African developing countries; 

(v) Tax reform planning; and x. 

(vi) Vital considerations involved in organization and 
management of Income Tax Departments. 

The document referred to in note 2, contains a re- 
view of the discussions which are reported as having 
been conducted at a high level enabling “ the workshop 
to identify major issues and to reach a consensus of opi- 
nion on solutions or further consideration to be given 
to these issues”. 3 Space limitations prevent the giving 
of details here. Those interested are invited to request 
(free of charge) a photocopy of the summary prepared 
by E.C.A. on these subjects. 

NOTE: 
Le Bulletin a déjé rapporté, dans le passé, des développe- 
ments fiscaux ayant eu lieu dans un grand nombre de pays, 
y compris différentes parties du monde en voie de dévelop- 
pement. Ces rapports contiennent des informations sur des 
activités exercéés par des organisations internationales. 
La Rédaction a I'intention de publier réguliérement des rap- 
ports sur ces organisations afin de permettre 5 la commu- 
nauté fiscale internationale d'étre systématiquement infor- 
mée de l'actualité. 

NOTE: 
In the past, the Bulletin reported on tax developments in a 
large number of countries, also in various parts of the de- 
veloping world. These reports included information on ac- 
tivities carried on by international organisations. 
It is the intention of the Editors to publish reports on these 
organisations on a regular basis so as to keep the interna- 
tional tax community systematically informed on what is 

going on. 

3. Rapport (note 2, supra), appendice rose, p. 1. 3. Draft Report (note 2, supra), pink appendix, p. 1. 
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The Commonwealth Association of Tax Administrators 
(C.A.T.A.) ‘ 

TECHNICAL MEETING ON 
THE COLLECTION OF TAXES AND TRAINING OF COLLECTION PERSONNEL 

Elsewhere in this issue mention is made of 
the establishment of the Association of 
African Tax Administrators earlier this 
year. In several respects it was modelled 
on another intergovernmental organisation 
established as long ago as 1967: CIAT - 
the Interamerican Centre of Tax Admin- 
istrators, with headquarters in Panama 
City. '

. 

C.A.T.A. is an organisation of a similar 
nature, but it is not restricted to a specific 
region or continent. It was conceived in 
1976 and was formalized by a constitution 
adopted in 1978. C.A.T.A., with head- 
quarters in London, England, currently 
links the tax administrators in 31 Com- 
monwealth states and dependencies. They 

are: Australia - Bahamas - Bangladesh - 

Barbados - Botswana - Canada - Cook 
Islands - Cyprus - Fiji - The Gambia - 

Ghana - Grenada - India - Jamaica - Kenya - 

Malawi - Malaysia - Malta - Mauritius - New 
Zealand — Nigeria - Papua New Guinea - 

Singapore - Sri Lanka - Sivaziland - Tanzania- 
Tonga - Trinidad 8: Tobago - United King- 
dom - Western Samoa - Zambia. 
The basic objective of C.A.T.A. is to 
promote the improvement of tax admin- 
istration in all its aspects within the Com- 
monwealth with particular emphasis on 
developing countries. This is accomplished 
by promoting the improvement of tax 
administration of members through the 
exchange of experiences and the dis- 
semination of information and technical 
knowledge. In complying with these 
objectives, C.A.T.A. periodically convenes 
conferences on specific aspects of tax 
administration and holds a triennial general 
meeting in which its members participate. 
From April 14 to 18, 1980 "a Technical 
Meeting of C.A.T.A. took place in Swazi- 
land. It was attended by tax officials of the” 
rank~ of Commissioner or Deputy-Com- 
missioner of the following 19 countries: 
Bangladesh, Botswana, Canada, Cook Is- 

lands, Cyprus, Jamaica, Kenya, Malawi, 
Malaysia, New Zealand, Nigeria, Papua 
New Guinea, Sierra Leone, Sri Lanka, 
Swaziland, Tanzania, United Kingdom, 
Western Samoa and Zambia. 

Responsible for coordinating this Technical 
Meeting was Mr. W.A. Stoneham from 
Canada. 

The following is a report of the proceedings 
of this Technical Meeting. 

The second technical meeting of C.A.T.A. 
member states took place at the Yen San 
Hotel in Mbabane, Swaziland during the 
week of April- 14 to April 18, 1980. The 
meeting was hosted by the Kingdom of 
Swaziland and the technical co-ordination 
for content as well as conduct of the 
proceedings was the responsibility of the 
Canadian delegation. 
In order to identify areas of primary con- 
cern to the member countries intending 
to participate in the conference, all mem— 
bers were asked several months prior to 
the meeting to submit papers covering the 
following 3 aspects: 
1. The most serious problems affecting 

collection of taxes in their country. 
2. Details on any formalized tax collection 

training program administered by them. 
3. Description of any significant strengths 

in their system which provide assistance 
in the collection of taxes. 

From the submissions received from 19 of 
the member-countries, seven major areas 
were identified as being of interest to all. 
These main topics were each addressed by 
1 or 2 speakers in terms of how these 
matters affect the tax collection operation 
in their country and how their respective 

administrations handle them. The pre- 
sentations 'Were followed by either work- 
shops or round table discussions, which 
expanded these topics or aspects thereof, 
as they applied to the other countries 
represented at the conference. Topics of 
slightly lesser importance although of 
considerable interest to all were allocated 
to the last day of the conference for round 
table' discussions. Time permitting, the 
round table discussions were to be extended 
to any other topics raised from the con- 
ference floor. All conference participants 
were informed in advance of all the agenda 
topics selected and were requested to come 
prepared to contribute to the workshop 
and round table discussions. 
The conference opened on schedule on 
the morning of April 14 with 33 delegates 
from 18 countries in attendance. After 
the opening exercises, Mr. J.A.R. Felix, 
Commissioner General of Inland Revenue, 
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Mr. W.A. STONEHAM 
Mr. Stgneham joined the Canadian 
Department of National Revenue, 
Taxation in 1965 following a career 
in the private sector and presently is 
the Assistant Director, Policy and 
Enforcement, Accounting and Col- 
lections Division. 

Sri Lanka addressed the conference on the 
first topic: Tax Delinquency: Causes and 
effects today; setting out the theme and 
indeed the principal reasons for which this 
conference of Commonwealth Tax Admin- 
istrators had been convened. 

|. Tax delinquency: Causes and effects 
today 

In his opening remarks the speaker stressed 
the importance for every government of 
building public confidence in its programs 
in general and its ability to collect taxes 
to finance such programs as an important 
factor in curbing tax delinquency. 
.Mg. Felix broke down the problem of tax 
delinquency into three different areas: 

a. under reporting of income and tax, 
b. non-reporting of income, 
c. non-payment of tax on declared or 

assessed income, 
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indicating that all three are a direct result 
of the public attitude toward compliance 
and that the latter is influenced by such 
items as: 

. Fairness of the tax system. 

. Fairness and impartiality of admin- 
istration. 

. Efficiency and thoroughness of tax 
administration. 

. Chances of delinquency‘being detected. 

. Severity of penal action upon detection 
and frequency of application of penal 
action.

‘ 

6. The taxpayer’s confidence in and loyalty 
to the Government and his sense of 
duty to pay the correct amount of tax. 

7. Degree of taxpayer’s understanding of 
his duties and obligations.

‘ 

8. Degree of public information available 
to create tax consciousness. 

9. Number of administrative measures used 
to withhold tax at source such as on 
dividends, interest, and employment 
earnings. 

10.“Red tape” and physical difficulties 
involved in making payments. 

014; 

00 
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Mr. Felix further referred to the effect of 
economic conditions such as: Commercial 
interest rates being substantially higher 
than penalty payable for non-payment, 
lack of cash-flow in a stagnant economy, 
government policies which adversely affect 
taxpayer’s sources of income and lack of 
or slowness in compensation, and payment 
of prior yeax taxes out of current income 
subject to current economic influences. 
He recommended that tax administrators 
orchestrate legislation and procedures be- 
ginning with preventative aspects like with- 
holding taxes and ending with an arsenal of 
legal sanctions to encourage compliance in 
filing returns and paying taxes assessed. 
Publicity via all available media should be 
used to indoctrinate taxpayers with such 
requirements and the possible consequences 
of not complying. 
The speaker advocated the use of Electronic 
Data Processing equipment as an effective 
means to identify and categorize nonfilers 
as well as to provide an up-to-date collection 
accounting system, which would allow early 
compliance action and thus serve to create 
a better tax consciousness by dispelling 
public lethargy in this area. Additionally he 
recommended publicity seminars and con- 
sultations with tax practitioners to clarify 
apparent difficulties in public under- 
standing of certain complicated taxing 
provisions. 

Mr. Felix 'cited the intelligent use of 
estimated assessments, of tax clearances 
as well as the acceptance of arrangements 
from taxpayers to pay their tax arrears 
over a period of time in line with their 
verified ability to pay, as useful compliance 
tools. He emphasized the importance of 
controlling tax delinquency in regard to 
the nations’s economy by relating delay 
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in collection to increased losses to the 
the government treasury which in turn 
result into greater budget deficits and 
increased government borrowing. Tax 
delinquency further has an inflationary 
effect in that these tax monies, not available 
to the Treasury, are being diverted to 
purchase of consumer goods. This further 
creates serious inequities for the compliant 
taxpayer, who, besides not having their 
tax money to spend are carrying the total 
tax burden, while the tax evaders enjoy 
all the benefits provided by the state 
without paying their share. 
In subsequent round table discussions the 
plenary expressed general agreement with 
Mr. Felix’s observations. On the topics 
of tax amnesty and tax clearances raised, 
there appeared to be agreement on the 
former’s overall negative effect and that 
it thus is rarely used, while the latter pro- 
cedure is used selectively by many member 
countries with good results. Further, while 
there are presently few or no tax collection 
treaties in existence, substantial compliance' 
benefits were envisioned by the delegates 
from the existance of such treaties in the 
future. 

II. The Department's collection organiza- 
tion, the purpose, the activities and the 
relation with other work areas of the 
Revenue Department 

Two papers were presented on this topic, 
the first by Mrs. Eugene Heather, Technical 
Officer, Inland Revenue Department, 
Western Samoa, and the second by Mr. 
M.U. Ahmad, First Secretary (Taxes) 
National Board of Revenue of the People’s 
Republic of Bangladesh. 
The organizational structure of the Samoan 
Revenue Department provided for a 

L distinctly separate Collection (or Accounts) 
:Section responsible for the collection and 
collection accounting functions only. The 
section’s staff is supplemented periodically 
by assessing staff to provide extra man- 
power for ledger balancing exercises, etc. 
but in all other aspects the two functions 
are totally separate. ' 

This contrasted sharply with the approach 
taken by the National Revenue Board of 
Bangladesh which has combined the assess- 
ment and collection recovery functions 
under the Deputy Commissioner of Taxes 
(formerly Income Tax Officer). While 
separation of these two functions has been 
recommended staffing constraints up to 
this point have not allowed such separation. 
Subsequent discussions by the plenary 
indicated that A the majority 7 "ottwqelegat‘es 
favoured a separate collection function 
for better results. Instances of. close co- 
operation by both audit and collection 
sections in exacting payment of taxes 
assessed at time of assessment or shortly 
thereafter were illustrated by two of the 

member states. This pertained especially 
to situations where prompt action appeared 
necessary to avoid losses. In the subsequent 
workshOps the three groups arrived at the 
following observations and recommen- 
dations: 

Separating collections from other functions 
provides the following advantages: 
1. Better collection results due to greater 

concentration of effort in a single area. 
2. Staff obtains greater in-depth knowledge 

of collection procedures. 
3. Speedier recovery of delinquent taxes 

reducing likelihood of potential losses. 
4. Less likelihood of employee becoming 

susceptible to offers for collusion. 
5. Less training time required to make 

employee effective in one function. 
6. Staff will progress from handling simple 

accounts to handling more complex 
accounts with additional experience 
and training. 

7. This sytem still allows for rotation of 
staff into other areas such as assessing 
and audit to provide opportunities for 
career development and job satisfaction. 

The integrated system (staff working in 2 
or more functions simultaneously) also has 
certain advantages: 
1. Provides greater all round experience 

and knowledge to‘staff. 
2. Permits rapid shifting of staff resources 

into areas of greatest need. 
3. Staff has a better overview of the entire 

operation, resulting in less unproductive 
work. (e.g. assessments which are un- 
collectible at time of assessment etc.) 

4. May provide greater job satisfaction and 
opportunity for promotion. 

The consensus appeared to lean toward the 
non-integrated approach with provision 
for staff rotation, as being the most de- 
sirable, although many of the participants 
operated under an integrated system. 

Ill. Enforced collection of delinquent taxes, 
judicial vs. administrative procedures 

This topic was addressed by the delegates 
of 2 countries Mr. J.B. Sweeting, Director, 
Collection .Procedures, of the Board of 
Inland Revenue for the United Kingdom, 
and Mr. H.W. Ramien, programs officer, 
Accounting and Collections Division, 
Revenue Canada. 
Mr. Sweeting after briefly outlining the 
responsibility areas of the Inland Revenue 
Department in respect to the collection of 
all direct taxes 'on income and capital as 
well as the National Insurance contri- 
butions, indicated that all enforced col- 
lection work is initiated in the 250 local 
collection offices under the supervision 
of the local Collector in Charge. Their 
collectors most frequently ‘use the admin- 
istrative distraint procedure; available under 
authority of the tax statutel\ which permits 
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seizure and sale of goods of the defaulter. 
The simple initiation of this process is in 
the majority of cases sufficient to motivate 
delinquént taxpayers to comply (in 1979 
only .2 percent of all distraint calls resulted 
into eventual sale of assets). Care and 
discretion is utilized in the application of 
this procedure to avoid potential abuse. 
Mr. Sweeting then referred to the judicial 
processes available. Depending on the 
amount of the tax debt, the Department 
uses the Magistrate’s Court or County Court, 
with only debts over £2000 being brought 
before the High Court. The courts-upon 
granting judgement can provide enforce- 
ment instruments for seizure of goods and 
monies, as well as such measures as enforced 
as bankruptcy 0r liquidation. The only 
disadvantage to these processes arises from

V 

the invariable delays encountered in the two 
higher courts. 
The speaker stated, that these processes, 
coupled with department’s policy of col- 
lecting taxes promptly, with the least 
amount of friction and through efficient 
use of personal visits and telephone calls 
has brought good results. 
Canada also uses administrative procedures 
extensively, with its collectors issuing 
Demands on Third Parties under authority 
of the Income Tax Act to intercept incomes 
or seize bank accounts of the defaulting 
taxpayer. If this procedure proves in- 

effective, Mr. Ramien stated that Senior 
Head Office officials can issue a certificate 
under the Act which upon registration in 
the Federal Court of Canada has the same 
force and effect as a judgement. Based on 
this certificate writs and other enforcement 
instruments to seize and sell goods, lands 
as well as monies and securities can be 
obtained promptly. 
Another provision under the Act allows 
the Canadian In_come Tax Department to 
assess and collect from a transferred spouse 
the tax owing by the transferror spouse up 
to the value of the property transferred. 
The transferree is subject to all collection 
actions possible under the 'Act. 

The speaker emphasized that there is a con- 
stant awareness by management and staff 
of the formidable extent of these available 
powers and that continual guidance and 
control is exercised by supervisory and 
management staff to prevent any possible 
abuse of these powers. 

In the subsequent workshops the delegates 
selected the following administrative pro- 
visions as particularly successful and de- 
sirable: 

1. Interest and penalty provisions. 
2. Instalment provisions. 
3. Withholding provisions on income from 

employment, dividends, royalties, and 
any other sources possible. 

4. Interception or attachment of incomes 
and bank accounts. 

5. Tax clearance certificates for individuals 
leaving the country or other specific 

‘ 

situations. 
6. Distraint procedures. 

' 

7. Right to offset tax refunds against prior 
year tax debts. 

8. Right to offset funds payable by other 
Crown Departments to the delinquent 
taxpayer. 

9. Making directors and managers of com- 
panies personally responsible for com- 
pany tax arrears. 

The need for judicial processes would still 

exist, but with most or all the provisions 
above adapted where necessary to the 
particular needs of each country, the fre- 
quency for using such judicial processes 
would be considerably reduced. 

lV.ldentificatibn of training needs and 
the design and implementation of a 
training package to meet those needs 

Mr. R. Adair, District Commissioner of 
the Department of Inland Revenue for 
New Zealand provided the delegates with 
an overview on how his Department came 
to develop its present comprehensive 
Training Program. 
He commenced with an outline of the 
qualities required in senior revenue staff, 
such as the need to be effective cOm- 
municators, the ability to interpret complex 
legislation competently, as well as being 
well versed in accounting and commercial 
practices. Additionally they must have the 
capacity to adapt to continually changing 
conditions. 

Training, therefore, is considered an on- 
going process, and must be geared to the 
employees present duties as well as toward 
potential future management positions. 
A major review of his Department’s training 
system in 1970 revealed that training at 
the district level was dependent on the 
degree of enthusiasm of local management 
and that it varied considerably between 
offices. Planned programs were often 
discontinued due to workloads or if training 
was given it was frequently poorly prepared. 
The review committee also recognized the 
need for finding or developing replacements 
for the majority of senior managers over 
the next decade and that well coordinated 
training plans were needed to accomplish 
this. 

These findings resulted in establishment of 
the centralized Staff Training Council 
comprised of the Department’s senior 
functional managers. This council approves 
the National Training Program, as well as 
the priorities for all courses, both district 
and centralized, including all financial and 
other requirements for the latter. 
The council is assisted by the Head Office 
Training Section, which is responsible for 
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conducting centralized courses as well as 
the evaluation of training results nation- 
wide and the review of course content, as 
well as the maintenance of up-to-date 
personal training records for all staff. 

Mr. Adair stated that district office level 
training is conducted by a local Staff 
Training Officer who spends at least 60 
percent of his time in this function and 
is usually in this function for a 2 year 
period. The districts are further provided 
with programmed learning training manuals 
and centralized courses are made available 
to the district office staff; 
The speaker emphasized that tfaining pro- 
grams must be continuously evaluated in 
order that they can meet the needs of both 
staff and management, and he suggested 
that this be done, by having employee 
.and management evaluate the course 
material and the employee’s performance 
respectively on an on-going basis. Only 
constant involvement by management 
in providing feed-back on how the training 
measures up to what they want or expect 
from the program, will ensure the success 
of such programs. 
In discussions following his presentation 
Mr. Adair indicated that his department 
uses the employee’s overall performance 
and competence as recorded in the annual 
performance review together with related 
work experience as a basis for promotion. 
He also indicated that in his opinion the 
fully trained employees leaving the depart- 
ment for the private sector may actually 
benefit the department in the long run by 
promoting better communications with 
the private sector. 
From the workshop groups, the following 
observations and recommendations were 
raised: 

1. Specialized training for collection of~ 
ficers was with few exceptions deficient 
or non-existent. Generally such training 
consisted of on-the-job training only. 

2. The groups agreed on the need forstrong 
support from top management for 
training programs. Such programs should 
be centrally controlled and directed to 
ensure uniform application of the law 
country-wide. 

3. Smaller countries, in as far as their 
different systems allowed, might pool 
their resources and set-up a central 
training facility. 

V. Initial collection procedures 

Mr. Charles Mwangi, Principal Collector 
of Income Taxes for Kenya addressed this 
topic, giving considerable background on 
the manual accounting procedures em-. 
ployed by his department. 
He indicated that one central collection 
office collects all assessments raised in 
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Kenya’s 9 Assessing Districts. After assess- 
ments are outstanding beyond the due date 
and no payment is received, penalty and‘ 
interest are added to the amount and an 
Overdue Notice is sent to the taxpayer 
requesting the total amount by a specific 
date. If the taxpayer agains fails to pay, 
enforced collection action is commenced 
after the due date has elapsed. The only 
exception arises in cases where the tax- 
payer appeals and the responsible assessor 
issues a “Stand Over Order”. In such cases 
collection action ceases until the appeal 
has been dealt with. 
In the subsequent round table discussions 
various procedures were brought out by 
the delegates, ranging from a series of no- 
tices and letters issued either manually or by 
computers, the use of telephones, as well 
as the use of partial payment procedures 
controlled by collection personnel or 
computers. Although there appeared to be 
a great variance in procedures, it was felt 
that an efficient approach at this early stage 
can eliminate many future collection en- 
forcement problems. 

VI. Publicity programs, a means of raising 
the public's social conscience and of 
promoting taxpayer education in an 
effort to encourage compliance with 
the law 

Mr. W.A. Stoneham, Assistant Director, 
Enforcemenp and Policy, Accounting and 
Collections Division, Revenue Canada, 
presented this topic. 
In an effort to make the public aware of 
the taxation process and to gain the public’s 
confidence and voluntary compliance Mr. 
Stonehamreferred the delegates to Canadian 
Taxpa; er Education Programs, such as the 
“Teaching Taxes” manual used in schools, 
as well as to taxpayer assistance programs 
implemented through public relations 
officers, toll-free telephone service available 
to taxpayers for assessing inquiries, the 
issuance of Tax information Pamphlets, 
as well as the ongoing serialized publications 
such as the Interpretation Bulletins, Infor- 
mation Circulars and Income Tax Rulings. 
The foregoing provides the general public 
and especially the tax practitioners in the 
private sector with essentially the same 
large body of technical and practical in- 
formation on departmental interpretations 
and procedures, as is available to Depart- 
mental staff. Revenue Canada further trains 
community volunteers to assist taxpayers 
who are in any way incapacitated to file 
their own returns. 
These programs, coupled with periodic 
media campaigns and a limited number of 
high quality films shown in movie-houses 
across Canada have achieved an effective 
two-way communication between the 
Department and the public. The resultant 
confidence of the taxpayers in the fairness 
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of the tax system is reflected in the highest 
degree of voluntary compliance which exists 
in Canada today. 

' In discussions following the delegates agreed 
‘with Mr. Stoneham that under the self- 
assessment system more information must 
be made available to the public to gain the 
desirable degree of compliance. At the same 
time, they agreed that certain procedural 
processes or information contained in 
internal manuals on assessment or write- 
off procedures must not be made public. 
The workshops’ objectives on Publici 
efforts and methodologies to be used to 
support such effort were, on the delegates’ 
request, expanded to also include recom- 
mendations in regard to implementation 
of training programs. 
The workshop findings and recom- 
mendations' on the publicity objectives 
were as follows: 

1. Publicity on the role and purpose of the 
tax department, to create better public 
understanding of its role, is essential 
to reducing the Department’s admin- 
istrative workload. 

2. Publicity efforts should be directed at 
school children in progressive steps to 
generate an early understanding of 
taxation and the creation of a future 
tax conscience. Children in turn can 
also educate their parents in tax matters. 

3. Mass media such as Radio, T.V., news- 
papers and publications as well as public 
speakers should be used to provide 
publicity on the Department’s pro- 
grams, including filing and payment and 
instalment requirements etc. 

4. Public Relations Officers should be 
trained and used to provide information 
to the press on high-profile situations 
creating positive publicity for the 
"Department. (Investigations, prosecu- 
tions, interviews on filing of returns 
etc.) 

5. In remote areas politicians or other 
individuals such as chiefs of tribal 
councils etc. could be used to provide 
basic tax information to the populace 
in their area. 

6. Departmental staff must display proper 
conduct at all times, must be courteous 
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and well groomed, and their mode of 
living must be exemplary as often a 
single employee forms the taxpayer’s 
concept of what the tax department is 
like. 

7. Use of questionnaires was advocated to 
obtain feed-back from the public on 
what areas, of interest to them,were not 
sufficiently covered by existing pub- 
lications. 

8. The delegates advocated the use of 
simple language in all publications aimed 
at the general public. 

9. One country is in the process of creating 
a central one-stop centre providing in- 
formation on all government services, 

which will include the tax department. 
10.It was suggested that C.A.T.A. should 

assist on the technical side in the creation 
of a film which would highlight the 
various positive. aspects of taxation, 
and which could be distributed to 
C.A.T.A. member countries for public 
showings. 

11.During peak seasons temporary offices 
can be set up to provide public in- 
formation to taxpayers in their home 
areas. 

The workshop findings on the Establish- 
ment of Training Programs provided the 
following: 

1. There is, in the majority of member 
countries, a distinct lack of resources 
for training programs, especially for 
collection personnel. 

2. To alleviate this condition, it was sug- 
gested that the countries pool their re- 
sources, and attempt to standardize 
their training programs to the extent 
possible. The delegates further recom- 
mended that central training centres 
should be created under the auspices 
of C.A.T.A. where all general training 
is given to staff of participating members. 

3. If financial restraint did not permit 
sending all the staff to such a centre, 
senior personnel should be sent, who 
upon their return‘ home, could pass this 

' training on to more junior staff and at 
the same time amend it as necessary for 
local conditions. 

4. It was suggested that C.A.T.A. set up 
a systematic training program for 
training senior collection personnel, and 
that this course be periodically im- 
proved on the basis of evaluation 
questionnaires completed by course 
participants. 

5. If the foregoing suggestion was not 
feasible, C.A.T.A. could prepare a 
general staff training manual for use by 
member countries, which could be 
adapted to local requirements. 

6. Lack of training in enforcement pro- 
cedures and especially court action 
constitutes a serious problem in a 
number of the member countries. 

There was consensus among the delegates 
that while training presented a considerable 
expense, it nevertheless also presented the 
key to succcessful execution of the depart- 
mental programs. The long term benefits 
derived, therefore, return value worth many 
times the expense incurred in training staff. 
Similarly, it was felt that, if the taxpaying 
public gains a better understanding of the 
role of the tax department in relation to 
the nation’s economy, and each taxpayer 
becomes aware of, or can be made to feel 
part of, a nationwide effort to create or 
maintain a country in which he can be 
happy and proud to live, the effort and . 

expense of publicity programs is returned 
many-fold. 
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Vll.Policies and procedures dealing with 
the’deletion of uncollectible debts. 
and small accounts 

Presentations on this topic were given by 
Mr. S. Sivalingam, Deputy Director General 
Department of Inland Revenue, Malaysia 
and Mr. H.W. Ramien, Programs Officer, 
Accounting and Collections Division, Re- 
venue Canada. 
Mr. Sivalingam emphasized the importance 
of tax administrators examining the causes 
for write-offs and taking steps to eliminate 
such uncollectible amounts promptly from 
the Department’s Receivables. 
He detailed various causes for accounts 
becoming uncollectible among them ex- 
tended payment arrangments, poor col- 
lection follow-up, unrealistic estimated 
assessments and disappearance of taxpayer’s 
assets, and he stated that his Department’s 
policy of reviewing uncollectibles with a 
view toward improving its policies and pro- 
cedures has been effective and has resulted 
into only a fraction of 1 percent of the 
taxes assessed being written off. 
While both remission and write-off pro- 
cedures are available to delete assessed 
amounts very few situations qualify for the 
former and the majority of deletions takes 
place in the form of Write-off of Irre-_ 
coverable Tax in accordance with General 

' Treasury Instructions. 
Once it can be proven that all reasonable 
attempts for recovery have been made and 
the balance cannot be collected and there 
is no evidence of departmental negligence, 
the accounts so identifiedare submitted to 
the Secretary-General Treasury with full. 
explanation for wn'te-off approval. Upon 
approval the accounts are deleted from the 
ledger. 

Canada while using very similar criteria 
uses its computer facilities to remove 
accounts of nominal size and accounts with 
poor collection potential from the col- 
lector’s workload. These accounts are 
monitored by computer for several years 
and any activity such as returns filed, 
changes of address or refunds becoming 
available will either return these accounts 
to the collector or will result into refunds 
being offset or both. In cases of continued 
inactivity for several years the accounts 
will eventually be written off. 

Accounts qualifying for write-off either 
after having gone through the foregoing 
procedure or meeting pre-set write-off 
criteria are reviewed by a committee of 
Senior Head Office and District Office 
officials, who will approve or reject such 
accounts based on the facts provided. This 
committee also examines the accounts to 
determine whether they are uncollectible 

, because of particular departmental pro- 
grams or procedures. 
The write—offs are finally examined and 

approved at 3 different levels depending 
on amounts, ranging from the Minister to 
Treasury Board or Parliament, and only 
after such final approval are they deleted 

V 

from the ledger. 
In the subsequent round table discussion 
all delegates agreed on the importance of 
removing uncollectible accounts frbm the 
Department’s receivable ledger as soon as 
their uncollectibility is established, so that 
Revenue receivables are reflected realisti- 
cally. 

The Plenary raised the point that the 
amount of work required to substantiate 
a‘write-off often discourages staff, who 
will rather turn their attention to accounts 
which can still be collected. 
Artbitrary (provisional) assessments weré 
cited as a frequent cause for write-off, with 
the assessments often being unreasonably 
high and for that reason being impossible 
to collect. The delegates favoured New 
Zealand’s approach which requires their 
assessors to substantiate all default assess- 
ments as being reasonable. 
Several delegates 
departments wrote off the tax balance 
only, and simply reversed interest and 
penalty. 
The round table discussions following the 
final presentation were subject to close 
time constraints and resulted into the 
comments and recommendations recorded 
below on the following topics. 
1. Appeals and the effect on collectibn 
This presented a problem in several, if 
not most, of the member-countries. While 
many of the tax statutes required payment 
in full despite any appeal or objection, 
in many cases collection action on the 
amount under dispute was curtailed. This 
delay in collection in some countries in- 
creased the total taxes outstanding consider- 
ably and resulted into losses to Treasury 
when such amounts became irrecoverable 
because of changes in the taxpayer’s 
financial circumstances. 
approach of requiring the taxpayer appeal- 
ing his assessment to pledge realizeable 
security in lieu of payment, was noted with 
some interest as an alternative which could 
eliminate such losses. 
2. Ways and means of improving com- 

pliance in remote areas 
The delegates advocated the use of radio 
programs to improve public understanding 
and acceptance of taxation. 
Some countries indicated that setting up 
local workshops or group discussions, as 
well as training classes on basic business 
procedures and bookeeping has had a 
positive impact, but that it was a slow pro- 
cess to change» the population’s generally 
negative attitude in regard to taxation. 
Requiring tax clearanc'es for renewal of 
business licenses, administered locally by 
village leaders or police, has resulted’into 
improved compliance in several countries. 

© 1980 International Bureau of Fiscal Documentation — BULLETIN 

indicated that their' 

The Canadian
_ 

3. Recruitment and retention of trained 
collection personnel .. 

The consensus was that it was difficult 
to attract personnel to the collection 
function, as the career possibilities are 
relatively narrow within this area. To 
improve this, the delegates recommended 
that rotation into other areas should be 
made available to the staff. Also an ap- 
propriate payscale must exist for collectors’ 
jobs to attract individuals with the proper 
motivation and personality. Such in- 
dividuals must be self-motivated, con- 
scientious and resourceful in performing 
their duties. The delegates agreed on the 
importance of providing the employees- 
with a detailed job description, to ensure 
they are aware of the scope of their duties, 
and also to allow proper evaluation of their 
performance by management. 
Diséussion arose on the aspect of evaluation 
and the various approaches used, which 
varied from “on-the-job” praise or criticism 
to self-assessment by an employee of his‘ 
performance with subsequent in-depth 
discussion with supervisor of specific 
performance areas, as well as the em- 
ployee’s future aspirations and potential 
for advancement. In the latter procedure 
the results are recorded and are reviewed 
by different levels of management to 
identify potential candidates for future 
senior position. 
Several countries indicated, that much time 
and resources had been allocated to the 
development of an efficient system of 
staff evaluations, as the latter constitutes 
an important factor in motivating staff, 
providing specific training, as well as 
identifying future potential which can be' 
developed to the administration’s and the 
employee’s benefit. 
‘4. Computer application to tax collection 
It was pointed out by the delegates of 
countries using computers on a larger 
scale, that computers do not present the 
solution to all problems. They stated 
that a computer system must be preceded 
by an effective manual system, which can 
then be adapted. A number of member- 
countries are presently using computers 
and have done so for some time, others 
(a total of 12 countries) are in the process 
of setting up taxpayer master records, 
accounts receivable and other accounting- 
processes, with such programs as the 
issuance of assessments and initial collection ‘ 

follow-up procedures to follow at a later 
state. 
Several of the countries indicated dif- 

. ficulties in developing such programs, and 
it was suggested that in order to develop 
a system which will meet the needs for a 
particular administration, it is essential 
that the. administration’s management be 
well versed in the systems area. Only with 
such knowledge can the “computer people” 
be directed into developing programs and 
systems which will effectively handle 
specific functions and procedures. 
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Kuilush C. Khunnu: 

INDIAN BUDGET 
’ 

l980/8l 

Expectations of a major corrective exercise in the 
direct tax structure Were built around the Indian Budget 
for the year 1980/81, particularly because in the 
immediately preceding year there had been an estimated 
drop of 3 percent in GNP at 1970/71 prices, a rise in the 
price level of about 16.8 percent and a general decelera- 
tion in industrial capacity utilisation with an expected 
cost escalation. Regrettably, the Finance Minister, Mr. 
Venkataraman, has suggested only minor adjustments 
with crumbs of tax relief thrown here and there. The 
surcharge on personal income-tax will be reduced from 
20 to 10 percent, thereby lowering the maximum 
marginal rate from 72 to 66 percent. The tax benefit 
will be insignificant having regard to the prevalent 
inflation. The eminent Jurist, and until recently India’s 
Ambassador to the United States of America, Mr. N.A. 
Palkhivala, has strongly advocated indexation of the tax 
rates to counter inflationary trends. 

In the sphere of corporate taxation, the Finance 
Minister has suggested a continuance of the “tax 
holiday” with a change in the basis of computation of 
the taxable income. In the case of companies, 25 
percent of the taxable income derived from a new 
industrial undertaking will be exempt from tax for a 
period of seven years. However, in computing the 
quantum of “tax holiday” profits, the losses, deprecia- 
tion and investment allowance of earlier years in respect 
of the new industrial undertaking will be taken into 
account even though these might have been set off 
against the profits of the taxpayer from other sources. 
The Finance Minister’s reasoning for the proposed 
change is that the existing “tax holiday” benefit favours 
capital intensive industry whereas the need is to 
stimulate investment in labour intensive industry. The 
proposed quantum of tax-free profits is lower than the 
existing benefit, and it may not be feasible for a new 
undertaking to earn adequate profits in its formative 
years. There is no provision for carry forward of the 
unabsorbed tax benefit and in many cases the proposed 
“tax holiday” may be a still-born incentive. It has been 
suggested that the percentage figure should be raised to 
45 and the holiday period extended to ten years. 
An otherwise innocuous Budget, it has generated 
considerable heat and controversy because of sug- 
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gested retroactive changes in legislation especially 
in two areas of importance to the corporate sector, 
a short reference to which has been made in para- 
graph 85 of the Budget speech. The existing “tax 
holiday” profits are determined with reference to the 
capital employed. In 1972 the Central Board of Direct 
Taxes notified a rule saying that borrowed funds would 
not be included in the computation of capital em- 
ployed. The taxpayers contended that since the Income- 
tax Act used the words “capital employed” without any 
restriction or limitation, the expression must be under- 
stood in its general or commercial sense and that the 
exclusion of borrowed funds from capital through a 
notificationvwas beyond the rule-making powers of the 
Central Board. Several High Courts have decided in 
favour of the taxpayer. In order to nullify the effect of 
the Court rulings, the Finance Minister has suggested an 
amendment of law with retroactive effect as of the year 
197 2. Another proposal seeks to give retroactive effect 
as of the year 1968/69 to a change in law to counter a 
ruling of the Supreme Court. Under an existing provi-- 
sion, barring few cases, 60 percent of intercorporate 
dividend income is exempt from tax. The relevant 
provision states that where a domestic company receives 
“any income by way of dividends”, a deduction of 60 
percent shall be allowed from such income. Taxpayers 
contended that the deduction of 60 percent should be 
calculated with reference to the gross income from 
dividends and not the net. To clarify, if a company 
received a dividend of 100 it would straightaway deduct 
therefrom 60, leaving a dividend income of 40, from 
which it would further deduct expenses, interest and 
bank charges, if any, and pay tax only on the balance. 
The tax authorities, on the other hand, argued that the 
deduction of 60 percent should be calculated with 
reference to the net dividend income arrived at after 
subtracting interest and expenses from the total divi- 
dend received. The matter was taken up to the Supreme 
Court which held that the expression “income by way 
of dividends” described only the nature of the income 
and did not relate to the quantification thereof. In order 
to negate the effect of the Supreme Court’s judgement, 
the Finance Minister has now proposed retroactive 
legislation stretching back to the year 1968/69. 

of Commerce and other associate bodies have 
strongly represented against the proposed retroactive 
amendments on the ground that these are unethical and 
against the generally accepted principle of retroactive 
legislation; moreover, these will detract from the sanc- 
tity of court judgments and erode the taxpayer’s 
confidence in the stability and finality of tax assess- 
ments. If implemented, the changes will upset innumer- 
able completed assessments, both of companies and 
their shareholders. During the current debate in Parlia- 
ment, a Member described the proposed retroactive 
legislation as an attempt to collect taxes “more by 
crook than by hook”. The Finance Minister has not 
relented so far but his proposed action raised the 
important question, whether, in the absence of an 
enierge‘fiESI-o'r' exceptiOha] situation, retroactive legisla- 
tion to remove ambiguities resulting from bad drafting 
and bureaucratic ineptitude can be justified as‘a matter 
of sound fiscal policy. 
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HIGHLIGHTS OF THE INDIAN 
CENTRAL BUDGET FOR 1980-81 

The following are the main proposals of,the 1980 Budget 
presented by the Union Minister, Mr. R. Venkataraman, on 
Ju'r_1e 18, 1980 before the Lok Sabha: 

A. INCOME TAX 

1. CORPORATE TAXATION 
a) Rate of tax 
No change is proposed in the existing corporate tax rate 
structure. 

b) Tax holiday on profits of a new industrial under- 
taking 

Under the present law five-year tax holiday is available on 
new industrial undertakings set up before lst April, 1981, 
and this relief is calculated at 7.5 percent of the capital 
employed in the undertaking. It has now been proposed 
that this tax holiday will be extended upto March 31, 1985, 
but the calculation of this tax holiday will not be on the 
capital employed in the undertaking but on the profits of 
the new industrial undertaking as under: 
In case of companies — 25 percent of the profits derived from the new 

industrial undertaking during the relevant year. 
In other cases — 20 percent of the profits derived from the new 

industrial undertaking during the relevant year. 
This tax holiday will be available for a period of seven years 
and will apply to those undertakings which qualify for the 
tax holiday under the existing law. 
It has also been proposed that the profits of the new indu- 
trial undertaking for the purpose of this claim will be com- 
puted after taking into account losses, depreciation and in- 
vestment allowance if any of earlier years in respect of the 
new industrial undertaking. 
The basis of computation of the capital employed in the 
new industrial undertaking for determining the tax holiday 
available upto March 31, 1981 is proposed to be incorpo- 
rated in the Income Tax Act itself (instead of the Income 
Tax Rules) wherein it has been made clear that in 
computing such capital borrowings will not be included. 
This amendment will be applicable with retrospective effect 
from 1972/73 assessment onwards, if approved. 

c) Additional depreciation on plant & machinery in 
certain cases 

It has been proposed that additional depreciation at 
50 percent of the normal depreciation allowance (excluding 
extra shift allowance) will be available on new plant and 
machinery installed after March 31, 1980 but befbre April ' 

1, 1984. This will be available only in the year of 
installation. 

Additional depreciation will be taken into account in 
calculating the written down value of the plant and 
machinery. 

Additional depreciation will not be available on ships, 
aircraft, road transport vehicles, office appliances, machine‘ 
ry or plants installed in any office premises or in residential 
accommodation or in guest houses etc. 
Additional depreciation will also not be allowed on any 
plant and machinery the whole of the actual cost of which 
is allowed as deduction. 

d) Expenditure on scientific research 
To encourage in-house research and development activities 
it has been proposed to allow a weighted deduction equal 
to 1 1/4 times of the expenditure incurred in approved 
in-house research and development or carrying out any 
research programme approved by the prescribed authority. 
The proposed deduction will not be allowed on expenditure 
incurred in acquiring land or construction of buildings. 

e) Expenditure on advertisement, publicity and sales 
promotion 

Under the existing law there are certain restrictions on 
advertisement, publicity and sales promotion expenses; it 

has been proposed to withdraw the restrictions. 

f) Export market development allowance 
It has been proposed to amend the Income Tax Act to 
clarify that the weighted deduction for export market 
development allowance will be available only on the 
following expenditure: 

(i) advertisement or publicity outside India in respect of 
the goods, services or facilities dealt in or provided by 
the taxpayer in the course of his business; 

(ii) maintenance outside India of a branch, office or 
agency for the promotion of the sale outside India of 
such goods, services or facilities; 

(iii) travelling outside India for the promotion of the sale 
outside India of such goods, services or facilities, 
including travelling outward from and return to India. 

2. PERSONAL TAXATION 
a) Surcharge 
The rate of surcharge on income-tax has been reduced from 
20 percent to 10 percent. This will mean that the top slab 
rate will now come down from 72 to 66 percent. 

b) Raising of exemption limit 
The exemption limit in the case of individuals is proposed 
to be raised from Rs. 10,000 to Rs. 12,000. However, there 
has been no change in the slab rates. 

c) Deduction in respect of Life Insurance Premium, 
contributions to Provident‘Fund etc. 

The existing rates at which deduction is allowed is: 
On first Rs. 5000 100% 

next Rs. 5000 35% 
balance 20% 
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It has been proposed to increase the rates as under: 
On first Rs. 5000 100% 

next Rs. 5000' , 
50% 

balance 40% 

d) Interest credited to member’s account in the Provident 
Fund 

Under the existing law interest credited to a member’s 
account in a recognised Provident Fund in excess of 8.25 
percent or in excess of 1/3rd of his salary is liable to be 
taxed in his hands. 
It has been proposed in this budget that the second 
condition that is interest exceeding 1/3rd of the salary 
being liable to tax in the hands of the employee should be 
abolished. 

334,, 

e) Standard deduction to pensioners 
Under the existing law standard deduction in respect of 
expenses incidental to employment is allowed against salary 
income of an employee. The standard deduction is allowed 
at the rate of 20 percent of the salary upto Rs. 10,000 and 
10 percent of the salary in excess thereof, subject to a 
maximum of Rs. 3,500,—. This deduction is allowed 
irrespective of whether any expenditure incidental to 
employment is actually incurred by the employee or not. 
It has been proposed that the standard deduction will also 
be allowed on pensions. 

B. WEALTH TAX 
(i) It has been proposed to raise the exemption limit for A 

wealth tax purposes from Rs. 100,000 to Rs. 150,000. 
(ii) There is no change in the rates of tax. 

C. INDIRECT TAXATION 

1. CUSTOMS DUTY 
Revision in the rates of import duty has been proposed in 
some cases. A few examples are given below: 
a. on all dutiable articles imported as personal baggage 

the rate is increased from 120 percent ad valorem to 
150 percent; 

b. on computers and computer peripheral units rate 
increased from 10 percent ad valorem to 20 percent; 

c. 
V 

on cinematograph films rate increased from 50 paise to 
Re 1/- per liner metre; 

(1. full exemption from import duty has been proposed 
for steel tubes imported for use in the manufacture of 
industrial gas cylinders of certain specifications; 

e. reduction in the import duty has been proposed on 
certain machineries and testing instrument for printing 

2. 

It is proposed to revise the rates on the following items as 
under: 
a. 
b. 

c. 
d. 
e. 

a) 

b) 

D. 

The Finance Minister has indicated that a Bill will be 
introduced in the current session of the Parliament to levy a 
new tax at 15 percent on gross receipts of hotels in which 
the minimum tariff for a single room is Rs. 75/- per day. 
This new levy is proposed to be made effective from lst 
September, 1980. 
It is proposed to levy a tax at 7 percent on interest income 
of banks and financial institutions which will bé allofiea'fo 

_ 

be passed on to the borrowers thereby raising the cost 
of borrowed funds. 

industry; also for certain other items of machinery and 
testing instruments. 

EXCISE DUTY 

soda ash raised from 10 to 15 percent ad valorem; 
caustic soda and caustic potash raised from 10 to 15 
percent ad valorem; 
acids raised from 10 to 15 percent ad valorem; 
synthetic rubber raised from 5 to 10 percent; 
on cheaper varieties of toilet soaps reduced from 10 to 
5 percent, on toothpaste from 20 to 10 percent; 
cigarettes‘Which are at present exempt from special 
excise duty will be levied duty at the rate of 1/ 10th of 
the basic duty; _ _ 

excise duty on cheaper television sets reduced from 15 
to 10 percent and duty (in other television sets reduced 
from 30 to 25 percent; 
licence fees abolished on single and two-band radio sets 
and transistors; 
'cycles and cycle parts as well as sewing machines 
totally exempted from excise duty; 
duty on pressure cookers reduced from 15 to 10 
percent; 
it has been proposed that 30 specified life saving drugs 
will be fully exempted from excise duty; 
it has been proposed to raise the special excise duty 
from 1/20th to 1/10th of thé basic excise duty on 
specified items. It has been also proposed to levy 
special excise duty at the rate of 1/20th of basic duty 
on some items which are now exempt from such levy. 

POSTAL TARIFF 
Postal tariff on letters increased from 30 p to 35 p. but 
no increase is proposed on inland letters and postcards; 
postal parcel increased from Rs. 1.50 to Rs. 2 per 500 
gms; and 
Higher charges will be made for shifting and installing 
telephones. Local telephone calls beyond 5000 in a 
quarter to be charged at 50 p. per call against 40 p. at 
present. 

OTHERS 
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INDIA: 

Budget Speechl980 
Extracts from the Budget Speech 1980 pronounced on June 18, 1980 by the 
Finance Minister Mr. R. Venkataraman. 

With respect" to the taxation proposals the 
Finance Minister said the following: 
I now turn to my proposals in the field of 
direct taxes. In framing these proposals, I 

have borne in mind certain broad con- 
siderations, namely, that the rates of direct 
taxes should be such as to promote volun- 
tary compliance, that the farmers, workers 
and the middle class should be afforded 
some relief in pursuance of the commit- 
ment in our party’s manifesto and some 
stimulus should be provided for raising the 
level of savings and investment in the 
national economy. At the same time, a 
concerned attempt should be made to 
counter certain widely prevalent devices 
for tax avoidance through fragmentation of 
income and wealth. 
The middle class is among the worst hit by 
the rise in prices in recent years, As 
hon’ble members are aware, even skilled 
workers in the organised sector are now 
liable to income-tax, at the present level of 
exemption. In order to afford a measure of 
relief to this class of persons I propose to 
raise the exemption limit for income-tax 
on personal incomes from Rs. 10,000 to 
Rs. 12,000. With a view to keeping the 
sacrifice of revenue within management 
limits, the nil rate slab of income is being 
retained at Rs. 8,000. As a result, in cases 
where the taxable income exceeds 
Rs. 12,000 the incidence of income-tax, 
excluding surcharge, will remain at the 
existing levels, subject to the grant of 
marginal relief in cases where the taxable 
income exceeds the exemption limit by a 
small margin. This proposal will benefit 
more than six lakhs * of income-tax payers. 

Reduction of surcharge 

Hon’ble members will recall that the rates 
of income-tax on the personal incomes 
were reduced in 1974 on the basis of a 
recommendation of the Direct Taxes En- 
quiry Committee and this process was 
taken one step further in 1976 when these 
rates were again lowered. The reduction in 
rates had largely fulfilled the expectation 
that it would lead to better tax com- 
pliance. Unfortunately, the movement in 
this Qirection was reversed under the

5 

Janata government and the rates of 
income-tax were increased in stages. I am 
of the view that the position in this regard 
should be set right} I accordingly propose 
to reduce the surcharge on personal in- 
comes in the' case of all categories of 
non-corporate tax payers from 20 percent 
to 10_ percent. This will not only bring 
down the maximum marginal rate of tax 
from 72 percent to 66 percent but will 
benefit tax payers in all slabs of income. 

Reduction of wealth tax 

In view of the somewhat steep rise in prices 
of assets, I also propose to raise the 
exemption limit for wealth tax from Rs. 1 
lakh to Rs. 1.5 lakhs with effect from the 
current assessment year. In cases where the 
taxable wealth exceeds this limit, the tax 
burden will, however, be retained at exist- 
ing levels, subject to the usual marginal 
relief. 

Government hopes that these concessions 
will provide cthe necessary inducement to 
the vast majority of our tax payers for 
current declaration of their incomes and 
wealth. 

I propose to counter some of the more 
commonly used devices for tax avoidance. 

Hindu undivided family 

As hon’ble members are aware, the sepa- 
rate treatment accorded to Hindu undi- 
vided family in tax laws has been widely 
used for avoidance of proper tax liabilities. 
I accordingly propose to de-recognise 
partial partitions of Hindu undivided 
families both for income and wealth taxa- 
tion. Partial partitions made on or after lst 
January, 1979, will not be recognised for 
tax purposes and taxes will continue to be 
levied on the basis that the existing Hindu 
undivided family had continued to remain 
joint. 

At present, Hindu undivided families 
having one or more members with indepen- 
dent income exceeding the exemption limit 
are charged to income-tax at rates which 
are somewhat higher than those applicable 
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in the case of individuals. In order to 
further restrict the use of Hindu undivided 
family for the purposes of tax avoidance, I 

propose to raise the rates of income-tax in 
the case of such Hindu undivided families. 
The maximum marginal rate of 66 percent 
will now apply on the slab of income over 
Rs. 50,000 and rates on some of the lower 
slabs will also be raised to somewhat higher 
levels. With these two changes in regard to 
tax treatment of Hindu undivided families, 
hope that the urge for forming multiple 
Hindu undivided families merely for the 
fragmentation of income and reduction of 
tax liability will be weakened. 

Discretionary trusts 

Hon’ble members will recall that the 
government had in 1970 taken several 
measures to prevent the use of private 
discretionary trusts as a device for tax 
avoidance. Experience, however, shows 
that these measures have not been fully 
effective and the proliferation of such 
trusts has not been curbed to the desired 
extent. I, therefore, propose to tighten the 
provisions in respect of private trusts. 
At present, discretionary trusts are taxed at 
a flat rate of 65 percent of their income 
and 1.5 percent of their wealth, or at the 
rates applicable in the case of an individual, 
whichever is higher. Under my proposal, 
such trusts will be charged to income-tax at 
the maximum marginal rate and the 
wealth-tax at the flat rate of 3 percent or 
at the appropriate rate applicable in the 
case of an individual, whichever is higher. I 

also propose to make several other provi- 
sions in relation to taxation of private 
trusts with a view to plugging somes-loop- 
holes which have come to the notice of 
government. All the_se provisions will take 
effect from the current assessment year. 

7 . 

Charities 

Charitable and religious trusts are some- 
times used for acquiring or maintaining 
control over business or industry for pri- 
vate ends. In 1975, we have laid down a 
pattern for investment of funds of charit- 
able or religious trusts if they were to 
continue to enjoy the tax exemption. With 
a view to enabling such trusts to change 
over to the new pattern of investment in a 
smooth and gradual manner, the law pro- 
vided that the new pattern may be adopted 
before lst April, 1978. This date was 
.subsequently extended to lst April, 1981. 
Such trusts have, therefore, been given 
ample time to adjust to the new policy. I 

want to put them on notice that this time 
limit will not be extended. 

* One lakh = 100,000; one crore = 100 
lakhs (10 million). 
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Long-term savings 

Our tax laws have always sought to en- 
courage long-term savings through life in- 
surance, provident funds and other similar 
instruments. Unfortunately, the efficacy of 
the provisions for encouraging savings was 
impaired last year when the incentives for 
savings were drastically reduced. Hon’ble 
members should be glad to know that I 
propose to restore incentives for such 
savings to the pre-1979 budget levels. 
The taxpayers will thus be entitled ’to 100 
percent deduction in respect of the first 
five thousand rupees of the qualifying 
savings, 50 percent in respect of the next 
five thousand rupees and 40 percent of the 
balance. 

As further measure for Eomoting savings 
in the hous'éhdla’sector, I pfopose‘to éfie 
an option to income-tax payers to retain 
moneys in their compulsory deposit 
accounts beyond the due dates on payment 
of interest at the existing rate applicable to 
such deposits. Further, I propose to liber- 
alise the tax exemption in respect of 
interest on balances with recognised provi- 
dent funds. At present, interest on such 
funds is exempt from income-tax to the 
extent it does not exceed one-third of the 
salary income of the employee. I propose 
to remove this ceiling limit. 

Tax incentives 

It is essential to promote new investment 
in industry. At the same time, the fiscal 
system should not lead to a bias in favour 
of capital-intensive techniques. Keeping 
these twin objectives in View, I propose to 
continue the tax holiday in respect of new 
industrial undertakings, ships and hotels 
but in a modified form. 
Under my proposal, tax holiday will be 
available in respect of new industrial under- 
takings, ships or approved hotels with 
reference to a speqified percentage of the 
income derived from these sources. In the 
case of companies, 25 percent of the 
profits derived from these sources will be 
exempted for a period of seven years. In 
the case of non-corporate taxpayers the 
percentage of exempted profits will be 20 
percent. 

In the case of co-operative societies, the 
tax holiday will be available for a period of 
ten years as against seven years in the case 
of other categories of taxpayers. This 
concession will be available in the case of 
all small-scale industrial undertakings 
which go into production after 3lst March, 
1981, but before lst April, 1985, that is, 
till the end of the new five-year plan 
period. For other industrial undertakings, 
the concession will apply only where they 
do not produce articles or things listed in 
the Eleventh Schedule to the Income-Tax 
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Act. The concession will also be available 
in the case of approved hotels which start 
functioning or new ships which are acquir- 
ed during that period. 
It is necessary to encourage new invest- 
ment particularly in view of shortages in 
several key sectors of the economy. As a 
special stimulus for new investment, I 
propose to allow in the year of installation, 
an additional depreciation in an amount 
equal to 50 percent of the normal deprecia- 
tion on new machinery or plant installed 
during the new plan period. The proposed 
addifibnal depreéiation wilf not Be admis- 
sible in respect of ships, aircraft, road 
transport vehicles, office appliances or 
machinery or plant installed in office pre- 
mises or residential accommodation. 
There is a widespread feeling of frustration 
among the scientific community. This 
government is keenly aware of the contri- 
bution which our scientists and_ tech- 
nologists can make to the economic regene- 
ration of India and is determined to 
promote research and development activi- 
ties in a big way. 
I, therefore, propose to allow a weighted 
deduction in an amount equal to 125 
percent of the actual expenditure incurred 
on scientific research in any in-house R and 
D facility where such expenditure is in- 
curred on a programme approved by the 
pgescribed authority having regard to the 
social, economic and industrial needs of 
India. In addition, I propose to extend, the 
scope of the existing provision for a 
weighted deduction on the expenditure 
incurred in scientific research under 
sponsored programmes in approved labora- 
tories so as to cover the expenditure 
similarly incurred in in-hotfse R and D 
facilities of public sector companies. I have 
no doubt that the hon’ble members will 
welcome these concessions. 

Advance tax 
At present, income-tax payers are required 
to pay advance tax during the financial 
year on the basis of their own statements 
or estimates. 
Where the estimated advance tax is likely 
to fall short of the tax on current income 
by more than 33-1/3 percent of the esti- 
mate, the taxpayers are required to make 
an upward revision of the estimates. I 
propose to reduce this margin from 33-1/3 
percent to 20 percent in the case of 
companies. There will be no change for 
other taxpayers. This change Will enable us 
to realise a larger share of the tax due as 
advance tax and thus have a favourable 
impact on government’s ways and means 

’ position in 1980-81. 

Employment of handicapped 
In order to encourage the employment of 
blind and handicapped persons in business 

and industry, I propose to provide for a 
weighted deduction of one and one-third 
times the salary'paid to such persons by 
employers where such salary does not 
exceed twenty thousand rupees in a year. 
Further, I propose to enhance the deduc- 
tion currently available in computing the 
taxable income of blind and handicapped 
persons from five thousand rupees to ten 
thousand rupees. 

Pensioners 

At present, standard deduction in comput- 
ing the salary income is not available in the 
case of pensioners. With a view to affording 
some relief to pensioners who are amongst 
the worst hit by the rise in prices, I 
propose to extend the benefit of standard 
deduction in their case as well. 

Sportsmen 

In order to encourage our sportsmen to 
compete in international events, I propose 
to allow a deduction, equal to 25 percent 
of their foreign earnings if these are 
brought into India in foreign exchange. 
This provision will apply in relation to the 
current assessment year and onwards. I also 
propose to allow higher deduction in 
respect of savings made by sportsmen 
through life-insurance and provident funds 
etc., as currently available in the case of 
authors, playwrights, artists, musicians and 
actors. Sportsmen will thus be entitled to 
deduct contributions made to life in- 
surance and provident funds up to 40 
percent of their professional income and 
30 percent of the remaining income, sub- 
ject to a maximum of Rs. 50,000. 

Publicity 

In 1978, certain restrictions were placed on 
the deductible amount of expenditure on 
advertisement, publicity and sales promo- 
tion. These restrictions have particularly 
hurt small and medium business. I, there- 
fore, propose to do away with these 
restrictions. 

Agriculture 

At present, income from poultry and dairy 
farming and livestock breeding is exempt 
from income-tax up to 33-1/3 percent of 
such income or ten thousand rupees, 
whichever is higher. I feel that time has 
come when persons’deriving income from 
these sources should also contribute a little 
more to the national exchequer. I accord- 
ingly propose to restrict the deduction in 
respect of such income to one-third of such 
income or fifteen thousand rupees, which- 
ever is less. 
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At present, agricultural property is in- 

cluded in'the taxable wealth for the pur- 
poses of the levy of wealth-tax. At the time 
when agricultural property was brought 
within the tax net, it was hoped that it 

would be a potent instrument for mobilis- 
ing resources from the affluent section of 
agficulturists. But our experience of over 
the last decade has been most disappoint- 
ing: The"amount realised as wealth-tax on 
agricultural property has generally been 
less than Rs. 1 crore per annum. The 
valuation of agricultural land has posed 
difficulties leading to complaints of harass- 
ment. As this tax has clearly failed to 
achieve its original objective, I propose to 
discontinue the levy of wealth-tax on 
agricultural property except in the case of 
owners of tea, coffee, rubber and 
cardamom plantations. I am sure that this 
measure will be widely welcomed by our 
farmers. 

Other measures 

I also propose to make certain amendments 
in the Income-Tax Act to counteract cer- 
tain court decisions which have resulted in 
unintended benefit to taxpayers. The 
Finance Bill further contains certain pro- 
posals for the amendment of direct taxes 
which are of minor significance. I will not 

'take the valuable time of the House in 
explaining the same. 
The reduction in rates and other conces- 
sions in respect of direct taxes should 
ordinarily involve loss of revenue. How- 
ever, I am of the view that reduction in 
yzites ’will lead fi‘figii’figagntrly improved 
compliance with tax laws. The legislative 
amendments made for countering tax 
avoidance devices and the changes in the 
provisions in regard to advance tax should 
result in larger accretion of revenue. On a 
broad judgement of the overall impact of 
all the proposals relating to income-tax and 
wealth-tax, I am not assuming any loss of 
revenue. I recognise, however, that there 
may be need for some adjustment in the 
inter-5e shares of Centre and states under 
income tax. Such adjustments will be made 
in the course of the year in the light of 
trends in collections. 
An upward adjustment of leading rates 
should moderate the inflationary pressures 
in the economy. I accordingly propose to 
revive interest-tax in relation to interest 
earned by scheduled commercial banks 
after 30th June, 1980. The scope of the 
levy is being extended to cover also interest 
received by the larger all-India industrial 
finance institutions, namely, IDBI, ICICI, 
IFCI and IRCI. The tax will be levied at 
the rate of 7 percent on the chargeable 
amount of interest as in the past. This 

' 

measure will yield Rs. 217 crores in a full 
year and about Rs. 108.5 crores in the year 
1980-81. 

With a view to checking lavish expenditure 
incurred on accommodation and entertain- 
‘mént in luxury' hotels, I propose to in- 

troduce a bill in the current session to levy 
a new tax at 15 percent on gross receipts of 
hotels in w'hiéhut'hb—ffii'n‘i’influ—m'fariff for a 
single room is 75 rupees per day. The nev_v 
levy is proposed to be made effective from 
'151: September 1980. This will yield about 
Rs. 12 crores in a full year and the revenue 
during 1980-81 will be of the order of 
Rs. 5 crores. - 

Indirect taxes 

I shall now turn to my proposals on indirect 
taxes. In framing my proposal I have kept 
in view the following objectives: to the 
extent additional resource mobilisation is 

inescapable, this should be done in such a 
way as not to enhance the burden on any 
commodity significantly. Subject to this~ 
consider—iti‘on, the small segment of our' 
industry should be encouraged. Industries 
with significant employment and export 
potential should be provided encourage- 
ment through suitable adjustment of duty 
structure. The duty burden on some 
articles of common consumption should be 
reduced or totally removed. 

At the outset I would like to put the 
hon’ble members at ease by pointing out 
that my proposals are modest. I have tried 
to avoid the usual device of picking out 
selected items for new or increased levies at 
relatively high rates. 
For this year, I have sought to spread the 
effect of the additional taxation thinly on 
a wide range of products, taking care to 
leave out articles of common consumption. 
I propose to achieve this objective through 
the special excise duty which is even now 
leviable on all excisable goods at 1/20th of 
the basic excise duty, but from which a 
number of commodities have been exempt- 
ed. 

Under my proposal, the special excise duty 
will be levied on those items which are at 
present exempt from the levy, at the rate 
of 1/ 20th of the effective basic excise duty 
rates applicable. Certain commodities will, 
however, continue to be totally exempt 
from the levy. Thus there will be no special 
duty on motor spirit including naphtha, 
kerosene, high speed diesel oil, light diesel 
oil and liquefied petroleum gas or on coal 
or electricity. 

Again, the special excise duty will not be 
levied on matches, or on vanaspati, or on 
goods falling under tariff item 68. Where 
special excise is already leviable at 1/20th 
of the effective basic duty, I propose to 
increase this to 1/10th of the effective 
basic duty. 
This increase will not, however, apply to 
furnace oil, asphalt, bitumen and tar, 
petroleum products not otherwise specified 
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>and calcinéd petroleum coke. Sugar and 
processed vegetable non-essential oils will 
also not be subjected to the increased levy. 
Cigarettes, which are at present totally 
exempt from special excise duty, will be 
subjected to special excise duty at 1/10th 
of the basic excise duty rates. These 
proposals would yield a revenue of 
Rs. 197.71 crores in a full year. The impact 
of these proposals relating to special excise 
duties will also yield sum of Rs. 16.75 

. crores in the shape of countervailing duties 
on imported goods. 
Soda ash and caustic soda command a 
sizable premium in the market on account 
of persistent shortages. I propose to mop 
up a part of this premium by raising the 
excise duty on these products from ten 
percent to fifteen percent ad valorem. I' 

also propose to increase the excise duty on 
starch from ten percent to fifteen percent 
ad valorem. 
This step will bring these chemical pro- 
ducts on a par with other chemical 
products, which, in general, bear excise 
duty at 15 percent ad valorem. Synthetic 
rubber at present bears duty at the very 
low level of five percent ad valorem. 
As a revenue measure, I propose to raiSe 
the excise duty on synthetic rubber from 
five percent to ten percent ad valorem. 
Similarly, the rate of excise duty on 
specified acids is being raised from ten 
percent to fifteen percent ad valorem. 
These measures would fetch in a full year, 
additional revenue of Rs. 18.93 crores. 
0n revenue considerations, I propose to 
subject molasses to a specific duty of 
Rs. 30 per metric tonne under a separate 
item in the central excise tariff instead of 
eight percent under item 68 of the central. 
eicise tariff as qt_ pres_e_r1_t:_ TItny is, 

however, proposed tb be restricted to 
molasses produced in vacuum pan sugar 
factories. Molasses produced in khandsari 
sugar units, which go inter alia for edible 
purposes, are proposed to be exempted. 
The revenue yield as a result of this 
proposal is estimated to be Rs. 4.24 crores 
in a year. 

Protection of industry 

I now come to propbsals which are de- 
- signed to provide a higher degree of protec- 
tion to certain Sectors of indigenous 
industry. The first proposal related to 
audio frequency amplifiers, an item re- 

served for the small-scale sector. 

In view of the adverse effect of imports of 
this item,_I propose to increase the customs 
duty on imports from 75 percent to 120 
percent ad valorem. 
My other proposal relates to imported 
unexposed colour positive cinematograph 
films, in respect of which the basic customs 
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duty is proposed to be raised from 50 paise 
to Rs. 1 per linear metre to enable the 
indigenous public sector unit to withstand 
competition from imports. I also propose 
to increase the countervailing duty on 
imported computers from ten percent to 
20 percent ad valorem as a measure of 
affording protection to the indigenous 
computer industry. 
These measures are designed to yield addi- 
tional revenue of about Rs. 1.83 crores in a 
full year. ' 

I have only one more revenue proposal in 
the field of indirect taxes. This relates to 
passengers’ baggage. As hon’ble members 
are aware, baggage allowances were sub- 
stantially liberalised in 1978 and, for the 
generality of Indian passengers going 
abroad for short visits, the allowances 
consist of Rs. 1,000 worth of duty-free 
goods and Rs. 2,000 worth of goods on 
payment of duty. Despite this liberalisa- 
tion, goods in the nature of baggage con- 
tinue to be imported by many passengers 
in quantitites substantially higher than the 
permissible limits. 
This is mainly due to the prevailing craze 
for foreign goods and the high margin of 
profits on the sale of these goods in India. 
Such cases of import of baggage items in 
excess of the permissible limits necessitate 
initiation of adjudication proceedings 
which generally have the effect of slowing. 
down the tempo of passenger clearance in 
out internatignal airports. 
I have given thought to this problem and I 
am making two proposals in this regard. 
The first is a pure revenue measure of 
increasing the effective rate of duty on 
baggage articleé in excess of the free 
allowances from 120 percent ad valorem to 
150 percent ad valorem. This measure is to 
come into force immediately and is ex- 
pected to yield an additional Rs. 20 crores 
in a full year. 
The second measure to be brought into 
force shortly, provides for the levy of duty 
at a flat rate of 320 percent on baggage 
imported in excess of the permissible 
limits, that is, in excess of what can be 
passed free or on a duty of 150 percent. 
At present, such articles would be treated 
as unlicensed imports, resulting in confisca- 
tions, fines and penalties, designed to wipe 
out any profit on their sale. 
The increased rate of duty is intended to 
replace these fines and penalties, without 
having to go through the time-consuming 
process of adjudication. Goods which are 
obviously in the nature of trade goods will, 
however, still attract penal action. 

Rationalisation measures 

I_ have a few other proposals which are 

424 

essentially in the nature of rationalisation 
measures. 
The_ first one relates to aerated waters. In 
the intergst of simplification, it is pro- 
posed to do away with the existing 
distinction between aerated waters contain- 
ing caffeine and those not containing 
caffeine for the purpose of excise duty. 
Instead, it is fififivaseii—t‘é‘levy on all flavour- 
ed aerated waters a uniform duty at 40 
percent ad valorem. The revenue effect of 
the proposal is expected to be negligible. 
I have given considerable thought to the 
problems thrown up as a result of the 
changes made in the 1979 budget in the 
excise duty structure applicable to the 
match industry. 
While the duty advantage enjoyed by the 
cottage sector obviously needs to be 
maintained, the non-mechanised middle 
sector should not be allowed to make 
inroads into the cottage sector. 
In order to ensure that the benefit of the 
lower rate of duty accrues only to the 
genuine cottage sector units, I propose to 
confine the duty concession to match 
boxed bearing approved labels and sold to 
or marketed through the KVIC, state 
agencies and registered cooperative so- 
cieties. 

At the same time, I do not find justifica- 
tion for the continuance of the existing 
limits placed on the clearances of matches 
by the cottage sector at the concessional 
rate of duty. 1, therefore, propose to 
abolish the existing limit on production by 
the cottage sector units. I am confident 
that this package of measures will result in 
accelerated growth of the cottage sector of 
the match industry. 
There have been complaints of malprac- 
tices in the biri industry by manufacturers 
who have been taking advantage of the 
liberal exemption limit applicable to the 
unbranded sector which is at present 60 
lakhs of biris per manufacturer per year. 
With a View to reducing the possibilities of 
malpractices, I propose to lower this 
exefhption limit to 30 lakhs of unbranded 
biris per manufacturer per year, which will 
still leave out of the excise net the really 
Asmara] manufacturer and the seI_f_-e_mployed 
manufacturer. This is not designed as a 
revenue measure. 
Some of the provisions in the Finance Bill 
are aimed at rationalisation or clearer 
definition of certain central excise tariff 
items to remove doubts or difficulties 
which have come to notice. The details of 
these measures may be found in the budget 
papers. 

Concessions 

I shall now turn to concessions in the area 

of indirect taxes. The small manufacturer 
plays a significant role in our economy. I 
would like to improve his competitive 
position vis-a-vis ’the large manufacturer 
and thus widen the entrepreneurial base of 
our economy. 
Only in this way can we check concentra- 
tion of economic power. There is already a 
scheme of excise duty concessions applic- 
able to manufacturers of 70 excisable 
commodities, under which clearances upto 
Rs. 5 lakhs in value in a year have been 
exempted from duty. 
I now propose to liberalise this concession 
in two respects. First I propose to include 
two more groups of commodities under the 
scheme. These are chemicals, namely, 
sodium, bi-chromate, bleaching powder, 
.calcium carbide and artificial and synthetic 
resins and plastic materials. Besides, the 
coverage is being widened in respect of 
paper and paper boards. But the second and 
more important concession which I pro- 
pose to introduce is that in respect of all 
the commodities covered by the scheme, 
clearances between Rs. 5 lakhs and Rs. 15 
lakhs will bear only three-fourths of the 
applicable rate of excise duty as against the 
normal duty at present. This measure 
should benefit a large number of small 
manufacturers. The revenue sacrifice will 
be of the order of Rs. 6.50 crores in a full 
year. 

Last year’s bu_dget made a change which 
affected a substantial number of small 
manufacturers of goods falling under the 
residuary item 68 of the Central Excise 
Tariff. Hon’ble members will recall that the 
quantum of duty-free clearances was 
reduced from Rs. 30 lakhs to Rs. 15 lakhs. 
I had opposed this change then. 
As a measure of undoing the hardship 
caused to such small manufacturers, I 
propose to provide for complete exemp- 
tion from duty for clearances up to Rs. 30 
lakhs per annum. In other words, small 
manufacturers of goods falling under item 
68 of the Central Excise Tariff, whose 
capital investment on plant and machinery 
does not exceed Rs. 10 lakhs, will be 
eligible for complete exemption from duty 
on their first clearances of goods up to 
Rs. 30 lakhs in a financial year. The quan- 
tum of clearances eligible for full exemp- 
tion from duty will be fixed at a corre- 
spondingly lower figure. This concession is 
expected to cost Rs. 2.4 crores in a full 
year. 

Paper and allied products are in short 
supply in the country and new investment 
in this sector hag not been readily forth- 
coming. Much can be done by smaller 
units to help in filling the production gép. 
To encourage them, I propose to extend a 
concessional rate of duty of 20 percent ad

‘ 

valorem as against the present rate of 30 
percent to paper and paper board'produced 
by small manufacturers whose clearances in 
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the preceding financial year did not exceed 
300 tonnes of paper and paper board. This 
concession will cost a little less than Rs. 1 
crore in a full year. 
The electronics industry has considerable 
employment and export potential. We have 
the necessary skills and expertise and these 
should be harnessed through appropriate 
fiscal incentives for development of the 
electronics industry in a big way. 
This is a field which offers great scope to 
small-scale manufacturers. I am, therefore, 
proposing some duty concessions in respect 
of the industry. 
There will be a reduction in customs duty 
on specified items of capital goods such as 
machines and instruments required by the 
electricals industry and not produced 
within the country. The customs duty on 
such items will be reduced from the pre- 
sent levels of duty (which in some cases are 
as high as 89 percent ad valorem) to a total 
of 25 percent ad valorem. 
Similarly, I also propose to reduce the 
customs duty on specified raw materials 
and components required for the electron- 
ics industry from their present levels 
(which in some cases are higher than 200 
percent ad valorem) to 45 percent ad 
valorem plus countervailing duty where an 
excise duty is leviable under item 68. These 

‘ two concessions will cost the exchequer 
Rs. 4.7 crores in a full year. 
The experience of other countries shows 
that the growth of consumer electronics 
facilitates in due course the development 
of other sophisticated lines of production 
in electronics. 

Television is a powerful medium of com- 
munication and education. With a view to 
enabling a larger number of people to get 
the benefit of this medium, I propose to 
reduce the excise duty on cheaper priced 
TV sets from 15 percent to 10 percent ad 
valorem, and to effect a corresponding 
reduction in the duty on other TV sets 
from 30 percent to 25 percent ad valorem. 
These concessions would entail a revenue 
sacrifice of Rs. 1.5 crores in a year. 
Radio is an equally powerful instrument of 
education and entertainment and is more 
widely in use. Government considers that 
single and two band radio sets should be 
popularised particularly in rural areas. The 
licence fee on suéh‘séts has proved to be 
irksome and inhibits purchase of radio sets 
by the rural folk. It is, therefore, proposed 
to abolish the fee in respect of single and 
two band radio sets including transistor 
sets. This measure, which I am sure will be 
widely welcomed, will cest government 
about Rs. 4 crores. 
Our computer industry is still in its in- 

V fancy, compared with those of other coun- 
tries. In order to provide an additional 
[incentive for indigenous production and 
improvement, I propose to reduce the 

excise duty on indigenously manufactured 
computers from 25 percent to 20 percent 
ad valorem, 

Ship building 

Ship building is a high priority industry 
and_has an important part to play in 
promoting economic self-Iqliance.» The In- 
dian ship building industry is finding it 

increasingly difficult to face competition 
from foreign shipyards. I, therefore, pro- 
pose to extend full exemption from excise 
duty to ocean going vessels built in Indian 
shipyards. This relief would cost about 
Rs. 5 crores in the current financial year. 
Hon’ble members would be aware that 
government has been following the practice 
of bringing down the import duty on 
selected machinery items having no 
indigenous angle to 25 percent ad valorem 
as a measure of reducing capital costs in 
industries. 

Other industries 

Carrying this process further, I propose, 
this year, to reduce the import duty to 25 
percent ad valorem on twelve more items 
of capital equipment. These include five 
items of machinery used in the printing 
industry, such as high speed letter press 
rotary and off-set rotary printing machines, 
mono lino type casting machines etc. These 
concessions would entail a revenue sacrifice 
of Rs. 1.84 crores in a full year. 
The cost of high pressure gas cylinders 
constitutes a significant portion of the 
total capital outlay required by the glass 
industry. With a view to reducing, at least 
in part, this capital outlay, Ipropose to 
extend complete exemption from customs 
duty on steel tubes imported for fabrica- 
tion of high pressure gas cylinders. I also 
propose to reduce the excise duty on such 
cylinders from the existing level of 15 
percent to 8 percent ad valorem, which is 
the duty level applicable under item 68. 
These two measures, taken together, are 
estimated to cost Rs. 1.89 crores in a full 
year. 
I have a proposal of general application, 
which is intended to facilitate manufac- 
turers of excisable goods, using inputs on 
which excise duty is leviable. In order to 
give relief in such cases, two procedures 
are in vogue at present. One is what is 

called the set-off procedure. The other is 

the proforma credit procedure under Rule 
56A of the Central Excise Rules. 
The proforma credit procedure is generally 
recognised to be more beneficial and less 
irksome to the manufacturers. I, therefore, 
propose to replace the existing concessions 
based on the set-off procedure by similar 
concessions based on the proforma credit 
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procedure. I am sure that this measuré will 
be welcomed by industry. 

Consumption goods 

It is a little painful for me to remind 
hon’ble members that last year’s budget 
had increased excise duty on a number of 
articles of common consumption to a 
significant extent. I propose to reverse this 
trend. Thus - - specified life-saving drugs, 30 in 
number, will be fully exempted from ex- 
cise duty. The list will be kept under 
periodical review with a view to adding 
more items as may be warranted. - controlled cloth is meant for the weaker 
sections of society and its cost should be as 
low as possible. I, therefore, propose to 
exempt controlled cloth from excise duty. — cotton and cotton-viscose blend hosiery 
consisting of items like banians are of 
relatively low value and these are now 
subject to excise duty at 8 percent. I 

propose to exempt them fully from excise 
duty. - - cycles are the poor man’s conveyance. I, 
therefore, propose to totally exempt cycles 
and cycle parts falling under item 68 from 
excise duty. — sewing machines, which are indispens- 
able to the housewife and also enable the 
weaker sections to earn a living, will also be 
fully exempt from excise duty. - pressure cookers which take the drudg- 
ery out of the housewife’s daily tasks and 
save fuel now attract duty at 15 percent. I 

propose to reduce it to 10 percent. 
I also propose to make substantial reduc- 
tions in excise duty on some other items of 
everyday use, accordingly- - excise duty on cheaper varieties of toilet 
soap will be reduced from 10 percent to 5 
percent. - excise duty on tooth paste will be 
reduced from 20 percent to 10 percent. — vacuum and gas-filled bulbs not exceed- 
ing 60 watts will have the duty reduced 
from 15 percent to 10 percent. 
I am sure these substantial concessions, 
which would cost the exchequer approxi- 
mately Rs. 15 crores in a full year, will be 
welcomed by Parliament and by the public. 
I also hope that industry and trade will 
play fair by the consumer and pass on the 
benefit of _these duty reductions to the 
consumer; 

Transportation 

Our party’s election manifesto has referred 
to the need to encourage dieselisation of 
taxis. In fulfillment of this' commitment 
and with a view of giving an incentive for 
taxi-owners to go in for dieselisation, I 

propose to extend full excise duty exemp- 
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‘tion -to diesel engines used fdr conversion 
of petrol-driven taxis. 
My second proposal is aimed at giving relief 
to the cycle rickshaw drivers. Powered 

_ 

cycle rickshaws are already exempt from 
'excise duty. To encourage motorisation of 
non-powered cycle rickshaws, I propose to 
extend full duty exemption for internal 
combustion engines used for this purpose. I 
am sure hon’ble members will welcome this 
measure, as a visible sign of our keenness to 
reduce physical strain and at the same time 
encourage this relatively cheap means of 
transport. 

New tribunal 
Before I leave the field of indirect taxes, I 

have a major decision of policy to an- 
_nounce. For the past couple of decades, 
there has been a persistent public demand 
for the setting up of an independent 

appellate tribunal for customs and Central 
Excise matters, somewhat similar to the 
set-up on the direct taxes side. 
This demand has recently been endorsed 
by the Estimates Commiftée of Parliament.- 
Government has, in the past, not been in 
favour of such a system, as it was felt that 
it would not be appropriate in the case of 
indirect taxes, and that the present depart- 
mental machinery was in fact adopting an 
objective approach. 
I think a time has come when we should 
gracefully accept the common view, which 
is based on the dictum that justice should 
not only be done but should also seem to 
be done. It is in this spirit that provision 
has been made in the Finance Bill for 
setting up an appellate tribunal to hear 
appeals in respect of customs, Central 
Excise and gold control matters. 
This tribunal will be independent of the 
executive machinery charged with the 
responsibility of day-to-day administration 

of révenue laws. I have no doubt that this 
measure will meet with the whole-hearted 
approval of Parliament and of trade and 
industry.,

5 

My taxation proposals will yield a sum of 
Rs. 223.22 crores in a full year in Central 
Excise duties and Rs. 39.58 crores in 
customs duties. The reliefs I have an- 
nounced add up to Rs. 34.75 crores on the 
Central Excise side and Rs. 7.93 crores on 
the customs side.

' 

The net yield is, therefore, Rs. 188.47 
crores from Central excise duties and 
Rs. 31.65 crores from customs duties. The 
accrual to the Central exchequer in a full 
year will be Rs. 144.85 crores and the 
share of the states will be Rs. 75.27 crores. 

Where changes are proposed to be made by 
notifications, effective from the 19th June, 
1980, copies of such notifications will be ' 

laid on the table of the House in due 
course. 
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TVA E'I' Huus __ 
DESERVICES .

_ 

du 7 mars 1980 
Journée'. d’études franco ~ belgo .~ qembourgeoise

~ 

For-an English translation of this IntroductiOn and English summaries 
of the other French texts, see at the end of this Article.

~ 

' INTRODUCTION 
1 

Par‘Prof. Dr. Paul Sibille. 

Plusiews groupements nationauxv de l’Association 'Intemationale 
de Droit Fiscal (I.F.A.) entretiennentdepuis plusieurs années 1 'ex-, 
cellente coutume de rencontres bilatérales au cours desQuelles des 
rapports sont p'résentés et des discussions engagées sur des thémes 
et des questions qui in téressent particuliérement leurs pays. A 

C’est ainsi que, pour faire pendant (i la journée_d’études tenue d 
Paris en mai 1978, le groupement frangais et le groupement belgo- 
luxembourgeois ont organisé une joumée d’études d Bruxelles le 
7 mars 1980. ‘ 

cette joumée a été consacrée d l’étude des difficultés d’applica- 
tion de l’article 9 de la 6e‘me directive du Conseil des Communau- 
tés européennes du 1 7 'mai 1977 relatif au lieu oft une prestation 
de services est -considéré comme exécutée et donne ouverture (i 

la T. V.A. et des solutions qu’il y a lieu d’y apporter (compte tenu 
de la directive no. 8 relative aux modalités de remboursement de 
la taxe sur la valeur ajoutée aux assujettis non établis d-l’intérieur 
du pays, qui vient d ’étre adoptée par le Conseil des Ministres de la 
Communauté européenne). ' 

L’expérience acquise depuis le 1erjanvier 1978, date (2 laquelle la 
directive no. 6 du Conseil des Commungzutés européennes est en- 
trée en vig‘ueur, au moins dans certains pays de la Communauté, 
fait en effet apparaz‘tre que l’article 9 de la directive pose des pro- 
blémes dont la solution est, dans l’état actuel de la législation >des 
.divers pays concemés et des instructions administratives corres- 
pondantes, lorsqu’il en existe,‘ loin d ’étre evidente, 'quand elle ne 
vizrié pas de pays & pays. ~

' 

Les problémes qui ont été spécialement é'tudiés au cours de cette 
joumée d ’études furent les suivants: ‘ r 

a) défim'r de fagon concré te les services énumérés d l’article 9 de 
la directive, qui sont éoustraits par celle-ci au régime' de la 
taxation dans le pays du domicile de l’auteur de la prestation; 
comment le prestataire de services, débiteur d’une T.V.A. 
dans 11" Pays oz) il n’est pas établi et n’a pas d’établissement, 
peut-il faire pour s’acquitter de ses obligations sans difficul- 
tés excessives sur le plan administratif ou financier? . 

c) comment l’utilisateur d ’une prestation de services qui a sup 
Porté la charge afférehte d ces services peut—il la récupérer 
sans difficultés excessives lorsque, remplissant les conditions» 
voulues pour obtenir cette récupération, il n’est pas, établi 
dans le pas/5,012 In T. V.A. a été payée par le prestataire de 
services? > 

'

. 

17) 
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Les séances de travail ont été présidées par M. Hénri LEVYMO- 
RELLE, Président de la section belgo-luxembourgeoise de l’I.F.A.,V 
chargé de cours d L’U.L.B. La co-présidence était assurée par M. 

' 

Georges EGRET, Secrétaire géhéral du groupement frangais d 
l’I.F.A.,‘ en l’absence de son Président M Max LAX'AN.~ ' 

L’organisation de cette joumée d’études a pa étre menée d bonne 
fin grace, pour la partie scientifique, 6 MM Jean de LONGUE- 
VILLE et Guy van FRA YENHOVEN, respectivement Président 
et Membre du Comité scientifique du groupement belgo-luxem- 
bourgeois, et, pour la partie ma'térielle, d‘M. JacquesAUTENNE, 
Maftre de conférences d l’U.C.L., Secrétaire du groupement. ~ 

belgo-luxVembouig‘eois. " ‘ ‘ ' ' ' " 

Le groupement belgo-luxembourgeois se félicite d’avoir trouvé‘ 
quprés du Bureau Intemaiional de Documentation Fiscale, d Am- 
sterdam, l’occasion de publier les travaux de cette joumée d ’étu- 
des, compartant les rapports, l_es parties essentielles des exposés et 
les résumés des débats. 

' 

‘ ‘ 

Le rassemblement de ces matériaux a pu étre réalisé grace aux
‘ 

notes recueillies et retranscrites par Madame Mdrie-Cécile van 
GRIEKEN, assistante d l’Ecole Supérieure des Sciences Fiscales, 
sous la Direction du Professeur P. SIBILLE,'Directeur de l’Ecole_. 
La présente publication constituera" sans nul doute u'n guide pré- 
cieux pour les juristes et experts fiscaux et pour les 'entreprisqs 
qui son't confrontées continuellement aqec l’un des problémes les 
plus complexes en matie‘re de T. V.A. dans les relations interna- 
tionales. 

‘ . 

INCORPORATION DE LA SIXIEME DIRECTIVE 
SUR LA T.V.A. DANS LES LEGISLATIONS NATIONALES , 

Les pays membres des Communautés Européennes ont adapté leur 
législation relative a la T.V.A. en vertu de la 6éme directive. Les mo- 
difications ont pris effet aux dates s_ui'vantes: 

Belgique -— le 1er janvier 1978 
Danemark .— Ie 1er octobre 1978 
France — le 1er janvier 1979 
Irlande -— le 1er mars 1979 
Italie — |e Ier avril 1979 
Luxembo'urg — le 1er janvier 1980 
Pays-Bas —— le 1er janvier 1979 
République Fédé- 
rale A/Iemande — le 1er.janvier 1980 
HoyauméUni — Ie 1er janvier 1978 
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BELGIQUE: Localisation des opérations imposables* 
par Jaéques Malherbe ** 

LIVRAISONS DE BIENS 
Aux termes de la directive (an. 8.1.b)) comme du Code 
belge, la livraison d’un bien a lie'u £1 l’endroit 01) se 
trouve ce bien au moment de la livraison. 
La directive prévoit que, si un bien est transporté ou 
expédié, la livraison a lieu au point de départ du tran- 
sport. S’il fait l’objet d’une installation on d’un mon- 
tage, 1a livraisdn a lieu é l’endroit of; ces travaux se font 
(art. 8.1.a)). 1 

Le Code belge édicte les ~mémes régles en situant au 
départ du transport on '21 1a fin de l’installation le mo- 
ment de la livraison (art. 15, §1, 2.1.2, 10). Le lieu de 
celle-ci étant déterminé par la localisation du bien au 
moment de la livraison, le résultat _est identiqué. 

PRESTATIONS DE SERVICES 
La 6éme directive situe 1e lieu d’une prestation de 
services an siége de l’a'ctivité économique du prestataire 
ou _de l’établissement stable rendant la prestation et, 
subsidiairement, du domicile ou dé la résidence du 
prestataire (art. 9.1‘). II abandonne 1e critére du lieu 
d’utilisation du service, introduit‘ par la 2éme directive 
(art. 63) et repris par la réglementation belge (Code, 
art. 21 ancien et arrété royal no. 5 du 6 février 1970, 
relatif au lieu d’utiljsation des prestations de services en 
matiére de T.V.A.). L’article- 21 nouveau du Code 
s’aligne sur la directiVe (§1). 
I] adopte également les nombreuses exceptions au 
critére principal établi par la directive: 
a) Les services se rattachant é un immeuble sont 

localisés au lieu de situation du bien (directive, art. 
9.2.a) e\t Code, art. 21, §3, 10). 113 comprennent non 
seulement les travaux immobiliers, mais: — les prestations des agents immobiliers comme in- 

termédiaires et des experts; — les travaux d’étude ou de contréle des archi- 
tectes, géométres et ingénieurs; 

comme prévu la directive, et en outre: 
—- la mise é disposition d’emplacements de parcage‘ 

de véhicules, d’entreposage de biéns, 'de loge- 
ments meublés, d’emplacements de camping; — Ia location d’immeubles’ou de coffres-forts; 
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— la gestion d’immeubles (Code; art. 21, 10 et 
- arrété royal no. 5 du 27 décembre 1977 concer- 
nant les services relatifs 5 un immeuble par na- 
ture en_ matiére de T.V.A.). 

b) Les prestations de transport sont rattachées au lieu 
de transport en fonction des distances parcourues 
(directive, art. 9.2.b) et Code, art. 21, §3, 39). 

c) L’endroit 01‘1 les prestations sont matériellement exé- 
cutées sert é localiser: — les activités culturelles et assimilées, y compris 

celles de leurs‘organisateurs et les services acces— 
soires; ‘ - — les activités accessoires au transport, telles que 
chargement et manutention; - les travaux portant sur des biens meubles corpo- 
rels, y compris les expertises (directive, art. 
9.2.c)). En ce qui concerne ces derniers, 1e Code 
belge les localise é l’endroit 0E1 se situe.1e bien 
(art. 21, §3, 20). Get endroit coi'ncide normale- 
ment avec le lieu d’exécution du travail. 

d) La location de bienS'meubles corporels, autres que 
. des moyens de transport, est loCaJisée é l’endroit de

‘ 

leur utilisation. Si le loueur est établi dans la CEE, “ 

encore faut-il que le bien soit exporté dans l’Etat : 

d’utilisation (directive, art. 9.2.d); Code, art. 21, §3, 
50). 

e) Le siége de l’activité économique du preneur ou de 
l’établissement stable pour lequel 1a prestation de 
services est rendue et, subsidiairement, 1e domicile 
ou la résidence du preneur, est considéré comme lieu 

‘ de prestation des services suivants: — cession ou concession de droits intellectuels, 
auxquels 1e Code ajoute les monopoles de vente 
ou d’achat et le droit d’exercer une activité 
professionnelle; — publicité; - travaux intellectuels des conseillers, ingénieurs, 
bureaux d’études, experts comptables, é l’exclu- 
sion, en Belgique, pendant 1a période transitoire, 
des avocats; - l’engagement de ne pas exercer une activité 
professionnelle ou un droit intellectuel;

_ - les opérations bancaires et financiéres, autres 
que la location de coffres—forts, les opérations 
d’assurance étant exonérées; — la mise :31 disposition de personnel; 

.— les services des intermédiaires autres, précise 1e 
Code, que les commissionnaires qui sont réputés 
acheteurs ou vendeurs, intervenant dans la 
fourniture des prestations énumérées ici (direc- 
tive, art. 9.2.e); Code, art. 21, §3, 70). 

* Extrait de la Communication faite é l’UniVersité des Sciences
» 

soéiales de TOULOUSE, les 29/30 novembre 1979. 
** Maftre de conférences 5 l’Université de Louvain, Avocat au 
barreau de Bruxelles. 
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FRANCE: DocUmentation 
Lieu d’imposition des prestations de services 
et définition du contenu des prestations de services. 

La loi frangaise: Code général deé impéts (CGI), 
articles 259, 259A, 259B et 259C 

I. 
' Rappel du cas général: 

Lieu de prestataire, Instruction administrative du 15 fé— 
vrier 1979 ; 

II. Les exceptions au cas général: 
A. LocatiOns de biens meubles corporels 

(CGI, Article 259 A-10, Compte rendu du'Comité 

Fiscal du 29 mars 1979, Instr. Adm. 3 Al19-79 du 
10 décembre 1979, Article 24 Annexe I du CGI) 

B. Prestations se rattachant 2} un immeuble 
(CGI, Article 259 A-20, Instr. Adm. du 15 février 
1979) . 

C. Prestations de transport et prestations accessoires au 
; transport 7 

(CGI, Article 259 A-30, Instr. Adm. du 15 février 
1979, Document de base 3A 233, Annexe III du 
CGI) ' 

D. Prestations imposables au lieu de leur exécution 
‘ '.(CGI, Article 259 A-40, Instr. Adm. du 15 février 

3 I979). » 

E. Prestations de caractére iInmatériel 
(CGI, Articles 259 B et C, Instr. Adm. du 15 février 
1979, Compte rendu du Comité fiscal du 29 mars 
1979, Instr. Adm. 3A-17-79 du- 13 novembre 1979,‘ 

‘ Article 24, Annexe I du CGI) ’ 

LUXEMBOURG: 1; Le régimedé la fixé sur la valeur 
ajoutée appliqué aux prestations de services suite aux 
modifications législatives intervenues en raison de la ' 

6éme directive 

par Roddlphe Gerbeé * et Yves Prussen ‘** 

Sommaire 

1. INTRODUCTION 
ll. DEFINITION DU LIEU DE LA PRESTATION , 

III. LES OBLIGATIONS DU PRESTATAIRE DES SERVICES _ 

IV. PROCEDURE DE DEDUCTION DE LA TAXE EN AMONT ET-- 
PROCEDURE DE REMBOURSEMENT PREVUE PAR LA 8éme 
DIRECTIVE

‘ 

I. INTRODUCTION 
La sixiéme directive du .Conseil des Communautés 
Européennes en matiére de TVA s’est traduite au Grand 
Duché de Luxembourg par une loi du 12 février 1979,’ 
qui est entrée en vigueur 1e ler janvier 1980. 
En théorie cette modificatidn législative a apporté des 
changements importants dans la taxation des prestations 
de services effectués par des assujettis 51 1a T-VA, les 
prestations de services étant définis par la loi comme 
opération ne constituant ni une livraison de biens ni un_e 
importation, et l’assujetti étant défini comme toute 
personne, résidente on 'non; effectuant de fagon in- 
dépendante et a titre habituel des opérations relevant 
d’une activité économique quelconque. Conformément 
£1 l’article 2 de la loi organique de la TVA, sont-soumises 

,5 1a taxe les prestations effectuées é titre onéreux 2‘1 

l’intérieur du pays. 
En l’occurrence ces changements sont 1e résultat d’une 
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optique fondamentalement .différente ,que la sixiéme 
directive a imposée dans la définition du lieu d’une 
prestation de service. D’autres changements paraissent 
plutét de naturefpratique, les principes afférents étant 
comparables 2‘1 c_eux ayant déjé existé sous l’ancienne 
législation. Tel es't notamment 1e cas pour certajns des 
services énumérés '2). Particle 9 de la directive. 
Le systéme antérieurement en ’vigueur a paru simple, 
mais son application donnait lieu £1 des difficultés 
notamment en raison des interprétations divergentes 
dans les différents pays-membres de la CEE. 
En effet, conformément é l’article’1»7 (ancien) de la loi 
organique de la TVA, 1e 'lieu‘de 1a ~piestation de service 
était réputé se situer é l’endroit 01‘1 1e service rendu était 
utilisé ou exploité.” Ce principe prévoyait en consé- 
quence l’assujettissement a la taxe des prestations de 
service facturées par des étrangers a des résidents du 
Grand Duché, é moins‘qu’il ne pouvait étre prouvé que 
ces services étaient effictivement utilisés ou exploités en 
dehors du territoire grand-ducal. 
En ce qui conceme les assujettis établis dans le 
Grand—Duché de Luxembourg, i1 existait une exonéra- 
fion correspondante en ce que les prestations de service 
effectuées pour le ,cdmpte des commettants étrangers 
pour les besoins de leur ehtreprise, se trouvaient 
exonérées.

’ 

La difficulté principale consistait é déterminer 1e lieu de 
l’utilisation, et la tendance de certaines administrations 
fiscales de localiser l’utilisation du service dans leur pays 
a entrainé des désavantages certains pour beaucoup de 
preneurs assujettis. 
C’est‘ pour atteindre une harmonisation plus pdussée des 
législations et de leur interprétation que le critére du 
lieu d’utilisation du service a été abandonné. » 

En conformité avec la siXiéme directive, la loi du 12 

* Expert comptable, Fiduciaire Générale du Luxembourg. 
** Avocat, Elvinger & Hoss. 
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février 1979 a posé comme principe que, sau_f exception, 
toutes les prestations exécutées _ou réputées exécutées é 
l’interieur du._territoire sont soumises 51 1a TVA, étant 
entendu qu’en principe lie lieu de la prestatidn'du service 
est le lieu de l’établissement stable 2‘1 partir duquel 1e 
service est rendu. La sixiéme directive est ainsi plus 
proche du principe retenu ‘par la loi allemande aux' 
termes duquel un service est presté é l’intériem‘du pays 
Si l’entrepreneur y déploit son activité de facon prépon- 
dérante (par. '3 a1: 10 UStG.),_ majs elle'a~'intr0duit la 
présomption irréfragable que, sauf exception, ce qu’elle 
prévoit, l’activité est exercéeau siége économique ou 
dans l’établisser‘nent stable du prestataire. Au Grand- 
Duché, l’établissement stable n’est pas défini dans la loi 
organique de la .TVA. Il faut CIa 59' référer 51 la 
législation sur les impéts directs (loi d’adaptation fis’cale 
paragraphe 16). ' ” 

Les exceptions sont énumérées é -l’ai‘ticle 9 de la 
directive qui prévoient un régirfnes’inspirant du principe . 

de l’article 6 a]. 3 de la seconde directive (lieu 
d’utilisation effectif du service) qui avait été repris par 
l’ancien article 17 de la loi, méme si cela ne ressort pas 
des travaux préparatoires de la directive. 
Il est toutefois indéniable que ces nouvelles dispositions 
considérent ‘des ‘serVices effectivement prestés é l’in'té- 

rieur du pays éomm’e étant prestés :23 l’étranger, gt 
d’autres 'serfilices effectivement‘ prest‘és. '21 l’étranger 
comme ayant" été prestés '21 l’intérie‘ur du‘ pays. ‘La 
différence fondamentale entre la nouvélle et l’anciehne 
loi est en conséquence l’introduction de’ critéres précis 
définissant 1e lieu oh la TVA est 2‘; payer. ‘

r 

ll. DEFINITION DEILIEU DE LA PRESTATJON 
'Le lieu de la prestation d’un. service pour les besoiné de 
la législation sur la TVA "n’est pas nécessairement 1e lieu. 
01] 1e travail est matériellement exécut,é._ ., 

En effet, 1a loi.pose des présomptions irréfragables 
(article .17 nouveau’- de loi) suivant lesquelles sont 
considérés comme lieu de la p'restation deservice: ; 

a) en principe le siége ou l’établissemérit'stable‘é partir 
duquel le serviceest rendu,

' 

b) par dérogation les lieux définis par l’a‘fticle 17. ' 

Ces dérogatio‘ns concement les services ériuméré‘s (:1 

Particle 9 de la directive qui sont soUstraits au régime de 
la taxation dans le'pays du siége ou'de‘l’établiss‘ement 
stable'de l’auteur de laprestation; 

‘

- 

A. Services se rattachant a un immeuble déterminé 

Il impofte de préciser'que leis presfations qui ne se. 
rattachent pas 2‘1 un immeuble déterminé, comme par 
exemple 1a confection de plansvd’architec'ture standar- 
disés, obéissent 5. 1a régle généfale. Sont vjsés: ' ‘ 

1. Les services tendant é préparer 'our icoordonner 
l’exécution de travaux immobiliers, y compris ceux 
des architectes, des bure’aux d’études et des bureaux 
de surveillance. ' ‘ 

.

I 

2. Les opérations d’entretien effectués 5 un immeuble, 
dans la mesure 01‘1 elles ne.constiti1ent .pas des 
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3 livraisons de biens au sens de l’article 5 (par. 5.1) dé 
1a VIe Directive (art. 12f) de la loi luxembourgeoise, 
du 12.2.1979. " 

~
- 

.Lieu de l’imbosition 
lieu de la situation 
de l’immeuble- 

Ce dgrnier a§simile é une livraison l.a'délivrance d’un 
travail immobilier, y compris celui comportant 
l’jncorporation d’un bien meuble é un bien im- 
meuble, é l’exclusion toutefois 'des ofiérations 
d’entretien courant. Co'nstitueraient p.ex. des tra— 
vaux immobiliers 'les réparations portant -sur des 
immeubles. 

>

' 

3. Les prestations de services desvagents immobiliers et 
des experts en immeubles. . - 

‘
» 

4. Plus généralempgt tous les services en relation avec 
_1’acqui_sition ou .1.a.cession d’immeubles, tels que

' 

ceux des notaires, autres sei‘viceé de conseils visés
’ 

‘ sous_E _ci-aprés, tels dyes services de pUblicité. - 

5. Les locations d’immeubles, de chambres ’d’hétel, 
d’emplac‘ements de parcage et de coffres-forts. 
Il ya lieu de rioter que 'la régle s’applique'é toutes les 

. 

locations immobiliéres généralement quelconques, y 
comprises celles exclu‘es‘ de l’ex‘émération prévue par 
la loi pour "les. locations 'immobiliéres telles quetle 
logement passager de personnes,’ de-.stationnement 
passager de personnes, de' stationnement passager de 
véhicules (v. art. 13, B, b)‘de la VIe Directive et art. 
44.1; g) dela-loi luxembourgeoise). I

l 

6. Le magasinage de biensdans un immeuble. 

B. Les prestations de ti'ansport 

Pour les transports internationaux ce lieu n’est réputé se 
situer' {1‘1’ihtérieur du 'pays que pou'r 1a partie du 
transport qui y est effectivement iréalisée. Signalons 
qu’en régle générale, les transports intemationaux_ sont 
des services exonérés. - 

'- 

Contrairement é l’ancienne législation cette exception! 
ne concerne pas 1a location rde moyens de transpdrts 
auxquelles s’applique la régle générale. 

Lieu d’imposition 

lied of: s'effectue le transport 

Toutefois dan‘s 1e cas oil une‘agencesde voyage a 
contracté en lsoh propre nom avec un'voyageur pour 
l’organisationd’un voyagesjncluant une prestatjon de 
transport éffectué par un autre aésujetti, 1e service de 
l’agence;.m'éme dans la mesure oil i1 vvconstiture l’exécu- 
tion‘ d’un contrat deutransport, est taxé au siége ou 
établissement de l’agence. En l’occurrence la prestation 
en question n’est- plus considérée par la l‘oi comme 
opération de transport, majs comme une partie d’une 
prestation suigeneris. .. . 

v 

. . 

Q; Les pr‘estations de sen/ibes ayantr pour objet: 

1. Des activités cultur_elles, artistiques, scientifiques, 
sportiyes, enseignement, de divertissement, ou des 
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activités similaires, .y compris les prestations de 
services des organisateurs- de telles activités et les 
prestations de service accessoires a de telles activités. 

2. Des activités accessoires au transport telles que le 
chargement, 1e déchargement et la manutention ainsi 
que des activités similaires. 

Lieu d’imposition 

lieu oil Ia partie essentielle 
' 

de chaque service est 
matériellement exécutée 

3. Des expertise's de'biens meubles corporels. 
4. Des trayaux portant sur des biens meubles corporels. 

Dont é comprendre parmi les prestations sous 3 et 4 
- entre autres les simples rép'arations de voitures 
automobiles et d’autres_biens meubles ainsi que les 
expertises y relatives (p. ex._en cas de panne).. 

D. - Les prestations de sen/ices ayant pour objet: - 

1a location de biens meubles corporels que le prestataire, 
'en. we de leur utilisation dans le pays de destination, a‘ 

e‘xportés ou im'p'ortés d’un pays membre des C.E. 'vers 
un autre pays membre. r

' 

Il résulté du texte de loi que la dérogation n’e'st pas 
applicable: 

‘ 
' 

_ 

' 

-

V 

a) lorsque c’est 1e preneur qui a exporté 1e bien loué 
d’un Etat membre vers un autre pour l’y utiliserj‘» 

b) lorsque soit 1e preneur soit le louér exp'ortent le bien 
loué ou 2‘1 louer 2‘1 partir d’un pays tiers Ou dan's_ un 
pays tiers; ' 

'

_ 

c) lorsque la location a pour objet un moyen de 
transport généralement quelcon’que dans ces trois 
hupothéses; .. 

‘- . 

Lieu d’jniposition 

lieu of: les biens sont utilisés 

Dans ces quatire hypothéses 1e lieu de 1a_ location se 
détermine conformément 23 1a régle générale (pays du 
loueur) sous réserve d’éventuelles mesures particuliéres é 
prendfe sur base de_l’habitation prévue é l’article 1’] par. 
3 de la loi luxembourgepise. 
En effet, cet article .prévoit que le l-ieu de prestation 
pourra étre fixé par référenceau critére de l’utilisation 
ou de‘ l’exploitation du service pbur des cas oil le 
régime décrit dans ce chapitre méne a‘des cas de double 
imposition, une'non-impositionhou des distorsions de 
concurrence. . 

> v 

' 

5
' 

On constate que-1e texte enr question ne reconnaft 1e 
critére du lieu d’utilisation que dans un (:35 parti'culier 
alors que ‘dans des situations économiquement iden— 
tiques 1e critére général reste curieusement applicable. 
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E. Les prestations de services ayant pour objet: 

les activités énumérées ci-aprés, lorsque les prestations 
ne sont pas visées sous A et C ci—dessus, et qu’elles sont 
effectuées pour le siége rd’activité d’un preneur assujetti 
(ou de son établissement stable) établi en dehors du 
pays du prestataire, que ce soit dans un Etat membre ou 
dans un pays tiers: 
1. La cession ou la concession de droits d’auteurs, de 

> 

brevets, de droits de licences, de marques de 
fabrique 'et de commerce et d’autres droits simi— 
laires; ‘ 

' ‘ ' 

>

' 

2. lei publicité, y compris les prestations de services des 
intermédiaires en publicité'agissant en leur propre 
nom; " 

- 

.- . 

les activitéé d’avoué, d’avoCa‘t, de conseiller, d’expert 
comptable, d’ingénieur, d’un bureau d’études ou 
d’activités similaires; 5 ' 

Lieu d'imposition 

lieu du siége d'activité 
économique’du preneur (ou de' 

son établissement stable) 

4. Ie traitement de données et‘la- transmission d’infor- 
‘ mations; ’

r 

5. 'les opération's bancaires, financiéres, d’assurance et 
de réassurance é l’exception de la location de 
coffres—forts; > 

Signalons ‘que les opératjons de banque et d’assu-fi 
rances proprement dites sont exonérées.

’ 

la mise :31 disposition de personnel; 
les prestations de services consistant clans l’obliga— 
tion de ne pas exercer, entiérement ou partielle- 

' 
‘ ment, une activité prbfessionnelle ou un droit visé 
ci-dessus sous 5; 

'

- 

8. les prestations de services des intermédiaires qui 
agissent au nom et pour le compte d’autrui et qui 
interviennent dans les prestations de services visées 
ci-dessus sous 5. 

$9) 

F. Les prestations de services; 

énumérées sous E ci-dessus, qui ne sont\pas visées sous A 
et C etrrqui sont effectuées pour les besoins d’un preneur 
non assujetti domicilié ou résident habituellement en 
dehors des C.E._ 
.Remarques quant aux positions 5 et 6 ci-dessus: 
Il résulte implicitément du texte que: ' 

1.' les mesuijes dérogatoires énumérées sous 5 et 6 
ci—dessus sont primées par celles figurant sous 1 et 3. 
11 y a lieu de signaler qu’elles peuvent étre modifiées' 
ou complétées par des dispositions particuliéres sur 
base de-l’habilitatibn contenue dans la loi. 

2. dans l’hypothése oil 1e prestataire et le preneur sont 
établis dans le méme pays 1e lieu des prestations sous 
5. est fixé d’aprés 1e principe général (lieu d’établis- 
sement du prestataire) ‘ 

' 

11 en est de méme lorsque le p'reneur n’on assujetti a 
son domicile ou sa résidence habituelle 2‘1 l’intérieur 
des CE. 
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Lieu d'imposition 

lieu _du domicile ou de la -- 

résidence du preneur 

3. En d’autres termes et en résumé: 
(a) C’est le lieu d’établissement du preneur qui 

détermine le lieu de la prestation 
(i) dans tous les cas 01) 1e preneur est établi dans un 

pays tiers ' 

. , 

(ii) en cas d’établissement é l’interieur des C.E.’, 
seulement lorsque 1e preneur est un assujetti et 
que le siége de son activité ou son établissement 
stable _se trouve dans un pays-membre autre que 
celui du prestataire, peu importe que ses acti- 
vités soient possibles ou non de la TVA. 

(b) Au contraire 1e lieu d’établissement (d’activité) 
du prestataire sera considéré comme lieu de la 
prestation lorsque ' 

(i) 1e preneur et‘ la prestataire sont établis dans le 
méme pays '

' 

(ii) 1e preneur est un hon assujetti ayant son 
domicile ou sa résidence dans un autre pays 
membre des C.E. 

Pour éviter les cas de non-imposition, 1e par. 3 de 
l’article 17 habilite 1e Gouvemement £1 déroger aux 
dispositions des par. ler et 2 (positions 1 £1 6 
ci-dessus) en ce qui concerne 1a location de biens 
corporels, y compris les moyens de transport, et les 
prestations visées sous 5 et 6‘ci-dessus, en fixant le 
lieu de ces prestations par référence au critére de 
l’utilisation ou de l’exploitation. 

III. LES OBLIGATIONS DU 'PRESTATAIRE DES 
SERVICES 

A. - Services effectuésvau lieu du s_iége'ou d’un 
éstablissement stable- 

Pour 1e prestataire dont les services sont réputés avoir 
été rendus £1 l’intérieur du pays, en raison de l’existence 
é l’intérieur du pays du siége d’activité ou d’un 
établissement stable, 1e régime d’importation n’a pas 
changé. Le prestataire devra étre immatriculé auprés de 
l’administration compétente et déposer ses déclaxations 
Comme par le passé. ' 

' 

V
‘ 

Il est indéniable que le principe de la taxation au lieu 
du siége ou de l’établissement, é partir duquel le'service 
est presté, simplifie beaucoup la perception de la taxe en 
ce que les opérations ne seront désqrmais plus exonérées 
dans le pays du siége du'prestataire et plus soumises‘ 5 1a TVA dans le pays 011 16 service est utilis'é. ‘ 

B. Services énumérés é l'ai'ticle 9 par. 2 sofis (E) de la 
Directive . 

En 
‘ 

ce qui concerne certaihs services 'énumérés plus 
spécialement 2‘1 l’article 9 par. 2 sous (E) de la Directive, 
l’article 21 de celle-Ci a prévu un systéme simplifié: 
En effet, pour: . 

r

4 

—- les cessions ou concessions de droits d’auteurs, 

436 

brevets, licences, marques de fabriques ou de com- 
merce et droits similaires, — la publicité, — les activités d’avoué, d’avocat, de conseiller d’expert 
comptable, d’ingénieur, d’un bureau d’études et les 

- activités similaires, ' - 1e traitement de données et la transmission d’infor— 
mations, 7 r — les opérations bancaires, financiéres, d’assurance et 
de réassuran‘ce (excepté la location de coffre-forts), — la mise £1 disposition de personnel, — l’obligation de ne pas exercer une activité profes- 
sionnelle ou un droit quelconque visé ci-dessus, 

—- les prestations d’intermédiaire. agissant au nom et 
pour le compte d’autrui et intervenant dans les

~ 

prestations .ci-dessus, - « 

la directive prévoit qué 1e preneur de la prestation sera 1e 
débiteur de la taxe, tandis que le prestataire peut étre 
rendu solidairement responsable. 
Puisque 1e preneur en question doit nécessairement étre 
assujetti 51 la taxe dans son pays, cette solution a le 
mérite de sembler pouvoir s’appliquer sans difficulté: en 
effet 1e preneur sera obligé de déclarer 1a prestation de 
service dans ses propres déclarations, et par voie de 
conséquence devrait normalement pouvoir procéder 91 la 
déduction de la taxe ainsi-déclarée. - 

Toutéfois, 1e degré de diffi‘culté dans l’application de ce 
principe devient plus élevé lorsqu’il faut demander des 
déclarations a des milliers d’assujettis non immatriculés 
ne faisant que des prestations exonérées. 
Au Grand-Duché, pareille obligation du preneur n’est 
pas encore inscrite dans un texte formel. En-effet, 
l’article 26' de la loi nouvelle prévoit qu’un réglement 
grand-ducal pourra‘disposer que la taxe Sera due par le 
preneur du service sous la responsabilité solidaire du 
prestataire. A ce jour aucun réglement n’a été pris en ce 
sens. 

C. La pratique administrative 

En pratique, é défaut de texte réglementaire pris sur 
base des habilitations p‘révues par la loi, rien n’est 
changé dans la procédure de taxation des services censés 
effectués au ,Grand-Duché par des assujettis étrangers 
par rapport 51 1a taxation des services antérieurement 
effectués é l’étranger et utilisés au Grand-Duché. 
La premiére obligation du prestataire est celle de la 
déclaration de l’opération. En principe une déclaration 
doit étre faite dés 1e commencement de l’opération 
(article 61 a1. 1 de la loi organique).et une autre 
déclaratioh indiquant 1e montant de ’la taxe due, doit 
étre déposée dans les quinze jours du deuxiéme mois 
suiVant celui lors duquel l’opération a été faite. (011 en 
cas de paiements de la rémunération par acomptes pour 
une opération p‘rolongée‘dans les 15 jours du mois 
suivant l’établissement de la facture afférente é chaque 
acompte). 11 y a lieu de signaler que par toute opération 

rfaite avec 'un contractant assujetti, levprestataire doit 
délivrer une facture mentionnant 1e montant de la taxe 
due dans les 25 jours du mois suivant celui oil 
l’opération a été faite. 
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La premiére déclaration> est généralement faite par 
information écrite {a l’Administration de l’Enregistre- 
ment 2‘: Luxembourg. Cette information est transmise au 
bureau d’imposition X chargé de la récupération des 
taxes dues par des prestataires étrangers“ Le function- 
naire compétent se met alors en rapport avec l’assujetti 
pour définir la fagon appropriée de procéder. En cas de 
services purement occasionnels, l’assujetti étranger n’est 
pas immatriculé majs déclafg 1e service par simple lettre. 
L’Administration peut aussi convenir avec 

_ 

lui de se 
mettre en rapport avec le preneur pour que celui-Ci 
déclare £1 décharge du prestataire. 
Aprés réception d’une déclaration pour service pure- 
ment_occasionnels, l’Administration établit un titre de 
recette sur base duquel 1a taxe est pergue. 
En cas de services occasionnels, il arrive assez fréquem-- 
ment que le preneur fasse la déclaration é décharge du 
prestataire et se charge lui-méme de l’acquit’cement de la 
taxe. Le prestataire pourra également demander a son 
cocontractant de se charger de ces formalités, ce qui 

. toutefois n’a un intérét que} si 1e preneur est effective- 
ment tenu de déposer des déclarations, s’il fait donc 
lui-méme des opérations ndh-exbnérés. En effet, vis-é-vis 
de l’Administration 1e prestataire reste celui qui est 
personnellément te'nu de déposer les déclarations, et en 
cas d’oubli du cocontractant, 1e pre’statai‘re s’expose aux 
sanctions.

‘ 

Il appartient au receveur compétent de vérifier si la 
‘ prestation a un caractére occasionnel. Dans le cas 

contraire, i1 procédera é l’immatriculation du presta— 
taire. En cas de‘ prestationsde services importants et 
continuels, '11 demandera la nomination d’un représen- 
tant responsable. (qui souvent est le preneur solidaire- 
ment responsable) 011 'plus généralement un cautionne- 
ment. '

' 

Les obligations du représentant responsable sont celles 
d’établir les déclarations, de détenir aux fins de contrEfle 
les copies des factures et toutes piéces nécessaires £1 cette 
fin. Par ailleurs, il ga‘rantit solidairement 1e paiement de 
la taxe et des amendes. Toutefois, c’est 1e prestataire qui 
établit les factures indiquant le montant de la taxe dont 
i1 devra transmettre une copie au représentant respon- 

- sable. 

Par arrété grand-ducal du 22 décembre 1979 pris sur 
base de l’article 63 2 sous (E) de la loi o'rganique, 
l’administration est autorisée é demander 1e dépét d’un 
cautionnement auprés de la Caisse de Consignation ou 
une garantie bancaire destinée 'é assurer 1e paiement de 

1a taxe. Les montants sont fixés par le prépqsé en 
fonction de l’importance présumée des Qpératipns im- 
posables et de la créance.de'1fEtat. Cett'e pratique est‘ 
généralement préférée '21 celle de la nomination de" 
représentant responsable.

I 

IV. PROCEDURE >DE DEDUCTION DE LA 'TAXE EN‘: AMONT ET PROCEDURE DE _REMBOUBSE-. 
MENT PREVUE PAR LA 8E DIRECTIVE 

La 8iéme directive adoptée par le Conseil préOdit 
l’introduqtion par les Etats-membres d’un,texte permet-

, 

tant 1e remboursement de la taxe é'des prénéurs 'de 
services assujettis ndn établis dans le pa_ys qui a gerqu la 
taxe. '- 

v
. 

11 y a d’abord lieu de signaler que le texte en question ne 
s’applique que dans le cas ofi~1’assujetticoncemé ne fait 
pas lui-méme d’opération imp‘osable dans le pays 011 la 
taxe a été' prélevée. Dans le cas. contraire',‘ il pourra 
récupérer 1a taxe ayant gi'evé des servic'e's qui lu.i om; été 
rendus par le biajs de la déductioh de la taxe en amont 
et éventuellement 1a restitution de l’excédent de la' taxe 
en amont.’ Il faut toutefois que 1"assuje1iti ait .li-méme 
fait la déclaration .de se‘s prophes preSfations, pt il}ne 
pourra récupérer .la_ taxe en arhont,’ s’il aAde‘mandé au 
preneur de déclarer é dééharge. En pratiquéle texte 
nouveau ne visera donc que des cas exceptidrinels. A. 
cetté ‘fin, la loi organique'a habilité 1e gouvernementjé 
introduire cette procédure par voie de réglement; 
Alors-que 1a directive a défini le modéle'de lei demafide 
de remboursement é remplir pour, l’arssujetti cpnégerné et 
les piéces et attestations qui .sontj jbindre, et eh faison' 
de la centralisation des services’ de. 1_’Administration 'au 
Grand Duché le nouveau texte devra pouvoir s’appliquer 
sans difficultés., 

' l '

' 

11 y a lieu de rappeler que la directive prévoit que 
l’assujetti étranger devranjustifier sa qualité d’assujetti 
par une attestation de‘son. administration locale“ et 
jo_indre les Originaux des factures on documents d’im- 
portation. La demande s.era 2‘1 adresser é l’Administration 
avec les piéqes é l’appui définis Ci—haut. .

' 

Eu égard aux,expériences pratiques_que l7on a pu faire 
dans les ra'ppolrts avec l’Administration de l’Enregistre- 
mént, il est 5. préVoir que l’asSujetti ayant rempli ces 
formalités simplés, ne rencontrera pas _de difficultés 
pratiques pour récupérér 1e montant de la taxe, qui lui 
sera viré normalement ‘dans les' quelques semaineé‘ 
suivapt 1e dépbt de la déclaration. ' 

‘

" 
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'ICQMMU'NAUTE,Eu'RoPEENNE: 
Mdnsi‘eur'GUIEp 

L’orfiteur commence par retracer 1a genése des travaux 
ide 1a Commission sur la taxationlxdes prestations de ser-‘ 
,vices 'eKn disantflque c’est une lourde tache‘ d?essayer d,’in_-: 
;diquer_‘t'ous les 'méandres des discu‘ssiohs'qu'i Qnt abouti 
[£1 ce texte de cdmpromis de la 6éme directive qui a pu 
:rallier-l’adhésion de tous les Etats membresxll s’agit bien 
-d’un texte de comprbmis 'qui».peut-étre‘ présente cer- 
taines difficultés‘d3application au. plan :national. " 

Dans le' Icas des' prestatio'ns‘de‘ services, iliexistait‘d‘e‘s 
'situations fort d‘ifférentes. Lgrsqu’o'nua adOpté 1a 2éme 
directive T.V‘.'A_. én avril 1967,'0n avait crlurqu’a’uplan 
communautai're (six plays :31 l’épogue), la solution id‘éale 
et uniforms} 'aVait'été trOuvée en prévoyant que le lieu dé 
1a taxation de’.s¢1fvi"ces serait: le lieu_d’utilisation. Qn e37; 
p‘éfait pqoir’éviter les doubles Vimpo’s‘itiovns et les non“- 
impositions ‘q'u’i 's’lét‘ajent‘ Kprése‘ntées dans les jsituations 
pré'cédentes.‘~' ‘. 

’ 

_ >

' 

Malheureusement ce .critére d’utilisation avait un champ 
ttés restreint-puisqq’il ne s’éppiiquaifi; qug pour les pres- ‘ 

tations de' v'services énoncéqs .dans Vl’annexe B de cette 
deuxiéme direétive' ‘et c’étaiént les prestations dé Services 
qui _'théoriquement. éjsaient le plus ‘souvent 'incorporées 
'dans lé prix' de's marchandises, qui avaient donc 195 in- 
fluences dans les relations intérnation‘alesfd’éutre p‘art, 
les Et’ats menibrés avai‘ent en'core la possibilité d’exofi 
nérer ces prestations de services, bien que citées dans 
lfannexe B5 ' '. ‘ " 

Il faut; ajouter 'qu’én raiSOn- de_|sit‘uatiori's différenws de‘ 
pays :3 pays,‘il y avait apssi '1;n_co‘rrectif: ljarinexe accor- 
dait." aux Etats membres ‘15 possibilité de déroger é ce 
principe 'de la 'taxatiOn dans'lejljeu de l’utilisation, niais 
sous réserve d’éviter les ca'sj'deldouble imposition. 

' ' 

-Autre difficulté cofistafée: ceitains‘ Etats 'm'e‘mbres'ont 
interprété dfurie faCon différente la notion d’utilisatién. 
Pour'des raisons pratiques, certains pays out estimélque 
1e lieq’ d’utilisfiti‘on ~était 

‘ 

le‘ lieu‘ du'prestataire dgefserl 
Avicesr' dés qu_e 1e pféétataire‘ rendait sa pres‘tation,‘ i1 y 
avait‘ commencbinent" d’utili'sationl Dfautxjes pays, au 
contraire, se référaient an lieu'dupreneur,‘ c’ést-é—dife au 
lieu 01‘1 le preneur recevait la prestations Dans uri troi- 

. siéme groupe de pays, ce n’étaient ni 1e ,lieu'du preneur, 
ni le lieu du 'prestataire, mais 1e lieu d’utilisation‘ réelle: 
151 Oil le bien était'réellement utilisé. 
.11 en fésultait que l’application brutale de ces principes 
devait conduire £1 des cas de double, voire de triple im- 
position, ou é des cas,.}dé nOn-impositionr. . 

Mais pour éviter ces iriconvénients, chacun des Etats 
membres avaient établi toute une série de dérogations de 
sorte que “les législations traitant notamment de la déte'r- 
mination du lieu de fiaXation' des prestations de services 
étaient trés Compliquées et nullement comparables de 
paysépays.‘~' ~ . . . 

1 
‘_ 
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V En fonction‘ de cette situation de fait qui avait évolué 
sur un texte communautaire-t— et l’on pensait que la 
question était résolue — les services de la Commission se 
sont mis 'au travail; Aprés de longues discussions avec 
les experts, la Commission avait éssayé dans sa proposi- 

' 

1 

tion de 6éme directive d’écarter 1a notion d’utilisation 
pour se concentrer uniquement sur la .notion, du presta— 
taire de services. ’ 

Dans les propositions présentées au' Conseil, on" avait de- 
mandé aux Etat's membres de prévoir que le lieu dé 1a 
prestation de services était, pour toutes les’prestations 
de services, 1e lieu du prestataire de serviées; 
Mais i1 fallait' un‘correctif pour éviter des 'cas de double 
impbsitio'n si la prestation de services était utilisée paf un 
preneur assujetti dans un ,autre Eta‘t mémbre avec une 
notion d’exportatidn de services: 2} ce moment-151, bien 
que l’assujetti soit 1e prestataire, il y avait, comme pour 
les marchandises, une notion d’exportation et de taxa- 
tion dans.le lieu de l’obtention dans le chef du preneur. 
On avait ainsi un systéme paralléle é célui'existant' pour 
les marchandises et, avantage le plus important, une uni- 
cité du lieu de la prestation de services quelle que soit'la 
situation de l’utilisateurL- ' 

- - 

A ce critére du prestataire de services, i1 y’avait malheu- 
reusement deux exceptions: l’vune pour les immeubles, 
et c’était 1e lieu de la situation de l’immeuble, lr’autre 
pour les transports, c’était 1e lieu de la prestatioh de ser- 
vices en fonction du parcoui‘s d’l transport. ‘

’ 

Dans.1e texte retenu de Ia 6_éme difectiVe, on a toujours 
le principe général de l’art. 9/1, quinprévoit‘ la taxation 
auprés du .prestataire de services. Cela permet de régler 

. 
déjé toutes les prestatioh'ns‘de services rendues ides non 
assujettis Cu 51 desparticuliers, On est~ain'si.assuré d’un 
lieu unique de taxation, sans possibilité d’y échapper et 

' en‘évitant'toute double taxation. 
Parr contre, si l_es Etats membres 'ont aqcepté de cOnser— 
ver,1’exc_eption 'prévue pour les immeubles et les tran- 
sports, ils ont ajouté de nouvelles dérogations 51 Ce prin- 
cripe pour notamment les‘activités culturelles, Ales acti- 
vités‘ accessoires au transport, ‘les expertises portant sur 
les biens _meubles corporels et surtout sur les travaux 
pOrtant sur les biens meubles corporels en prévoyant. 
que pour ,ces prestations de services,vle 1ieu_de 1a presta- 
tion ‘étqit. l’endroit oil était matériellement exécutée 
cettg prés'tgétion de services. ' 

‘ 

‘ 
I 

.

» 

C’était déjé 1:31 une dérogation assez_ substanciefle au prin- 
c_ipe_ du,lieu du prestataire de servjces.’ 

_ 
~ V. : 

I] y a eu‘enfin une autre dérogation qui aboutit dans les 
'faité au résultat que l’on avait recherché dans la notion 
d’exportatjon de services, c’est Part. 9/2 little, oh il est 
prévu que pour toutes les prestations de services, qui 
-sont ir'ncorp‘orées dans ’le prix des biens en principe, 
comme les concessions et- droits d’auteur, les prestations 
de publicité; les obligations de ne pas exercer une activi- 
té, les opérations financiéres, etc..., 1e lieu de la presta- 
tion devenait le lieu du preneur Iorsque 1e preneur dans 
la Communauté était un assujetti; i1 en était de méme si 

> le' preneur était situé‘hors de la Communauté (assujetti 
-ou non). De sorte que pour ces prestations de services ’ 

nous risquons d’avoir deux lieux de la prestation de ser: 
vice selon la situation du pr‘eneur. ~ 
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En régime normal, 51 l’intérieur d’un Etat membre, pour 
ces prestations de services, 1e lieu de la prestation de ser- 
vices est tOujours situé auprés du prestataire; c’est lui 
qui va facthrer, c’est.lui qui va‘transmettre la taxe é son 
preneur, et c’est’ lui qui est redevable de la taxe; par con- 
tre, si 1e .preneur est un assujetti-cOmmunautaire', mais 
qui est situé dans un au'tre pays, le-pfestataire se trouvé 
hors du champ d’appliCation 'd'e 1a T.V.A. et c’est 1e lieu 
du preneur qui‘ prévaut. Cepi entrafne pour une méme 
opération rendué par un 'prest'ataire‘ de "serVice deux 
lieux de la prestatiOn de services. ' -' ' ' 

' Dommageable intellectuellement, cette situation West 
valab‘leiau point de vue économique, puisque ces .pre'sta- 
tions delsewrvices sont taxéés Eiuprés preneUr, au taux 
du préneur et permettent, surtout a'u preneur, de_ dé- 
duire 1a .taxe pour évit'er toute'_rémanence de taXe. On 
arrive ainsi é éviter des doubles impositions, 

"
‘ 

Cette conception .dualiste des ‘prestations de services 
énumérées 51 cette disposition a par_u néanmoins fort re— 
grettable all); instances 'communautaires. " 

» - 

Un correctif a cepen'dant été apporté en ce qui condeme 
les prestations de services qui 'sOnt rendues in des assu- 
jettis hors communauté et dont 1e ‘lieu de la prestation 
de serviées est situé aupréé de 9e preneur. La conception 
de l’utilisation 'a été'introduite pour éviter prestations de 
services, les Etats membres peuvent demander qu_’une 
autrev pérso‘nne soit également redevable de la taXe‘: un, 
représentant fisealnou 1e client preneur. 

‘ 

I . 

Par-contre‘, pour toutes les préstations de services qui 
sont fixées 2‘1 l’art. 9/2,e (toutesyle's opérations'poun les— 
quelles le lien de la prestation de services est le lieu du 
ppeheu’r), il n’y a q'u’une seule personne qui est} rede- 
v_able de la taxe, c’est 1e preneur.’ 

A
‘ 

En ce qui cOnceme‘les mo'yens de récupérer ou de rem- 
bourser cette taxe, 1e mécanisme qui a été instauré'par la 
6éme‘ directive aboutit' pratiquement dans tous les cas 5 
la récupération totale de la taxe. Ou bien 1e redevable de 
la taxe estAle preneur et il .est mis en cause comma, rede: 
vable soit é titre subsidiaire, soit .é‘titre principal. A_ ce 
moment—151, ,il est évident qu’il peut utiliser l_es disposi-_ 
tions de Particle ‘17- pour déduire 1a taxe qui a frappé 1a 
prestation de se_rvices et par conséquent, dans son chef, 
i1 ne peut pas y- avoir 'dé rémanence de taxe. Par contra, 
si l_e prestataire ést également -redeva_ble de la.ta_xe étant 
donné, qu’il a des opérations im‘posables, i1_.a.le,dro‘if5 

également de déduire 1a taxe qui a frappé ses.'opération‘s” 
en amont. 

. 
' 

. , 

' 

" ‘ 

Selon l’orateur, l’article 17/4, c’esfi-é—dire le rembourse- 
ment de la taxe 5 un assujetti étranger et la 8éme direc- 
tive ne sont valables que 51 1e prestataire établi é’l’étran- 
ger a recours é des fournisseurs dans le pays de la taxa4 
tion pour sa propre prestation de services: 11 estime que 
la 8ém,e directive ne joue pas pratiq'uementdans 1e con- 
texte de' la prestation de services ét_du lieu de la presta- 
tion de» services tels que définis danssl’art. 9 de la 6éme 
diltective. , 

« 
. 

' ‘ ' 

Il conclut en disant qué ce texte de la directive résulte 
d’un' compromis, mais aboutit quand méme au ,résultat 
recherché qui ,est d’éviter des cas de no'n-impo'sition et 
de ‘double’ imposition. Il rend parfois les situations un 
peu complexes .et m'ériterait 'qu’on réfléchisse par la 
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suite pour essayer de regrouper sur la notion du lieug'du 
prestataire de services certaines opérajaions qui ’sonlt é 
l’heure actuelle au lieu du, preneur ou a l’epdroit Q11 les 
prestations sont matérjellement exé‘cutées.‘ .

' 

Il convient de remarquer que si’ces régleS‘se sont, at) fil 
des discussio‘ns, un peu éompliquées, cela‘provient ég’aleL 
‘me'nt de la différence‘du niveau de taxation des presta- 
tion de services. Certaines’ délégations,_ é juste titre l'par— 
fois, ont eui lacr’ainte de voir des détournements de bres- 
tations (19 service vers“des~ pays qui aVaient un niveau 
plus bas si on prévoyait uniquement la régle d'e la/taxa- 
tion dans le chef du prestataire de services. ,:. ‘ I]

l

| 

BELGIQUE: 
JMQCAPPELLEMAN ' 

» 

3 jay 

Aprés les exposés txjés clairs delM..Guieu et de M. Le 
Brun, l’ora‘teur egsaiera" de ‘décrjre’ les quelq'ues prp- 
blémes que ‘l’on a 'en, matiére d’application de l’article9 
de. lat 6é'me. diréctive en suivant la préséntatio‘nfqui est 
faite £1 cé’sujetddns 1e Code' belge de_ la T.V.A.. '1 

En Belgique, on a suivi d’assez ~plrés lejlibellé dé 1a 6éme 
directive _en_core qu’avant__le- 1er janvier 1978 déjé, le 
critére selon} lequel la taxi: est pergue dans le,pays,du 
preneur (art. 21) ait connu de nombreuses applications. 
Dans son paragraphe ler, cet article précise qp’une pres- 
.tatior} d_e services a lieu dans le‘ pays lorsquele lieu oil 
elle est répubé'e se situer‘coihfor'mérhent 2:111); paragraphes 
qui suiventse'trouve dan's‘le pays, ce qui’n’est‘pédt-étre 
pas des plu‘s claif Qu qui est peut-étré trop 'clair mais qui 
en’ toute hypothése en sqi'ne résoud rign. 

' 
l ' 

Les critéres, on les rencontre é pariir du paragraphé 2, et 
' 

ici se trouve 1e critétje' prinéipal, ‘le critére du li'eu‘du 
prestataire; . 

.

A 

‘0. 

_ 

En fait le.lieu du prestataire,' cé fi’est peut-étre p’as né'—V 
cessaii‘ement 1e lieu oil est établi 1e prestataire mais en' 
fait c’est 'l’endroit 01‘1_le prestataire de, services a établi 
1e siége de son activité professionnelle ou.un_établisse— 
ment stable 5 part_i_r duquel Ia prestation de services est 

. rendue. Dans_.la pratique, l’application de ce critére n’a 
‘pag donné lieu- £1 d'es problémés majeurs. 
Dans le cas cité par M. Le Brun, on peut se demander 01) 
se situe 1e lieu é partir duquel la prestation de, services 
est rendue: est-ce 151 01) en fait le matériel est importé, 
est-ce 15:1 “01:1 19 matérielvest réguliérementdonné en loca- 
tion it partir. d’lm lieu donné en France? On peut.effe_c-‘ 
tivement se demander si 1e lieu‘ofi leinatériel se trouve 

‘ oil 1e Iieil 011 11 rentre réguliérément‘ en vue d’étre donné 
en Jocation ne peut pas cqnstjtuer un lieu pourla presta—

V 

taire de services qui y a établi ‘un siége d’activité; Cfest 
effe‘ctivement une question. Si 1a propositiOn de 10éme 
directive était réaliséeh'ce probléme serait rés'olu mais 
cette proposition n’est pas réalisée, je n’Oserais'méme 
pas dire qu’elle sera réalisée ‘dans un proche avenir. 
VOilé 1e 'critére principal: le lieuidu prestatairé.‘ 4

1 

11 y a une sé‘rie d’exceptions: d’abord l’endroit' oil est’ 
situé. l’immeuble lorsqu’il s’agit- d’une servicegqui .ést 
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relatif é une immeuble par-nature, auquel cas le lieu du 
service est le lieu 01) se trouve l’immeuble. ‘ 

Les cas d’applicatjon de ce critére sont fixés dans l’arré- 
té iroyal no. 5 et une énumération trés rapide nous dé- 
montre qu’en fait il. s’agit de tout travail immobilier, 
c’est-é-dire tout travail de .construction, de démolition, 
d’entretien d’immeuble,‘ ~ etc., également tout travail 
d’étude et de contrélequi reléve de 1~’activité habituelle 
deskrchitectes, des ingénieurs et des géométres, toute 
expértise portant sur un immeuble par nature, toute 
mise‘ é disposition d’emplacement on parking, on pour 
l’entreposage de biens,vtoute prestation d’hbtellerie en 
tant que mise é disposition d’une chambre, toute mise é 
disposition d’emplacement sur un terrain de camping. 
11 en 'est‘ ehcore ainsi de 'toute‘ location de cdffres—forts 
qui sdnt immeubles par nature on de toute location de 
biens immeubles par nature; on sait qu’en Belgique, uni- 
quement ce qu’on appelle 1e leasing immobilier est sou- 
m_is 2‘: la T.V.A., mais non les locations ordinaires d’im- 
meuble‘s. ~ 

11 existe uné nouveauté par rapport 21 la situation qu_i 
existait auparavant: toute intervention comme inter- 
médiaire lors de, la constitution; de la cession d’un droit 
réel ou de jouissance sur un bien immeuble par nature, 
toute intervention d’une agence immobiliére en tant que 
courtier dans la "location on de vente d’un immeuble est 
soumise 5 la T.V.A. en Belgique, 'dés que‘l’immeuble 
'donné en location on vendu se situe en Belgique. 
Enfin toute geétion d’un bien immeuble par hature Situé 
en Belgique est également sOumise :31 1a T.V.A: 
Deuxiéme dérogation: l’endroit 61] se trouve 1e bien lors- 
qu’il s’agit d_’un travail, y compris' l’expe‘rtise, portant 
sur un bien meuble. Cela signifie que tous les travaux é 
effectuer su'r des biens meubles Se trouvant en Belgique 
sont soumis 23 la T.V.A. en_Be1gique. 
Bien Sfir, lorsqu’un bien est importé en Belgique er'i vue 
d’étre 'travaillé é fagon et ensuite réexpo’rté (perfection- 
nement vactif), en principe c_e travail est soufnis :31 1a 
T.V.A. belge, sauf éxonération lorsque 1e bien traVaillé 

. est réexporté ou est exportép'ar‘le travailleur él'fagon 
dans les conditions prévues pour l’exonération en cas 
d’exportation par Ie fournisseur du service. 
Pour l’exper‘tise, si elle est‘effectuée‘sur un bien meuble * 

qui se trouve eh B'elgiqu'e, la T.4V.‘A. est due en Belgique. 
On s’est déjé interrogé sur la question de safiloir, quand 
on parle de travail, si on zne vise que les travaux maté- 
riels, ou également les travaux intellectuels; Quand on 
compare le texte belge avec la directive, on constate 
dans la directive qu’il est question de‘travaux, et l’ora- 
~te’ur se pose la question de savoi'r si le mot travail veut 
dire travail matériel ou s’il atune signification plus large 
enfaitJ-A - 

' 
' 

- 

' 
'

' 

La Vtroi‘siéme dérqgation COnQerné les’transports, 1e lieu 
d’une prestation jde transport et dqnc le lieu of: le 
transport est effectué ’et en fonction des distances par- 
courues. Rien de particullierlqu'anté Cette déljogation.‘ 
La quatriéme ~dérogation précise que le lieu du.service 
c’est l’endroit oil Ila prestatior; de services est matérielle= 
ment exécutée lorsque cette prestation a pour objet des 
activités culturelles, artistiques, ’sportives,'scientifiques, 
d’enseignement, de divertissements ou similaires. M. Le 
440 
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Brun, en ce qui concerne 1e lieu du service, a fait état 
d’une question relative a la taxation de prestations de 
services ayant pour objet la formation de personnel qui 
allait de pair avec une vente de matériel é exporter, en- 
seignement qui ‘est donné par le fournisseur de ce ma- 
tériel. Selon l’orateur, il est clair que le lieu du service 
est le lieu oil cet enseignement est donné et ce, sur base 
du texte; m‘ais comme i] y avait exportation du maté- 
riel, auquel cet enseignement'se rapporte, on considére 
que cet enseignementest exonéré pour des raisons d’ex- 
portation. C’est une solution qui parait tout a fait com- 
patible avec la 6éme directive encore qu’en Belgique on 
ne va pas au'ssi loin semble-t-il, étant donné que le texte 
en matiére‘ d’exportation énumére limitatiVemeht les 
prestations de services qui sont,exonérées Comme se 
rapportaht 51 des, biens exportés,' texte dans l’énuméra- 

_ 

tion duquel on ne' retrouve pas ce genre de prestations. 
’ Selon M. Cappelleman, si une situation pareille devait se 
produire en Belgique, on devrait dire que la T.V.A. est 
due en Belgique. Mais ceci ne veut pas dire que si la 
T.V.A. belge est portée en compte par le fournisseur du 
bien prestataire d’enseignement é une société étrangére, 
que celle-ci doive supporter cette T.V.A. définitivement; 
la'société étrangére peut-récupérer 'la T.V.A. belge dans 
des conditions que l’o'n va pouvoir exposer dans le cou- 
rant de l’aprés-midi. 
Les prestations des restaurateurs, des cafetiers se situent 
‘également 121 of: le cafetier et le restaurateur se trouvent. 
'Lorsqu’il s’agit de prestations accessoires' au transport, 
c’est également 1e lieu du service qui est le lieu 011 1a 
prestation est matériellement exécutée. ‘ 

On ~s’était interrogé au sujet dé certaines ptestatibns 
accessoires au transport, c’est-é-dire essentiellement des 
opérations de chargement et de déchargement; mais‘il y 
en a encore d’autres qui ont été citées par M. Le Brun, 
notamment'le-jaugeage et le pesage. Lé aussi on applique 
1e critére du lieu oil la prestation est matériellement 
exécutée. 

' 

_ 
,

. 

En Belgique, on s’était demandé s’il fallait suivre ’le" 

méme' 'critére pour ce qu’or'l appelle 1a réception des 
marchandises‘, réception qui consiste assez souvent en un 
contr'éle quantitatif ou qualitatif des marchandises, ou 
.une prise d’échantilts, prestations confirmées par'un 
borde'reau ‘de réception de marchandises. On a décidé, 
dans ce cas, qu’on doit appliquer 1e critére qui vaut pour 
la prestation accessoife au transport, mais i] faut ajouter 
que dans ce domaine i1 y a généralement exonération 
lorsqu’il s’agit de prestations qui se rapportent é des 
marchandises exportées ou importées. 
Le critére suivant est l’un des plus contesté, 5. savoir 1e 
critére concernant la location. , 

Lorsqu’il s’agit d’un bien meuble autre qu’un moyen de 
transport, le‘ 'critére 51 suivre, c’est 1e lieu du prestataire 
sauf, selon .le Code belge, lorsque 1e bien est donné en 
location par un Ioueur qui est établi dans la Communau- 
té et qui exporte 1e bien dans un autre pays de la Com- 
munauté, oil 1e bien sera utilisé. On voit bien apparaftre 
ici 1a notion d’utilisation et cette disposition-est tout é 
fait conforme 5 1a 6éme directive; et, deuxiéme excep- 
tion, ce n’est pas le lieu du prestataire, c’est le lieu de 
l’utilisation lorsque 1e bien .est donné en location par un 
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loueur qui est établi hors de la Communauté européenne. 
En fait, le lieu du prestataire connaft une double excep- 
tion: cas du bien exporté par le loueur dans un autre 
pays du Marché Commun 01) 1e bien serait utilisé, et cas 
oil 1e loueur est établi hors de cette Communauté. 
Quelques problémes ont surgi en Belgique en raison de 
l’application‘de 1a 6éme directive. On est conscient de ce 
que le résultat obtenu n’est pas toujours équitable. Mais 
si on veut précisément éviter des doubles impositions ou 
des non impositions, i1 semble nécessaire d’appliquer 
pratiquement 21 1a Iettre les dispositions de la Géme 
directive é ce sujet. ‘ 

Céla peut parfois conduire é des situations assez curi- 
euses. On a par exemple, en Belgique, un cas dans lequel 
urie société néerlandaise achéte aux Pays-Bas du matériel 
qu’elle donne en location it une société belge et dés lors 
ce matériel est exporté par le fournisseur du matériel 51 

la demande du_ loueur directement des Pays-Bas en Bel- 
gique. Dans ce cas, le lieu de la prestation de services, ce 
n’est pas les Pays-Bas étant donné que 1e matériel est 
exporté par le loueur ou sur son ordre des Pays-Bas en 
Belgique, et la T.V.A. est due en Belgique: Mais malheu- 
reusement ce n’est pas tout. Ce méme loueur achéte 
également du .matériel en Belgique qui sera don‘né en 
location en méme temps que le matériel qui est importé 
des Pays-Bas, et pour compliquer les choses, la location 
se,fait pour un prix unique. 
Pour la premiére partie, 5 savoir pour le matériel qui 
est envoyé des Pays-Bas en Belgique, on l’a dit, 1e lieu du 
service est la Belgique, étant donné que l’on se trouve 
dans la premiére exception: matériel qui est exporté par 
le loueur é destination d’un autre pays du Marché Com- 
mun ofi 1e matériel sera utilisé. Pour la deuxiéme partie, 
il s’agit de marchandi'ses qui sont achetées en Belgique 
et qui restent enBelgique: il n’y a done pas de dé- 
placement de la marchandise d’un pays vers un autre: 
dés lots 11 faut appliquer 1e critére normal, c’est 1e lieu 
du prestataire, et on devrait dire que la T._V.A. est duel 
aux Pays—Bas. 
L’orateur signale que la décision n’est pas sortie, mais 
croit savoir que si la Commission aVait 'été consultée, la 
réponse aurait été que, compte tenu de la proposition de 
10éme directive, 1a taxation devrait avoir lieu en Bel- 
gique. Mais tant qu’il s’agit d’une proposition de direc- 
tive, il semble que l’on doive s’en tenir au texte pour le 
moment, méme si le texte conduit :31 une solution 
baroque. »

' 

Autre exception 23 la régle: le critére relatif aux‘hmoyen‘s 
de transport. 
Selon la Géme directive, 1e lieu du service est le lieu du 
prestataire, c’est—é-dire 1e lieu £1 partir duquel en fait la 
prestation de services est effectuée. ’ 

Mais la Géme directive, notamment en ce qui concerne 
les locations de biens meubles, permet de déroger é cette 
régle fondamentale mais seulement dans deux cas: le 
premier cas, est celui dans lequel le lieu du service se 
situe $1 l’intérieur de la Communauté mais oil l’utilisa- 
tion du bien se fait en dehors de la Communauté: dané 
ce cas, 0n aura évidemment toute faculté de déroger :3 la 
régle principale; 1e deuxiéme cas, c’est exactement l’in— 
verse: si, selon la régl’e principale de la directive, 1e lieu 
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de la prestation se trouve en dehors de la Communauté 
et s’il y 21 en fait utilisation effective du bien dans la 
Communauté, les Etats membres ont la faculté de situer 
1e lieu 12‘: oil s’exerce l’utilisation. 

En Belgique, le Iégislateur a fait usage directement de 
cette faculté, en disposant que pour “la location. de 
moyens de transport, si la régle principale est le lieu du 
prestataire, il y a une double exception, savoir: (1) 1e 
lieu du service c’est 1e lieu d’utilisation lorsque le 'moyen 
de transpdrt est donné en location par uh loueur qui est 
établi dans le pays; et (2) le lieu du service est seulement 
situé lél oil s’exerce l’utilis‘ation dans la' mesure 01) 1e 
moyen de transport 'est utilisé en dehors du Marché 
Commun. Ce nTest d’ailleurs que dans ces limites Ié que 
les Etats membres peuvent faire usage de' la faculté 
laissée par la 6éme directive. ’ ' 

Voici un exemple concret: si l’on prend en location en 
Belgique un véhicule pour faire un voyage en Europe, en 
principe 1a T.V.A. est due en Belgique sur le loyer total; 
mais dans la mesure oh la voiture est utilisée en dehors 
du Marché Commun, 1e loyer n’est pas imposable en Bel— 
gique. Il n’est pas facile de dire au départ dans quelle 
mesure 1e véhicule sera utilisé é l’intérieur du Marché 
Commun on $1 l’extérieur du'Marché Commun. 
Les Etats membres qui n’ont pas fait usage de cette 
faculté 's’y‘ retrouvent peut—étre plus facilement, parce 
que dans ce cas le loyer- peut étre taxé intégralement. 
D’autre part, si 1e véhicule est donné en location par un 
loueur établi hors de la Communauté, le lieu d’utilisa— 
tion s'e situe 151 01) 1e véhicule est utilisé. Si jamais un 
tou'riste qui a priS'en locationun véhicule en dehorsdu, 
Marché Commun,‘pénétre avec ce véhicule en Belgique, 
il est probable que l’on aurait quelques problémes pour ’ 

percevoir la T.V.A. é concurrence de l’utilisation du vé- 
hicule dans le pays. 
Revenons é une derniére exception 21 1a régle principale 
(lieuv du prestataire), exception selon laquelle le lieu du 
service est le lieu du preneur dans les cas déjé décrits par 
MM. Guieu‘et Le Brun, c’est-é-dire seulement lorsque le 
preneur est établi en dehors de la Communauté ou lors- 
qu’il est établi dans la Communauté, dans un autre pays 
que la Belgique, bien entendu, et lorsqu’il agit pour les 
besoins de son entreprise. 
Ceci demande un mot d’exp‘lication: la directive parle 
d’un‘assujetti, £1 propos de la distinction entre le preneur 
établi en dehors de la Communauté et le preneur établi 
dans la Communauté mais qui a alors la qualité d’assu- 
jetti. Or dans'-le Code belge, on ne parle pas d’assujetti 
mais d’un preneur qui agit pour les besoins de son entre- 
prise. La raison en est qu’en Belgique un assujetti est 
celui qui supporte effectivement 1e poids des formalités 
en matiére de T.V.A.; dés l’introduction de la T.V.A., 
on ’a eu des réticences pour décider ‘qu’une entreprise 
exonérée, par exemple, était assujettie 21 la T.V.A. 

En Belgique, la qualité d’assujetti est donc réservée aux 
entreprises qui, effectivement, ont des obligations en 
matiére de T.V.A., des obligations actives. Pour la di- 
rective, ce n’est pas le cas: une clinique, un institut d’en- 
seignement, etc. sont des assujettis. Or l’expression con- 
tenue dans le texte belge “1e preneur qui agit pour les 
besoins de son entreprise” doit se. comprendre dans le 
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sens d’assujetti selon la 6éme directive et c’est bien dans 
ce sens 1:21 que cette disposition est appliquée. 

Le lieu des services est au 1ieu_ oil est établi 1e preneur, 
loisqu’i] s’agit d_e cqnceSsions, droits d’auteur, conces- 
sions de clientélé, furavéux de publicité. On interpréte 
ceux-ci dans un sens trés large en Belgiquez' on-'y_ com- 
prend par exemple les‘an‘nonces faites en Vue de la vente 
d’un immeuble ou en 'vue de recrutement du personnel, 
_on ne fait pas de distinction. Po‘ur les_ann0nces qui sont 
faites en vue de la vente'd’uh imineublehon s’était bien 
demandé ‘si on ne devrait p_as dire qu’il s’agit d’une pres- 
tatjon de services se'rapportant é um immeuble. C’est 
une question, mais puisque les travaux de publicit_é sont 
nommés expressém‘en‘t, on a estimé qu’il fallait les com- 
prendre ici dans cette catégorie. ' 

Il faut ehcore citer les travaux de nat‘ure intellectuelle 
fournis dans l’eXeiéice de leur activité habituelle par 'les 
conseillérs 'juridites ou autres, les experts ’comptables, 
les ingéniegrs, les bureaux d’études, etc. C’est une dispo— 
sition qu’on~applique d’une fagon assez large également 
aux études de m'arché, par exemple'é 1a communication -- 

de rehseignements Vcommerqiaux tels la communication 
de listes de clients poSsibles. On applique cette disposi- 
tion d’une maniére assez large parce que normalement 
ce genre de' services est commandé par des assujettis 
pour. les besoins de 1_’entreprise. Si on ne. devait pas 
appliquer ce critére etpsi on devait donc taxer dans [e 
pays du prestataire ilVy aurait tout de méme lieu é rél 
cupération de la T.V.A.'par 1e biais de 'l’art. 17, 40; un 
assujetti 'éirang'er -peut'_toujours récupérer 1a T.V_.A. en 
Belgique, du moment .qu?i1 prouve qu’il anfait 'des 'dé- 
penses pour l’exer'cice de son'actiyité .d’assujetti. Dans le - 

doute, on_préfére dire qu’o'n ne pergoit pas pour évjter 
la procédure de restitution qui peut étre assez longue. 

Enfin 1e lieu du preneur se'rt de critére pour'le's service‘s 
des banques et des autres orgahismes financiers, toujours 
dans les mémes limites quand i1 s’agit d'e prestations de 
services faites pour des preneurs établis en dehors’du 
Marché' Comrhun ou établis dans un -autre pays' du 
Marché Co'mmun, mai_s qui 'agissent‘pour les besoins de 
leur entreprise. 11 en est de'méme pour la mise £1 dispo- 
sition de personnel on pour les services fournis 'par les 
courtiers mandataires qui interviennent dans des opéra- 
tions déjérénumérées, c’e‘st-é-dire dans les éoncessions de 
brevet, dans la publicifié, dans les travaux‘de nature in- 

_ 
tellectuelle, .etc. Lé ausSi i1 y a en Belgique par-'rapport a 
la situation précédente un changement assez_ fondamen- 
tal.-

‘ 

M. Cappelleman', termine son exposé en disant qu’il croit 
ainsi‘ avoir situé la question d_ans 'certainscas et qu’ésa 
connaissancev on ne connaft pas trop de problémes avec 
l’article 21 du Code belge.. - 

-
- 
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FRANCE: 
MONS‘IEUR LEBRUN 

L’idée de base de la Commission est une idée-née'de la 
constatation des difficultés qui résultaient du‘concept 
d’utilisation des services. I] était _en effet relativement 
satisfaisant pour l’esprit de se tourner vers une notion 
différente, vers une~ notion juridique, la notionvdu pre- 
neur ou la notion du prestataire. ‘ 

L’inconvénient estv que les'notions juridiques -collent 
parfois mal-avec 1a réalité de ce que doit étre un impfit 
sur la consommation. L’on ne doit jamais oublier qu’en 
,la circonstance, les entreprises sont, certes, redevables 
de I’impbt mais que le poids final se porte sur le con- 
sommateur. C’est en ‘quelque sorte cette approche ré- 
aliste et .nécessairement fiscale — dans Ie sens de moyens 
de financement du budget — qui était 1a préoccupation 
des Etats. , a 

-
' 

En guise d’exposé introductif, l’orate’ur ex'plique les rai- 
. 
sons‘ “pour leéquelles les délégations n’ont' pas toujours 

‘ pu suivré la Commission dans son approche théorique 
et pourquoi’ elles ont contribué é cé que MOnsieur 
GUIEU peut appeler un compromis. ' 

L’on n’a pas toujours pu suivre Ia Commission dans les 
propositions dont la valeur et l’articulation ne sont pas 

I 

contestables. D’autre part, on se trouvait en présence de 
difficultés dés lors que les prestations encourues sont 
des prestations qui peuvent non seulement étre juri- 
diquemént établies au nom de prestataires ou de pre- 
neurs établis dans la Communauté, mais également-au 
nom de prestataires ou de preneUrs établis dans despays 
hors Comm'unauté. Cette préoccupation n’était pas né- 
gligeable. 

' 

- 
A 

' ‘ 

‘A'u plan pratique, 'comment les administrations ont-elles 
réagi devant un certain nOmbre de difficultéé? 
Le premier probléme, c’est la définition de certains ser- 
Vices énumérés é l_’article 9 de la directive quine sont 
pas limposables A la taxe sur la valeur ajoutée dans le 
pays oil le prestataire est établiL 
Essentiellement, de quels‘ services s’agit-il? Il s’agit des 
locations de biens meubles' corporels, des services se rat- 
tachant aux immeubles, des services se rattachant aux 
transports, d’un certain nombre de prestations intellec- 
tuelles et des opérations portant ‘sur les cessions ou con- 

. cessions dé droit d’auteur notamment. 
En ce qui concerne les locations de moyens de tran- 

. 
sport, on n’a pas iencontré de difficultés fondamentales. 
On est peut—étre en faceLé l’heure actuelle, d’une diffi- 

. culté qui est liée, elle, 51 la définition du domicile de 
l’as'sujetti,deI’établissementvstable. , 

‘
- 

On est souvent interrogé et amené é s’interroger stir la 
situation dans laquelle une location de moyens de tran- 
sport effectuée d’une maniére définitiv'e en France par 
une entreprise établie dans la Communauté doit étre ou 
n'on impOsable en France. 
Les circonstances de faitfiui caractérisent cette situation \ 

sont déterminantes: l’importation définitive du mgyen 
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de transport en France, son rattachement en perma— 
nence {1 un point situé sur le territoire frangais‘, sa loca- 
tion multiple et de courte durée é partir de ce point 
situé en France, et méme la mise 5 1a disposition du 
client par une société de gestion frangaise. 
En la circonstance, la notion d’établissement semble de- 
voir étre appréciée non seulement au sens juridique du 
terme mais également en tenant compte des circon-v. 
stances devfait propres 21 la matiére sur laquelle on est 
éventuellement interrogé. ' - '- 

Sur ce point des locations des moyens de transport at 
sous' réserve de ce qu’a dit, {1 justé titre, Monsieur 
GUIEU, A propos des intentions dites de la 10éme direci 
tive, i1 ne semble pas que l’on ait rencontré des pro: 
blémes trop di'fficiles é résoudre et qui méritent de reteJ 
nir l’attention de l’auditoire. v'

‘ 

Ensuite, voici un deuxiéme cas d’exceptiqn: les presta- 
tions de services se rattachant a un immeuble se 'situant 
en France. " 

- ‘ . 

A cet égard, l’approche a été fine approche de réalisme, 
une nouvelle fois, c’est-éLdire que 1’01) 3 considéré que' 
les opérations taxables du chef des immeubles Sont, non 
seulement, bien entendu, les travaux immobiliers et les 
prestations réalisées en vue de la construction de l’im- 
meuble, ‘mais ce que l’orateur appellerait toute la péri- 
phérie technique et commerciale, c’est—é-dire aussi bien 
les opérations techniques préalables 21 1a construction 
que les commissions on honoraires de gestion‘ par les 
promoteurs pendant 1a période de construction, on les 
opérations des intergédiairesrqui s’entremefitent pour 
l’achat, la_ souscriptio‘ffyou la vente des immeubles et,‘ ‘ 

bien entendu, les prestations des experts relatives aux 
travaux de construction. - 

C’est donc l’idée que toute ce qui se rattache 5 un im- 
meuble est imposé clans les mémes conditions que l’im- 
position afférente é cet immeuble; il est Clair, en effet, 
qpe s’il n’en était pas ainsi, on aboutirait é des situations 
absurdes suivant 'lesquelles une partie des prestations se— 
rait taxée dans un pays et l’autre dans un autre: ce 'serait 
peu conforme £1 l’esprit méme de simplification qu’a 
voulu la directive. 
C’est un peu autour des mémes notions qu’ont été trai- 
tés les problémes de transport et les prestations acces- 
soires, c’est—é-dire qu’on ne limite pas la notion: on en- 
tend non seulement appréhender le‘ transport lui-méme 
mais également les operations qui l’entoure’nt, c’est—é- 
dire le chargement et le déchargement, la manutention' 
de la marchandise, on son déchargement, son dosage, 
son pesage, enfin toutes les opérations qui peuvent étre 
adjointes, y compris les locations 'de matériel pour le 
chargement et. le déchargement, .les gardiennages, les 
transbordéments, les opérations d’assistance aux passa- 
gers. . 

La quatriéme dérogatjon a trait aux opératioris cultu- 
relles, artistiqueS, Sportives, scientifiques, éducatives, 
récréatives et les pr‘estations accessoires. Pour celles-ci, 
l’orateur estime qu’essentiellement la difficulté renCon- 
trée est relative 2‘1 la formation du personnel étranger, 
étant donné que dans un certain nombre de cas, les for- 
mations de personnel étranger sont liées é des opérations 
d’exportation: on exporte un matériel déterminé, et on 
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envoie dans les pays producteurs de ce matériel 1e per- 
sonnel destiné é utiliser 'cet appareil et a recevoir la for- 
mation ad hoc. , _

~ 

Il 'est tout' é fait' conforme, selon lui, et 51 1a volonté de la 
Co'mmunauté et :31 la situation de fait qu’en la circon- 
stance, cette formation de personnel étranger soit assi- 
milée é une opétation relevant d’une activité de conseil 
en formation et égalemént fasse l’objet d’un traitement 
identique é celui des exportations. - 

Les prestations'culturelles et'autres pour l’esséntiel sont 
le plus squvent 'exécutées par un assujetti établi dans le 
pays 01) la prestation est exercéEuCela est vrai dans un 
certain nombre de cas,' mais cela peut poser des pro— 
blémes, n(_)n pas de principes, mais des problémes d’ad- 
ministratibn, car il est Clair que si quelqu’un vient rapide- 
ment effectuer un‘e 'prestation de caractére culture] ou 
artistique méme, il vieht, i1 s’en ya, il_ peut y avoir quel- 
que difficu'lté‘ pour l’appréhendér. Déjé du cbté des im: 

3 péts directs; 1e méine‘probléme a‘été fréque'rriment ren- 
contré. MrI'LEBRUN spuligne é cet égard, simplement 
comme une ificidente, Que les problémes-qui se posent 
ne sont'spécifiques ni é l’harmonisation, n1 :3 la taxe suf 
la "valeurl ajoutée; ce sont'purement‘ et,simplement des 
problémes -que l’on rencontre dés lors que des opéra- 
tions-sont susceptibles- de ‘s’effectuer é travers des fron- 

. tiéres, sans perdre de vue que pour un certain nombre 
d’entre elles, il n’y a méme pas de' support "matériel. 
C’est la raison pourlaquelle on 'doit dire que ‘dané l’épi 
proche faite par les délégations sur ce_sujet, chaque fois 

‘ qu’il y'avait 1a possibilité, en quelque sorte, d’appréhen-
_ 

der ou de saisir physiqugment une prestation de services, 
on a demandé qu’il soit fait refiour au principe de l’utili- 
sation;.c’est 1e résultat auquel‘on aboutit dans la pra- 
tique. ‘ ~ 

Une deuxiéme catégorie de problémes: ceux relatifs aux' 
cessions et concessions de caractére intellectuel, aux 
droits d’auteur, aux prestations de publicité,'aux presta- 
tions de conseillers. Eh cette circonstance, un certain 
nombre de difficultés ont surgi aux’quelles on a apporté . 

Vles premiéres réponses. On applique en France la direc- 
tive depuis un an. Au passage, l’orateur félicite 1a délé— 
gation belge de la promptitude avec IaQuelle elle a mis 
en vigueur ce texte difficile et déclare battre sa coUlpe 
'devant le fait qu’il ait fallu un ande délai pour obtenir 
1e méme résultat en France. 11' est persuadé que ses amis 
belges ont, dans un certain nombre de cas, des réponses 
beaucoup plus pertinentes aux problémes qui se sont 
posés, en France. ' 

11 y- a eu quelques difficultés concernant les prestations 
de publicité. Il faut savoir 01‘1 s’arréte en quelque some la 
notion de prestation de public'ité et il est apparu, en la 
circonstance,. que la foumiture des éléments nécessaires 
51 1a réalisation de l’opération de publicité devait‘ étre 
assimilée £1 celle-ci, mais que, en revanche, la distribution» 
d’articles publicitaires, etc. . . , ne représente pas 1a 
méme notion. Ce n’est pas trés facile é délimiter; c’est 
un domaine dans lequel on sera appelé é plusieurs titres 
51 se concerter dava'ntage. 

Pour les autres types de conseils, on a placé dans cette 
notion de conseils, aussi bien lesconseils en brevet d’in- 
vention que les conseils en informatique, en recrute- 
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ment, en organisation, en matiére d’études de marchés, 
en ingéniérie. Il n’est pas certain, en définitive, que 
chacun d’eux ait spécifiquement toujours le titre de con- 
seil mais il est évident que_1’on se trouve bien dans un 
domaine oil i1 y a fourniture par le prestataire de ser-. 
vices d’un conseil oil 19 bon se‘ns l’entend, méme si, dans 
un certain nombre de cas, il peut y avoir des arguties sur 
le sujet. 

On a également été affronté avec Ie probléme des four- 
nitures d’information. La notion .de fourniture d’infor- 
mation pose quelques difficultés, et voici comment on 
les a résolues, sans pour autant prétendre détenir la 
sagesse universelle. On a considéré que relevait du traite- 
ment de_ données, dé 1a fournitured’information, 1a 
prestation qui consistait en l’utilisation d’un or'dinateur 
pour émettre des billets ou donnei:des informationstou- 
ristiques, ou pour les terminaux ‘des compagnies aérien— 
nes_ et des agencesde voyage, la fourniture d’infqrma— 
tions radiodiffusées on téléviséés de programme culturel, 
la transmission d’émissions télévisées par satellite: c’est 
é peu prés leg problémes sur leéquels on a été coqduité 
s’interroger. ‘ 

_ 

I 

,.
‘ 

Enfin, i1 y a quelques opérations relatives aux intermé- 
diaires, de commissions étrangéres pour le compte d’in- 
venteurs frangais, par exemple,.et en la circonstance, il 

est apparu que l’opération effectuée par 1e commission- 
naire était imposable en France dés lors que le béné- 
ficjare était un assujetti- établi dans ce pays. 
L’orateur déclare avoir fait ce panorama technique des 
problérnes qu’il a rencontrés en France parce qu’il croit ‘ 

que cela répond au souci de‘ce colloque et peut servir de 
base pour les échanges d’informations pratiques permet- 
tant de développer progressivement”—les applications 
communautaires du texte de la directive. 
D’autres- problémes de caractére pratique se posent 
également: le premier, c’est la notion de siége de l’activi- 
té de l’établissement stable: l’orientation utilisée par 
l’Administration frangaise en a été fournie déjé: £1 cété 
évidemment des concepts juridiques qui 1e définissent, i1 
lui parait que le réalisme fiscal impose que soit appré- 
hendé comme tel tout centre d’activité oil l’assujetti 
effectue de maniére réguliére des opérations. 
Urié deuxiéme notion qui peut causer des difficultés est' 
la notion de bénéficiaire dans le cadre de l’article '9, 20 
de la 6éme directive: i1 faut entendre par 151 le client 
direct du prestataire, sinon on risque d’entrer dans un 
mécanisme de'sous-traitance. ’ 

Egalement 1e probléme de la définition de l’assujetti est 
un cas d’application pratique entre les) Etats mais,qui, 
d’aprés l’orateur, devrait intéresser moins les membres 
del’assemblée. - 

>
‘ 

‘ Enfin, on peut avoir des problémes relatifs £1 1a défini- 
tion méme de l’exécution d’une prestation, mais i1 n’y a 
rien de nouveau‘dans 1a directive'par rapport é ce qui 
existait antérieurement. 
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LUXEMBOURG: 
MAITRE PRUSSSEN 

L’orateur déclare que n’étant pas un représentant de 
l’Administration fiscale luxembourgeoise, il a moins 
d’expérience sur la question d’autant plus que le texte 
légal luxembourgeois date seulement du 12 février 1979 
et n’entre en'vigueur que 1e 1er janvier 1980. L’expé- 
rience que l’Administration luxembourgeoise a pu avoir 
avec ce texte est donc relativement limitée. I] y a égale- ment beaucoup mbins de réglementation' qu’il y en a £1 

l’heure actuelle en Belgique. 
Le texte luxembourgeois contient de nombreuses délé- 
gations de’pouvoirs ‘au gouvemement en vue de prendre 
des mesures d’exécution. 
En principe, 1e lieu de la prestation est le lieu du siége 
d’activité ou de l’établissement stable ou, é défaut, 1e 
domicile, car i1 se pourrait en effet qu’une personne'ac- 
coniplisse des prestations dé services alors qu’elle n’a pas 
de véritable siége d’activité. 
La notion d’établissement stable doit étre interprétée 
s'elon 1a législation applicable en matiére d’impéts ‘di- 
rects, la loi sur la T.V.A. ne contenant pas de définition. 
Il est donc fait application de la loi d’adaptation fiscale, 
la définition de service tombant sous ce critére doit étre 
recherchée 'par rapport aux services qui sont expressé- 
ment énumérés dans la directive. .

' 

Pour ce qui est de la dérogation relative aux travaux im- 
mobiliers, l’orateur estime qu’il n’est pas toujours facile 
d’appliquer 1e critére sur lequel tout le monde s’acco'rde: 
i1 peut arriver en effet qu’un immeuble situé dans un 
pays déterminé donne lieu é des travaux exécutés dans 
un autre pays pour le compte d’un preneur localisé dans 
un troisiéme pays, et qu’en fin de compte, l’immeuble 
n’est pas acheté. Voici un exemple vécu: des consultants 
anglais ayant un bureau 51 Paris on :1 Bruxelles, ont été 
amenés £1 donner un avis au sujet d’un immeuble situé 
é Francfort, pour le compte d’une firme japonaise éta- 
blie é Londres. Si l’on imagine que l’immeublezn’est pas 
acheté, 1a T.V.A. sera due '21' Francfort. 
Deuxiéme dérogation: 1e lieu of: la partie essentielle du 
travail est matériellement exéCutée d’aprés la législation 
luxembourgeoise. 
Des difficultés pourront se présenter, car qu’entend-on 

- exactement par la partie e'ssentielle du travail. Ce peut 
'étre 1e cas notamment de l’expertise, celle-ci pouvant 
parfaitement se situer dans des pays différents: l’expert 
se rendra sur les lieu‘x, puis rentrera dans son pays pour 
étudier le cas et rédiger son rapport: quel sera alors 1e 
lieu de la taxation? Le pays oil 1e contrat aura été passé? 
Celui oh est situé’ 1e bien qu’il aura examiné? Celui oil 
il se sera entretenu avec son client? Ou enfin 1e pays 
dans lequel i] aura le plus longuement réfléchi é I’af— 
faire? 
Ce deuxiéme critére concerne donc, outre les expertises 
sur biens meubles dont il vient d’étre question, les ac- 
tivités culturelles, artistiques, scientifiques, sportives, 
d’enseignement, de divertissements, etc. . . L’orateur 
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estime ue la formation de personnel doit également 
rentrer dans cette catégorie. Il s’agit aussi d’une activité 
accessoire au transport, les travaux sur meubles cOrpo- 
rels.

‘ 

Le troisiéme critére est celui de l’utilisation du bien. 
Ici 1e probléme du transport se pose d’une fagon un peu 
différente au Grand Duché de Luxembourg parce que le 
texte dit ceci: “1e lieu des prestations de services ayant 
pour objet 1a location de biens meubles corporels que le 
prestataire, en vue de leur utilisation dans le pays de des- 
tination, a exportés de l’intérieur du pays vers un autre 
Etat membre”. Le pays extérieur de_la Communauté 
n’est pas pris en considération dans cette dérogation, et 
le texte poursuit: “ou importé d’un autre Etat membre 
vers l’intérieur du pays et l’endroit oil lesdits biens sont 
utilisés”. Le texte ajoute: “Cette dérogation n’est pas 
applicable '21 la location des moyens de transport.” On 
constate finalement que You a utilisé une seule hypo- 
thése: mais 11 y a de multiples hypothéses qui écono- 
miquement seront identiques et 01) 1e principe général . 

sera applicable, c’est-é-dire 01) 1a location du bien sera 
imposable au siége d’activité du prestataire. _V 

En ce qui concerne 1e lieu du domicile du preheur, l’ora- 
teur se réfere £1 l’énu'mération de services qui en a été 
faite précédemment. 
Il précise que si une telle activité, parmi celles citées :21 

l’article 9-2, litt.e de la directive est effectuée en relation 
avec un immeuble, c’est la situation de l’immeuble qui 
prime. 
Que] est le cas du preneur résidant en dehors de la com- 
munauté, en ce qui concerne les mémes services, qui y 
dispose d’un siége d’activité ou d’un établissement ou 
simplement d’un domicile? 
On Vdistingue, comme dans les exposés précédents, les 
preneurs assujettis qui sont résidents de la C.E.E. et les 
preneurs assujettis ou non, résidant en .dehors de la 
C.E.E. Pour les travaux intellectuels Visés :3 Particle 9-2 
litt.e de la directive, 1e lieu de la prestation est réputé seu 
situer au domicile ou au lieu d’activité du preneur. 

Remarque préliminaire: tous les orateurs parlent en leur 
nom personnel sans aucun préjugé quant 2‘: 1a solution 
qu’ils pourrajent étre amenés 2‘1 prendre, ou leur admi— 
nistration, dans un cas particulier. 

Question (M. Richou, France) 
L’art. 15, 13 de la 6éme directive exonére: “les preSta- 
tions de services, ,y compris les,transports et les opéra: 
tions accessoires, mais é l’exception des prestations de 
services exonérées conformément 2‘1 Part. 13, lorsqu’elles 
sont directement liées au transit, é l’exportation de 
biens ou aux importations de biens bénéficiant des dis? 
positions prévues :1 Part. 14, par. 1 sous b) etc. et 5 Part. 
16, par. 1. 
En France, cette disposition a été reprise sous Part. 262, 
§1 du Code général des impéts, qui exonére de la T.V.A. 
les exportations de biens meubles corporels ainsi que les 
prestations de services qui leur sont directement liées. 
L’Administration a précisé dans ses instructions que ces 
exonérations s’appliquaient notamment 51 1a location des 
moyens de transport, des contenants, et des matériels 
pour la protection des marchandises exportées; aux pres- 
tations de formation dispensées aux membres du person- 
nel d’une entreprise étrangére, dans la mesure oil ces 
prestations sont liées 51 la vente de matériel eiporté. 
Les autres états de la communauté interprétent-ils de la 
méme faqon les dispositions de Part. 15, 13 de la 6éme 
directive? 

Réponse
. 

1) Location des moyens de transport 
Mr. GUIEU: Tous les Etats membres appliquent 1e, taux‘ . 

zéro. C’est considéré comme une exportation. Il n’y a 
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apparamment pas dé difficultés de ce cété lé, mais int'ér- 
prétation uniforme de la directive. ‘ _. ._ 

2) Formation de personnel d’une entrepr‘ise étrangére 
liée d la vente de matériel exporté _ 

Mr. GUIEU: 11 y a une divergence d’approche selon les 
administrations. L’Adm’inistration frangaise place ces

. 

prestations de service sous la catégorie 9, §2, e; tandis
' 

que l’administration belge 1a classe pour partie dans le 9, 
§2, c et les taxe avec la possibilité de demander 1e rem- 
-boursement par le biais de la 8éme directive (délais et 
formalités £1 accomplir, mais 1e résultat économique est 
le méme). ' 

En ce qui concerne les autres pays, la question n’a pas 
pu ’étre prospectée. 

I

V 

M. CAPPELLEMAN: Fait preciser par M. Lebrun que ; 
dans l’hypothése visée la prestation de formation a lieu 
en France et non au lieu du preneur, majs est exonérée 

' pour cause' d’exportation. 
Pour la situation belge, 1a prestation de formation est 
foumie en Belgique aux membres du personnel d’une 
entreprise qui a acheté en Belgique du matériel qui doit 
étre exporté; dans ce cas, pour n'ous, la prestation se 
situe en ‘Belgique et il est parfaitement concevable que 
cette prestation soit exonérée pour des raisons d’expor- 
tation, mais nous n’appliquons en tout cas pas le critére 
de Part. 9, §2,e de la 6éme directive. 
M. LEBRUN: En effet l’Administration frangaise a ana~ 
lysé cette opération comme une opération de conseil en 
formation, partie de cette idée que lorsqu’on apprenait é 
des gens‘ é se servir d’un matériel déterminé, c’était une 
formation de ce personnel sur le matériel en cause et les 
conséquences que l’on en tirqsont conformes d’une cer- 
taine maniére 51 la directive. La seule chose, c’est qu’é 
partir du moment oil elles sont liées également é une 
opération d’exportation, i1 nous a paru que pour des rai- 
sons pratiques évidentes il était préférable d’avoir une 
situation d’exportation “.classique”, sans avoir Ie senti- 
ment de titer sur la ficelle, dans la mesure oil 1e résultat 
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. 

est dans les deux cas. une opération qui ne doit pas 
laisser de taxes 51 la charge des entreprises auxquelles 
appartiennent les personnels en cause. 
Les analysesauxquelles se sont livrées la France et la 
Belgique ont finalement les mémes conséquences _et'at- 
teignent toutes les deux les objectifs fixés par la Com- 
mission; qu’il n’y ait ni double imposition, ni double 
exonération. ' 

’
' 

Question (M. Richou, France) 
Les régles de territorialité relatives aux 'locations de 
moy'ens de transpo'rt sont elles les mémes dans tous les 
Etats de la Communauté? - 

Réponse 
M. GUIEU: Aprés étude des législations des Etats mem- 
bres, en ce qui concerne les locations de moyens de 
transport, i] ne semble pas y avoir de divergences: c’est 
toujours le lien du prestataire. . 

'
' 

Cependant trois pays, la France, ‘la Belgique et l’Allei 
magne, ont fait usage de la faculté prévue 51 Part. 9, §3, 
c’est-é—dire que s’il y a utilisation faite hors de la C.E.E., 
i1 y a quand méme détaxation; ce n’est donc plus 1e lieu 
du prestataire de services; par contre, s’il y a un véhi- 
Cule qui Vient'de l’extérieur mais qui est utilisé a Pin- 

_ 
-térieur de leurs‘pays, il ya taxationx bien Que le presta- 

4t‘a_ire soit situé‘ hors .communauté. »

' 

En résumé donc, tous les Etats membres appliquent 1a 
régle du prestataire de services avec utilisation de la 
faculté, pour la Belgique, la France et I’Allemagne. 
M. PRUSSEN: Au Grand Duché, '11 n’y a pas encore de 
dispositions dérogatoires, mais i] y a une habilitation 
prévue dans la loi. Par voie de réglément cette faculté 
peut étre appliquée. . 

Question (M. van Roye, Belgique) 
Quel est le lieu de la prestation de servicespour 1a loca— 

mtion de wagons citernes? En ce qui conceme la presta- 
tion de services ayant pour objet la location d’un moyen 
de transport, 1e lieu de la prestation est réputé se situer é 
l’endroit ofi 1e moyen de transport est utilisé lorsqu’il 
est donné en location par un loueur qui est établi dans le 
pays et ce dans la mesure oil ce moyen de transport est 
utilisé hors ~de 1a Communaubé, ou bien par un loueur 
établi hors de la C.E.E. ‘ 

Réponse'o 
4:. 

' M. C'APPELLEMAN: La régle principale est le lieu du 
prestataire, mais avec une double exception selon la lé- 
gislation belge; c’est 1e lieu d’utilisation lorsque 1e moy- 
en de. transport est donné en location en vue d’étre utili- 
sé hors du Marché Commun, c’est alors é concurrence dev 
l’utilisation en dehors du Marché'Commun que'le lieu 
du service est situé en dehors du Marché Commun: ou, 
deuxiéme exception, quand i1 s’agit d’un moyen dé 
transport donné en location par un loueur établihors de 
la C.E.E. r 

' 

» J 
Ces exceptions sont ainsi limitées car £1 Part. 9 de la 
6éme'directive, on ne parle .méme pas de moyens de 
transports et 'en tant que tels, c’est la régle principale du 
lieu du prestataire qui s’applique avec la faculté laissée 2‘1 
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l’art. 9/3 aux Etats membres de situer le lieu du service 
dans l’Etat d’utilisation lorsque 1e lieu du service se situe 
selon 1a régle principale en dehors du Marché Commun 
et qu’on peut établir qu’il y a eu utilisation dans le Mar- 
ché Commun ou, inversément, lorsque selon la régle 
principale, le lieu du service se situe dans le Marché 
Commun et que l’utilisa‘tion effective a lieu en dehors. 

' Le Code belge fait ~usage de Part. 9/3, mais ne p_eut aller 
au-dela‘l.

> 

Méine Question concernant la location de palettes (sup- 
port pl‘at servant’a‘ transporter des marchandises) 

Réponse r
4 

M. CAPPELLEMAN: Ceci rentrerdans les locations de 
biens meubles corporels autres qu’un moyen de tran- 
sport. . ‘ 

'

. 

Que les palettes soient on non des moyens de transport 
‘peut déjé dormer lieu {a discussiqn. Si elles en sont, voir 
réponse Supra; si elles n’en sont pas, c’est £1 nouveau le 
lien du prestataire qui est le lieu du service, sauf lorsque 
1e. prestataire exporte le bier} d’un pays du Marché Com- 
m'un dans un autre pays du Marché Com'mun oil il doit 
étre utilisé, ou sauf lorsque 1e bien est donné en location 
par un loueur qui- est établi hors C.E.E.: oil dans les 
deux cas 1e lieu du service est le lieu d’utilisation. 
‘Dans les cas de locations de palettes ou de Wagons si la 
T. V.A.' est due en Belgique d’aprés les régles éhoncées, 
i1 peut y avoir exonération, pour des raison d’exporta-- 
tion s’il s’agit de matériel utilisé en' trafic international.

. 

‘ 

Questio‘n (Mme. Villalong, France) 
Une société établie en Suisse a effectuép'our 1e cbmpte 
’d’uné Société frangaise, bureau d’Etudes Immobiliéres, 
des opérations de prospection immobiliére. Quel est le 
sort fiscal de ces opérations de prospection £1 l’égard de 
Part. 259 du C.G.I. selon qug ces opérations aboutissent 
2‘1 un marché de travaux'immobiliers ou 'n’ab‘outissent 
pas. ‘ ‘ 

Réponse 
M. LEBRUN; En principe, c’est une opération concer- 
nant les immeubles et donc est taxée en France. Si l’opé- 
ration n’aboutit, j’aurais tendance £1 penser qUe dés lors 
que c’étaient des opérations dont la réalisation éven- 
tuelle devait s’effectuer en France, 1e bon sens implique 
que ce soit en France que lfimposition soit établie et 
supportéé. ‘

' 

Intervention d ’un participant (M. Leroy) “ 

La' réponse de M. Lebrun me semble contradictoire avec 
célle qu’_a dOnnée M. Cappelleman tout é l’heure. Pour 
M. Cappelleman, quand ‘on fait de la publicité pour la 
vente d’immeubles, on applique la régle relative aux 
opérations de publicité, et on applique le lieu de l’éta- 
bhésement du preneur; En revanche, quand il s’agit 

'd’une opération’ immobiliére, dit M. Lebrun, méme si 
ga n’est pas dénoué, c’est une prestation de service rela- 
tive in un immeuble, done on applique 1e lieu de'situa- 
tion de l’immeuble. . 

Ce sont donc 1a, pour l.’intervenant, deux régles‘déroga- 
to'ires qui sont appliquées distributivément par les diffé- 
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rentes administrations, Ce qui n’est guére satisfaisant. 
De plus, quelle est la dérogation qui prime l’autre? Celle 
relative aux immeubles ou celle relative :31 1a nature des 
services? 
M. LEBRUN: La question relative 21 1a 'publicité regoit sa 
réponse dans la directive elle-méme, peu importequ’ 
elle soit relative in des immeubles ou non. Pour 1a ques- 
tion relative aux Opérations de prospection, sa Ijéponse a 
été un peu ‘rapide tout é l’heure: i1 lui apparaissajt qu’ 
elles se situaient é' l’intérieur du Champ des opérations 
immobiliéres. ' 

' ' 

11 y ajoute que si l’on veut poursuivre l’analyse é partir 
du moment 01) l’opération ne s’est pas réalisée, l’on peut 
considérer qu’il s’est agit en réalité d’opérations de re- 
cherche et qu’é ce titre et au titre de l’ai't. 9, §2,e, 1e lieu 
d’impositionest 1e méme.‘ .

- 

M. CAPPELLEMAN: Est sur la méme longueur d’orides 
que M. Lebrun. Pour les prestations de publicité, en Bel— 
gique, on applique 1e critére'propre aux prestations de 
publicité et' on ne suit pas' le critére relatif aux im- 
meubles. ' 

' ‘- 

' 

-
' 

Quantaux ‘opérations de prospection d’un marché im- 
mobilier, si l’affaire aboutit, c’est’une prestation se rap- 
portant é unimmeuble, et c’est 1e lieu de l’immeuble qui 
est pris'en considération. Si l’affaire n’aboutit pas, ce 
dont i1 n’a pas l’expérienceQdepuis 1e 1/1/78, on ne con- 
sidére pas qu’il s’agit- d’une affairé qui se rapporte 5 un 
immeuble mais ‘on a affaire é une étude de marché, et 
c’est le lieu du prestataire, mais avec le critére du pays 
du preneur le cas échéant (art. 9, §2,e). '

‘ 

L’intervenant: Ne critique pais} 1a solution mais estime 
invraisemblable que l’on retienne 1e critére de l’aboutis— 
sement on non de l’opération pour savoir comment 1a 
taxer. C’est oublier que le bureau d’études techniques 
doit étre payé avant, on doit envoyer des facturest des 
acomptes, sur lesquelles 11 doit‘demander une T.V.A., 
mais la'quelle? Et_ une fois la T.V.A. demandée, si on ne 
réalise pas l’opération de bureau d’études, est ce qu’on 
va lui restituer la T.V.A.? Non, parce qu’il l’a mention- 
née sur les factures, et dans cette affaire on paiera deux 
fbis 1a T~.V~.A. ‘ 

. 

"
. 

M. GUIEU: Ne peut que lire les textes communautairés 
' et confirme les interprétations _des délégations belge et 
frangaise.

I 

Pour lui, il est clair que‘ lorsque dans Ia directive, 11 y a 
uhe qualification d’une prestation' de services qui a été 
citée, c’est ce lieu qui prévaut. Ainsi pour la publicité, 
c’est toujours 1e 9, §2,e, ainsi que pour les assurances et 
les opérations financiéres. Si l’on prend un crédit pour 
son immeuble, c’est le 9, §2,e qui joue. Par contre, pour 
les autres prestations relatives 21 l’immeuble, il y a une 
finalité, i1 faut que l’opération sé _concrétise. ' 

Si elle ne se concrétise pas, c’est la nature de l’opération 
qui réapparaft, et c’est 1e lieu de l’opération qui réappa- 
raft. I] y a peut-étre des régularisations é effectuer, mais 
on ne peut agir différemment, c’est le législateur qui a 
voulu cela. 

Quéstion (Mme. Villalong, Frénce) 
Une société frangaise transmet. é sa maison mére, établie 
hors certainegdonnées comptables de base. La 
maison mere tire de ces données comptables certains ra- 
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tios ou certains, documents de gestion. Ces documents 
ne ressortent pas de fagon caractéristique de la profes- 
sion d’expert-comptable (la maison mére n’exerce pas 
cette profession), il serait é priori excessif de parler de 
traitements de données. Oil la prestation est-elle tax- 
able? V , 

,
_ 

Dans l’hypothése la maison mére facture é sa filiale 1e 
cofit'de cette “assistance” administrative, _de ce travail 
de pure gestion. Dans quel sens, large ou restreint, en— 
tend on 1e traitement des données? 
Dans un groupe dependant d’une société mére_ située 
hors de la communauté, la société mére dispose des 
moyens, informatiques et autres, qui lui permettent de 
fournir _des services de gestion 2‘1 ses filiales, en exploi- 
tant les données économiques et comptables que les 
filiales lui transmettent, _services qui leur sont facturés. 

Réponse 
M. LEBRUN: Pense que ces opérations doivent' se placer 
sous Part. 9, §2,e/fournitures d’informationS-et traite- 
ment de données. Donc imposabilité en France en la 
circonstance, dans le chef du preneur. Au point de vue 
communautaire, i1 y aurait pu avoir en plus la garantie 
du 9, §3 (utilisation du service), mais elle n’est pas uti— 
lisée en France. ~ '~ 

- -

_ 

M. CAPPELLEMAN: Suppose' que la société mére'et la 
société filiale ont une personnalité juridique distincte. 
Car sinon i1 n’y a pas de T.V.A., mais simple échange 
entre divisions sans personnalité juridique distincte et* 

V 

donc de prestations de services facturés. Il marqhe son 
accord avec M. Lebrun. 

Question (ML Gossiaux, Belgique) 
Une succursale belge d’une société de droit américain 
vend a un société frangaise du méme groupe des mar- 
chandises au méme prix que cette société frangaise les 
revend é ses clients en France; pour couvrir les frais en- 
courus par la société frangaise et pour lui assurer une 
marge bénéficiaire, la succursale belge accorde 2‘1 la so- 
ciété frangaise un pourcentage minimum die commission. 
Le contréleur frangais prétend qu’il y a lieu d’appliquer 
sur la note de commission la T.V.A. frangaise, et que par 
la suite 1a succursale belge pourra au moyen d’un repré- 
sentant responsable en France récupérer cette T.V.A. ‘ 

Cette T.V.A. frangaise est-elle due on non? 
,La succursale belge lui paie donc une commission qui 
permet de couvrir les frais de la Société _frangaise et de 
lui’ donner un léger bénéfice. ' 

Re’ponse
7 

M. LEBRUN: Dans une opération de cette nature, _il 

constate d’abord que il y a une opération par laquelle 
quelqu’un est devenu propriétaire de marchandises donc 
i1 n’y a pas de situation de commission. 
Deuxiémement, -une analyse s_ur 1e plan frangais interne, 
en ne franchissant pas de frontiéres, et en analysant les 
rapports entre- deux ‘sociétés, i1 ~considérerait qu’il y a 
une réduction de prix. Mais en tenant compte du fait 
qu’il y a un frahchissement de frontiéres, il y a une re- 
cette complémentaire en quelque sorte, qui est attribuée 
23 la société frangajse.

' 
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Cette recette est une recette imposable, en quelque sorte 
é titre de complément de rémunération, et elle est im- 
posable en la circonstance en France. Ici i1 'ne s’agit pas 
d’une prestation de nature intellectuelle. 
Il semble donc qu’il y a, quelle que soit la dénomination 

--qui lui est donnée, une recette “complémentaire” de 
l’entreprise frangaise. Celle-ci regoit un prix de son 
client qui est celui auquel elle vend 1e bien, elle regoit de 
l’entreprise belge une rémunération pour la vente de ce 
produit. 
M. CAPPELLEMAN: Réagit de la méme fagon que M. 
Lebrun, mais ajoute une hypothése: Si la société belge 
agit comme courtier de la société frangaise, -en principe 
1e lieu du service de la société belge en tant que cOurtier 
serait la Belgique; mais 1a T.V.A. ne serait pas due en 
Belgique si 1e courtier intervient dans la réalisation d’une 
opération qui a lieu £1 l’étranger, par exemple d’Amé— 
rique en France. La T.V.A. n’est pas due en Belgique sur 
le courtage, quand elle se. rapporte é une exportation on 
{a une opération se déroulant £1 l’étranger.‘ 

Question (M. Thielemans, Belgique) 
Pourquoi, dans la 6éme directive, n’a-t—on pas retenu 
comme critére principal 1e lieu du preneur (critére uti- 
lisé en Belgique avant.1978’)? 

Réponse 
.M. CAPPELLEMAN: Le lieu du preneur est le bon cri- 
tére car automatiquement on replace 1a perception dans 
le pays du preneur qui a normalement droit 51 la déduc- 
tion: il y a récupération de T.V.A. qui est portée en 
compte par le prestataire établi dans un pays étranger. 
Mais ce critére ne/ peut non plus étre appliqué de fagon 
générale, notamment en ce qui conceme les services qui 
sont effectués pour -le compte de personnes privées ou 
pour le compte de personnes qui n’ont pas droit :31 dé- 
duction (ex: les prestations de coiffeurs). II faut donc, 
quand on accepte 1e critére du preneur, prévoir une série 
d’exceptions. Une autre exception est celle qui conéerne 
les immeubles. On en a parlé. ' 

Question 
Quelles sont les prestations de services qui se rapportent 
é un immeuble? ‘ ‘ 

Réponse 
M. CAPPELLEMAN: On a reproché, péut-étre avec rai— 
son, que le systéme développé supra était de nature {1 

créer des complications chez les assujettis, étant donné 
qu’au moment du paiement de l’acompte, i1 fallait savoir 
si la T.V.A. était due on non, ou dans quel pays cette 
T. V.A. était due. ‘

v 

M. Cappelleman en profite pour insister sur un point: si 
on dit que la T.V.A. n’est pas due en Belgique parce 
que le lieu du service n’est pas en Belgique, on ne peut 
en inférer' que la T.V.A. n’esj; pas due du tout. Or pour 
les prestations qui sont visées '21 Part. 9, §2,e, Si la T.V.A. 
n’est pas due en Belgique, c’est qu’elle est due dans un 
autre pays du Marché Commun. ‘ 

Pour r'evenir 5 1a question, si une étude est faite pour sa- 
voir si tel immeuble peut étre exploité comme magasin 
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.51 grande surface ou non, nofmalement on est tenté de 
’dire que 1e lieu du service est celui 01] se trouve l’im- 
meuble, mais d’autres pourraient considérer qu’il s’agit 
d’une étude de marché aussi longtemps qu’on n’a pas 
la conclusion. On tourne donc un peu en rond. Et on 
peut se demander si la critére de la situation de l’im— 
meuble ne doit pas étre réservé aux seuls cas oil il est 
tout é fait sur qu’une préstation se rapporte 5 un im- 
meuble, par exemple les prestations matérielles de con- 
struction, de' démolition, d’intérvention dans la vente de 
tel immeuble, etc. 
La Belgique n’a pas encore du se prononcer et n’a pas 
encore de solution 51 cette question pour le moment. 

M. LEBRUN: L’analyse de 'Mr. Cappelleman est tout a 
fait judicieuse. Il est sur que quand nous sommes dans 
une opération de cette nature il y a des difficultés d’ap- 
plicatiop pratique. . 

'

_ 

Si, par exemple, une entreprise anglaise demande £1 une 
entreprise Suisse de rechercher en France un terrain sur 
lequel elle pourrait effectuer une opération de promo- 
tion immobiliére, d’aprés les schémas communautaires, 
cette opération est imposable en France; mais si elle ne 
se concrétise pas, c’est é priori une opération impqsable 
en Angleterre. * ' ‘ 

Garantir que derriére l’application de ces principes, i1 y a 
une réalité fiscale totale, serait ‘présumer .des forces des 
administrations. C’est un phénoméne classique de pres- 
tations ternaires. ' 

Les Etats membres ont, en matiére de territorialité des 
prestations de service, presque toujours un possibilité de 
solution pour les opérations dans lesquelles i1 y a des re- 
latidns binaires, c.é d., la Belgique et la France, la 
France et l’Allemagne, etc. I 

'
- 

A partir du moment 0111 intervient un troisiéme pale 
dans l’opération, aucune administration, dans quel que 
systéme de taxes indirectes que ce soit, n’eSt en état de 
garantir l’application deg principes qu’elle peut avoir 
posé en matiére d’imposition. ‘ 

‘ ' 

C’est peut étre quand méme l’avantage du systéme de 
l’imposition dans le pays du lieu de l’immeuble é savoir 
que s’il y a réalisation, :31 Ce moment 151 11 _y aura un in- 
tér'ét fiscal pour un des opérateurs, £1 éventuellement 
dégrever de taxe ce qui aura _concourru :31 1a réalisation 
de' l’opération en cours; endore faut-il que cette opéra- 
tion soit soumise 51 1a taxe? 
Dans des opérations- de cette nature, M. Lebrun est d’un 
scepticisme absolu et défie 1a Commission et toute ad- 
ministration de pouvoir proposer une solution qui, si 

elle n’est pas respectée, puisse étre véritablement con- 
trblée. La faiblesse des 'hommes ,et des textes sont in- 
commensurables. . 

» - 

Question (M. Gossiaux‘) . 

Une société de droit frangais fait de la publicité en 
France; 1a T.V.A. frangaise lui est facturée. La société 
refacture cette publicité é une société belge ayant une 
personnalité juridique distincte de la sienne. Le con— 
trbleur frangais prétend qu’il y a lieu d’appliquer sur 
cette deuxiéme facture une T.V.A. frangaise. Ceci pa- 
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raft é l’intervenant en contradiction avec Part. 21, §3, 
70, c. 

Réponse 
M. CAPPELLEMAN: Tel est aussi son avis. Si une socié- 
té frangaise porte des frais de publicité en compte é une 
société ‘belge, et que tout cela se passe en nom propre de 
la société frangaise, c’est une prestation de publicité 
pour laquelle 1e lieu du service-est 1e lieu du preneur 

‘ lorsque ‘le preneur est établi dans un Etat membre autre 
que celui du prestataire. 

>
, 

Pour des services qui sont donnés en cascade, i1 faut voir 
chaque relation et non voir la solution finale. 
Entre la société frangaise et la société belge, ce n’est pas 
la T.V.A. frangaise qui est due, mais Ia T.V.A. belge. 

M. LEBRUN: D’accord avec M. Cappelleman. 
Question 
Comment 1e prestataire sera-t’il assuré que le preneur 
établi 2‘1 lfétranger est assujetti, lorsque l’assujettissement 
est un facteur déterminant de la localisation de service? 
Sera-t’ilres'ponsable ‘si la déclaration du preneur s’avére 
fausse? . - 

Réponse 
M. GUIEU: Suppose qu’il s’agit des prestations de ser- 
vices visées 51 Part. 9, §2,e (taxation au lieu du preneur)? 
Quelle est la preuve qu’il faut apporter pour montrer 
qu’on est un assujetti communautaire? 
Pa; tous moyens de preuve, y compris par une attesta- 
tion de l’administration fiscale nationale du pays du pre- 
neur envers le prestataire. ' 

D’aprés Part. 21, §1,b; dans ce contexte lé, les Etats 
membres peuvent prévoir que le prestataire est solidaire- 
ment teAn‘u responsable d’acquitter 1a taxe s’il y a eu 
fraude. C’est une question de contrble, d’intendance'ad- 
ministrative plus que de principes. 
'Un intervenant (Me. de Longueville): On ne peut quand 
méme pas imaginer que chaque fois que quelqu’un va 
faire un achat dans un autre pays, i1 se'proméne avec en 
poche une attestation é jour de son administration 
locale. Est-i1 d’ailleurs prévu? Une carte d’identité d’assu- 
jetti pour dans les différents pays? Pas é sé connaissance. 
'Or les contrbles se font quatre ans plus tard. Que se 
passe t’il s’il y a en un abus de l’intéressé qui a produit 
de faux papiers? Déjé sur le plan national 1e prestataire 
n’a aucun moyen de contrble, mais sur le plan interna- 
tional encore moins! 
Y a-t’il quelque chose de spécifiquement prévu pour 
_éviter cette situation? ‘ 

‘ ‘ 
- 

‘

. 

'M. GUIEU: C’est exact. 11 n’y a pas encore de carte
, 

d’identité fiscale et j’espére qu’il n’y en aura pas de si- 
.t6t. Mais i]. y a systéme d’attestation prévu par la 8éme 
directive pour le remboursement de la taxe é des assu- 
'jettis étrangers. Ce moyen pourrait étre utilisé déjé. Le 
prestataire qui va prester quelque chose 5 un‘ preneur 
étranger, doit quand méme savoir é qui i1 va faire sa pres- 
tation car il. a une responsabilité non seulement vis—é-vis 
de, lui méme pour en recevoir 1e paiement, mais égale- 
ment vis-é-Vis de l’administration puisqu’il peut étre soli- 
dairement responsable. C’est done 21 lui de s’entourer de 
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' pas trop de problémes. 

certaines garanties de preuve. Il pense que ce sont ,des 
situations marginales, mais qui peuvent exister. Laisse 
aux administrations nationales 1e soin d’indiquer ce qu’ 
elles demandent sur base de ces textes communautaires. 

Question (M‘e. de Longueville) 
En Belgique, 1e probléme se poSe pour l’inStant pour des 
centaines de millions, avec notamment des assujettis, 
entrepreneurs de travaux qui sont rayés sans‘que pér- 
sonne _ne l_a sache. Cela bouleverse toute la technique de 
perception de l’imp6t sous la responsabilité du payeur, 
lequel est Obligé pour avoir un minimum de sécurité, 
méme s’il connait trés bien son entrepreneur, de télé- 
phoner 5 son contrfileur, qui lui répond qu’il n’en sait 
rien, ou écrire et recevoir une réponse trois is plus 
tard, Et quant aux listes, elle ne sont pas évjour, c’est 
d’ailleurs -une impossibilité technique. Mais en attendant 
vous avez regu des fournitures et vous payez la T.V.A. 
irréguliérement sans lg savoir. .

I 

Comment pense-t—on résoudre ce probléme sur le plan 
international, car.la qualité d’assujetti entraine des con- 
séquences trés importantes sur le plan de la taxation, dé- 
place les responsabilités. Comment peut on avoir ses 
apaisements au moment méme oil on traite, pour savoir 
si la preneur est vraiement assujetti dans son pays. 
C’est un grave écueil du systéme mis sur pied par la 
6éme directive que de faire dépendre de la qualité d’as— 
sujetti un régime fiscale particulier. 

Réponse 
M. CAPPELLEMAN : Dans le cadre du lieu de prestation 
des services, Part. '22 de la directive contient une possibi- 
lité de faculté pour les Etats membres de prendre toutes 
les mesures destinées é éviter 1a. fraude.

V 

L’Administration belge a done tiré 1a couverture é soi en 
Hdisaht qu’en matiére de prestatiofis de services, dés 
qu’une des parties en cause est établie en Belgique, selon 
une présomption légale 1a T.V.A. est due jusqu’é preuve 
du contraire. ' ‘ 

C’est donc au prestataire de service qui n’a pas imposé sa 
prestation de service de démontrer qu’il avait une raison 
pour ne pas imposer. Ainsi, du cété belge nous n’avons 

M. LEBRUN: Apporte une nuance; dans la pratique, 1a 
situation en cause doit étré appréciée au moment 01] les 
faits se sont produits 0.51 d. qu’il faut tenir compte du 
caractére de certitude que pouvait avoir 1a situation in- 
voquée pour le redevable en cause an moment 01) les 
faits se sont produits. 

‘ D’autre part, ceci peut étre Corroboré par les contacts 
qu’on peut avoir entre administrations. Si l’administra- 
tion étrangére fait savoir que la personne en cause était 
réguliérement inscrite et n’a été radiée qu’a‘l partir d’une 
certajne date, la bonne foi peut étre admise. Ce sont des 
situations de fait dans lesquelles jouent par définition 
toutes les imprécisions et toutesJes incertitudes éven- 
tuelles d’appréciation d’une bonne foi. Si un avocat 
tient £1 ce que cette bonne foi profite A la personne pour- 
suivie, l’administration de son cété doit s’entourer de 
toutes les garanties et de prendre tous les éléments de 
contrble qu’elle peut avoir pour en apprécier le degré. 
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C-’est la seufe réponse possible face 5 une situation de 
fait. 

' 
'

- 

Question 
Est-ce qu’il ne serait pas possible d’envisager un formu- 
laire unifié qui serait tamponné par lelreprésentant de 
l’administration néerlandajse, ou‘belge, qui serait adrés- 
sée au prestataire frangais ou allemande et qui apporte- 
rajt la preuve. C’est tout le probléme du document .pro- 
bant. 

' 
' '

' 

Ne pourfait-il'paS'y avoir‘ un formulaire européen qui dit 
tel preneur est assujetti?‘ 

Réponse 
M. GUIEU: Nous’avons prévu un ~tel formulaire dans le 

‘ cadre de "la 8éme directive. Ce'formulaire' est commu- 
nautaire dans les différen'tes langues de la co‘mmunau- 
té, pour‘un échange ‘facile entre les administrations de 
langues différentes. Cette attestation pourra'étre utilisée 
1e cas échéant. Mais i1 ne qfaut'pas les multiplier pour 
chaque opération sinon on risque d’encombrer et les ad- 
ministratioris de' base pour viser celles-ci, et les admini- 
strations d’arrivée avec des masses ~de papier én‘ormes.‘ Il 
faut ~donc avoir une toléran’Qe et des mesures {1 date avec 

la connaissance des assujettis qu’ont les services Vlocaux. 
La mise en place va se faire. 

Question 
Est-ce que l’apport en séciété d’un brevet est uné opé: 
ration taxable? ‘

- 

Réponse 
M. GUIEU: Il faut voir ‘deux opérations dans pette af—

_ 

fair_e. Uri brevet est considére comme une prestation de 
service quand i1 y a une contrepartie. Quand c’est un 
apport en capital, cela rentre dans 19‘ patrimoine social 
de 1a_société 51 qui on apporte un brevet. 11 m: pense pas 
qu’é ce moment 12‘; i] y ajt taxation. _

' 

M. CAPPELLEMAN: Il faut savoir qui fait l’apport. Est- 
ce quelqu’un qui"1e fait de maniére occasionnelle parpe 
qu’il a inventé quelque chose, ou est-ce quelqy’un qui 
fait cela dans le cadre de son activité professionnelle? 
Si c’est‘ une société qui dans le cadre de son activité nor- 
male peut exploiter un brevet et qui fait apport de ce 
brevet- soit en propriété, soit en concession, elle fait uhe 
prestation de Services qui eSt taxée cOmme toute ‘autre 
prestation de service. . 

,

» 
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BELGIQUE: 
V _

. 

Régime applicable aux assUjettis établis é I’étranger 
par J. Auté{nne* 

l. NOTION D’ASSUJETTI 
En' \iertu de l’article 4 du‘ Code de la TVA, ci—aprés dénommé “CTVA”, est 
un assujetti toute personne dont l’activité consiste é effectuerd’une'maniére 
habituelle et indépendante, é titre principal ou é'titre d’appoint, aVec ou' sans 
esprit de lucre, des livraisons de biens ou des prestations de services visées par 
ce code. '

A 

- Il résulte de rcet'te définition‘ tréS'large que la qualité d’assujétti belge n’est' 
nullement conditionnée par la nationalité ou le domicile d’une personne. 
Paf ailleurs, il a été précisé dans les travaux préparatoires lors de l’examen du 
projet de~ loi‘ créant 1e Code de la'TVA qpe, pourvdétefminer si une_ personne 
réalise ‘des opé'ration's de‘ maniére habituelle, i1 y avait lieu de prendre en 
considération non seulement son activité exercée en Belgique, mai’s- 

également son activité exercée é l’étranger._ 
.11 en résulte qu’une société commerciale établie 'é' l’étranger deviendra 
assujetti belge pour une seule opérétion qu’elle réaliserait en Belgique " 
(livraison de biens ou prestation de services) lorsqué son activité exercée é 
l’étranger lui donnerait la qualité d’assujetti belge. ' 

Si cétte activité est exercée en‘ Belgique, 1e régime applicable aux assujettis 
étrangers est fondamentalement différent selqn que ces personnes ont ou 
non en Belgique un établissement stable. ' 

Nous examinerons done successivement 1e régime applicable aux assujettis 
étrangers, selon cette distinction et ce, é'la lumiére des précisions données par 
une circulaire de la TVA, de l’enregistrement et des domaines no. 30 de 
1975, qui remplace 1a circulaire no. 105 de 1970. ' 

Sommaire 
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> 
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ASSUJETTIS ETRANGERS‘ QUI 
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B. Régime normal: désignalion ‘d'un 
' 

représentant responsable ' 

1. Nature des opérations réalisées 
en Belgique qui 'réndem néces- 
saire Ia désignatiori d’Un 
représenlant responsable 

2. .»Agréat»ion dur représentant 
responsable 

I 

.

V 

‘3. Obligations et ,drpits du [e- 
‘ présentant responsg’able 
4. Création d'un établissement 

stable 
C. Régime ,général d'exception: dis» 

pe‘nse de l'a'gréation d'un représen- 
tam responsable 
1. Cas déns lequel l’assujetti 

étranger est dispensé de désig< 
ner un représentant respon- 
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sable 

2.‘ ’~,Mode de lasperception -de la 
taxe ’ 

3. Mode d'exercice d'un droit é 
Vremboursement de la TVA_ en" 
amont ' 

D. Régimes particuliers d‘exception 

II. ASSUJETTIS ETRANGERS‘ QUI ONT. EN 
BELGIQUE UN ETABLISSEMENT STABLE 

A. Notion d’établissement stable 

La circulaire No; 30, du 5 décembre 1975, point 8, 
précise que pour l’application de la TVA, un assujetti 
établi é l’étranger est considéré ~comme ayant en 
Belgique un établissement stable, lorsque les deux 
conditions suivantes sont réunies: ' ' 

1) L’assujetti a dans le pays un siége de direction, une 
succursale, une fabrique, une usine,.un atelier, une 
agence, un magasin, uq- bureau, ,un laboratoire, un 

*Conseiller fiscal de la FIC; Maftre de Conférencesél’UCL. 
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comptoir d’achat ou delvente, un dépbt ou toute 
autre installation fiXe; 

I 

V 

. , 

2) Get établissement est géré par 'une personne apte é 
engager l’assujetti envers les foumisseurs 0}: les 
clients. 

B. Régime applicable- 

1. .Principe
V 

L’assujetti étranger qui 21 en Belgique un établissement 
stable est traité comme un assujetti établi dans .le pays. 
11 peut exercer les 'mémes droits, tels les droits é 
déduction et au remboursement de la TVA ‘en amont et 
est sdumis aux mémes obligations, telles notamment 
gelles: 
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, 

— de déposer une déclaration de commencement d’ac- 
- tivité lors de son installation en Belgique et de 
déposer une déclaration lors d’un changement' oil 
d’une cessation éventuelle d’activité exercée en 
Belgique. 
(Lorsque l’activité est complétement abandonnée, 
l’immatriculation de l’éssujetti est radiée. Si l’acti- 
vité se poursuit sans établissement stable, les régles 

. décrites au III ci-aprés sont applicables); - de délivrer, sauf exceptions, des factures ou docu- 
ments en tenant lieu conform'ément aux dispositions 
de l’arrété royal No. 1 et de tenir une comptabilité 
prévue par cet arrété, comptabilité qui peut étre 

_ 
simplifiée lorsque 1e chiffre d’affaires de l’établisse- 
ment ne dépasse pas 15 millions de francs belges; - de remettre, chaque mois ou chaque trimestre, selonA 
1e cas, une déclaration 91 la TVA (1a déclaration peut 
étre trimestrielle lorsque le chiffre d’affaires de 
l’établissement ne dépasse pas 15 millions de francs 
belges) et d’acquitter, dans les délais prévus, la TVA 
ou les acomptes de TVA pour les assujettis soumis 51 
la déclaration trimestrielle dont ils sont redevables; — de remettre, chaque anpée, un listing des opérations 
réalisées avec des clients assujettis, etc. ' 

En ce qui conceme la facturation, il y a lieu de 
remarquer que celle-ci doit comporter 1e numéro d’im- 
matriculation 2‘1 1a TVA de l’assujetti étranger et l’adi'esse 
de l’établissement stable établi en Belgique.

’ 

L’administration admet, toutefois, que les factures 
soient *établies é l’étranger et expédiées de l’étranger, 
pour autant, bien entendu, que les doubles de ces 
documents soient conservés en Belgique é l’appui de la 
comptabilité. . . 

2. Immatriculation de l’assUjetti étranger 

‘L’assujetti étrangef doit se faire immatriculer a la TVA 
et dépend du contréle du ressort duquel est situé 
l’établissement. 
Lorsque l’assujetti posséde plusieurs établissements, 
l’office compétent sera-celui de l’établissement principal 
oil d’ailleurs devra étre’ tenue centralisée 1a comptabilité 
des divers établissements.

’ 

3. Sort des opérations réalisées sans l'intervention de 
|’étab|issement stable 

En principe, les opératiori‘s que l’assujetti étranger réalise 
sans l’intervention de son établissement stable en Bel- 
gique ne doivent pas étre reprises dans la comptabilité 
'tenue en Belgique ni dans les déclarations 51 1a TVA. 
Toutefois, si, parmi ces opérations, se trouvaient des 
livraisons de biens ou des prestations de services qui sont 
réalisées en Belgique, qu’elles soient ou non soumises 2‘1 

la taxe, et 51 l’égard desquelles, pour un assujetti étranger 
sans établissement stable, 1a désignation d’un représen- 
taht responsable est requise, ces livraisons de biens ou 
ces 'prestations de services doivent étre reprises dans la 
comptabilité de l’établissement stable et sont soumises 
aux mémes régles que les opérations réalisées par 
l’établissement stable en ce qui concerne la débition de 
la TVA. -

' 
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|||.ASSUJETTIS ETRANGERS QUI N'ONT PAS 
D'ETABLISSEMENT STABLE EN BELGIOUE 

A. Principe
_ 

I 

Nous avons vu Que lorsque des personnes établies é 
l’étranger r’éalisent des opérations en Belgique, 'méme 
isolées ou exceptionnelles, ces personnes acquiérent la 
qualité d’assujettis belges si, en raison de leur activité 
exercée :31 l’étranger, elles répondent aux conditions de 
Particle 4 du CTVA. 
Lorsque ces entreprises ne réalisent pas ces opérations 
par le canal d’un établissement stable, elles doivent, 
avant de réaliser .des opérations en Belgique, faire 
désigner un représentant fiscal responsable. 
Nous verrons toutefois que ces personnes sont, dans de 
nombreux cas, dispensées de cette formalité. 

B. Régime normal: designation d'un représentant 
’ 

responsable *
' 

La réalisation des opérations en Belgique dOit se faire ' 

par le canal d’un représentant fiscal responsable. 

1. Nature des opérations réalisées en Belgique qui 
rendent nécessaire la désignation d’un représentant 
responsable ‘ 

En principe, se'ule la réalisation d’opérations qui répon- 
dent {1 la définition de livraison de biens au sens des 
articles 9 et suivant du CTVA (vente de marchandises, 
etc.) on de prestation de services an sens de l’article 18 
du CTVA (exécution de travaux, cession, concession de 
droits incorporels, location de meubles, transpOrt, etc.) 
nécessite 1a désignation d’un représentant fiscal respon- 
sable. 

Il importe peu d’ailleurs que ces livraisons de biens ou 
prestations de services soient _imposées '21 la TVA ou 
exonérées en vertu des articles 39 2‘1 43 du‘ CTVA 
(exportation, transit, etc.). ' 

' ' 

11 faut cependant remarquer qu’en cas d’importation, 
lorsque 1a personne établie é l’étranger déclare 1a 
marchandise en consommation en se portant destina- 
taire, i1 y a tout lieu de croire qu’elle revendra la 
marchandise en Belgique et réalisera donc une livraison 
de biens imposable. 
C’est la raison pour laquelle elle est tenue de désigner un 
représentant responsable avant l’importation. ‘ 

Par contre, aucun représentant fiscal ne devrait étre 
désigné si 1e destinataire et un co-contra'ctant ou Iorsque 
la marchandise n’est pas déclarée en consommation mais 
bien en transit, en entrepét ou en franchise temporaire. 

2. Agréation du représéntant responsable 

a. Conditions d remplir par le }epre:sentant responsable 
En vertu de l’article 2 de l’arrété royal‘no. 31,1e 
représentant fiscal responsable doit étre non ‘seulement 
domicilié ou établi en Belgique, mais en outre étre 
capable de contracter et présenter une solvabilité suffi- 
sante pour assumer les obligations prévues par le code 
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ou en exécution de celui-ci et avoir accepter 1a représen- 
tation. 
11 y al lieu de noter que l’agréation peut notamment étre 
accordée £1 une société avec laquelle l’assujetti établit un 
courant d’affaires et n’est pas limitée aux organismes de 
crédit, agences en douane, fiduciaires, etc. 

b. 
‘ 

Procédure d’agréation. 
L’agréation requiert: 
— qu’une demande d’agréation, sur un 'formulaire 

préétabli, soit introduite par l’assujetti établi 2‘1 

l’étranger ou par le représentant qu’il compte 
désigner agissant en son nom et pour son compte, au 
Bureau Central de la TVA pour assujettis étrangers: 
r-ue Van Orley, no. 15 $1 1000 Bruxelles (tél. 
02/218.44.40). (Le représentant responsable 
relévera de ce bureau de TVA); ' 

— que la demande soit accompagnée par uneldéclara- 
tion de commencement d’activité prescrite par 
l’article 50, paragraphe ‘1 du CTVA et par l’article 1 
de l’arrété royal.n_o.,. 10, et~pour les personnes 
morales par une copie de l’acte de constitution de la 
société ou de l’association avec, le cas échéant, cbpie 

- des actes modificatifs; 
—- que le représentant responsables accepte expressé- 

ment sur un formulaire préétabli 1a représentation 
qui lui est confiée. 

c. Etendue de l’engagement pris pa'r 1e réprésentant 
responsable - 

(i) Principe 
En vért’u de l’article '55 _du* CTVA, ‘le' représentant 
responsable est substituéxé l’assujetti étranger non 
se_ulement pour tous les droits abcordés é celui-Ci (droit» 
é’déduction‘ on :31 remboursement de la TVA), mais 
également pour toutes les obligations imposées é celui-ci 
(facturation, dépét de d'éclarations', paiement de la 
TVA). ‘ 

Il est solidajrement tenu, avec son 'commettant, au 
paiement ‘de la taxe des intéréts et des acomptes dont les 
opérations en Belgique entrainent la débition. ' 

Il résulte. de ce texte général que la responsabilité du 
représentant peut étre trés étendue. 
Aussi, est-i1 intéressant de' v_oir quand et comment cette 
responsabilité pourr'ait, 1e cas échéant, étre limitée? , 

Ce probléme fera l’objet des poin'ts (ii) et (iii) ci—aprés. 

(ii) Limitation de l’engagement d des opé'rations déter- 
minées

. 

La responsabilité du représentant peut, é sa demande, 
étre limitée a des opérations déterminées ou fixées 
jusqu’é concurrence d’un montant é déterminer- d’un 
commun accord avec l’Administration. 
C_ette demande de limitation de l’engagement peut étfe 
introduite soit lors de la demande d’agréation, soit plus 
tard, mais alors uniquement pour ll’ayenir ultérieur._ 
11 y a lieu de noter que l’assujetti étranger ne peut faire 
agréer qu’un seul représentant responsable en Belgique. 
11 en :résulte que l’assujetti étranger ne pourra réaliser en 
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Belgique d’autres opérations pour lesquelles son repré- 
sentant n’est pas engagé qu’é 1a condition qu’il soit 
dispensé pour ces opérations de désigner pareil représen- 
tant. 
Dans la négative, i1 y aurait lieu de demander 1a levée de 
la limitatiOn de la responsabilité du représentant ou de 
lui substituer une autre personne. ' 

En tout état de cause, en cas de limitation de respon- 
sabilité du représentant, celui-ci ne sera substitué é 
l’assujetti étranger que-pour les droits et Obligations qui 
concernent les opér'ations couvertes par son engagement. 
D’autre part, _le bureau central de TVA pour assujettis 
étrangers péut, dans des cas exc'eptionnels, limiter 1a 
responsabilité de l’engagement fihancier du représentant 
5 un certain montant qui ne peut étre inférieur 51 

100.000 FB et qui doit couvrir en moyenne 1e montant 
de taxe due on qui sera due ,pendant trois mois par 
l’assujetti étranger. -

- 

(iii)Limitation de l’engdgement dans le temps 
En principe, 1e représentant reste responsable jusqu’é 1a 
date de cessation d’activité en Belgique de rl’assujetti 
étranger ou jusqu’z‘i l’agréation d’un nouveau représen- 
tant responsable. 
Il'en résulte que le représentant ne peut, en principe, 
démissionner que s’il notifie par écrit, é-l’Administra- 
tion, soit 1a cessation de l’activité dé l’assujetti étranger, 
soit l’introduction par l’assujetti étranger de l’agréation 
d’un>nouveau représentant responsable. 
TOutefois, l’Administi'ation, bonsciente du fa'it qu’une 
personne ne_ pouvait étre 1iée.indéfiniment pour les 
opérations accomplies par une personne établie £1 l’etran- 
ger qui continue 5 avoir une activité en Belgique sans 
accepter de pourvoir au remplacement de son représen- 
tant qui le demande, accepte de prendre en considéra- 
tion la renonciation de celui-ci é sa mission s’il établit 
avoir fait tout le nécessaire pour assurer son remplace- 
ment. . 

L’assujetti étranger, méme aprés son remplacement ou la 
cessation d’activité de son‘ co‘mmettant étranger, reste 
tenu, pendant 1e délai de recouvrement prévu par 
l’article 81 du CTVA, de la TVA, des intéréts et des 
acomptes se rapportant aux opérations effectuées sous 
sa responsabilité. - 

L’Administration a toutefois admis que le représentant 
était délié de toute responsabilité des irrégularités: 
— lorsque, dans les six mois de la date de retrait de son 

agréation, 1e représentant a demandé qu’un contrfile 
approfondi des opérations traitées par lui soit 
effectué; .‘ -' lorsque ces irrégularités, qui seraient découvertes 
ultérieurément, ne résultent pas du fait du représen- 
tant ou d’une collution entre lui et son commettant 
étranger. -

v 

3. Obligations et droits du représentant responsable 
a. Principe 
Le représentant responsable remplit en lieu et place de 
l’assujetti 'étranger toutes les formalités imposées par le 
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CTVA pour les opérations que ce dernier effectue dans 
le pays. , 

- 

. , 

' 

g .- 

On consulterakpour 1a liste des principales obligations, B 
(1) ci-avant. 

b. Dispositions paftibulie‘rés applicables eh matiére de 
I 
facturation 

(i) Mode de factumtion 
(1)Rég1e géné‘rale': 
— Uassujetti étranger, pour les Iivraisons‘de biens' ou 

les "prestations de services qu’il a réalisées 
I 

en 
Belgiique, énvéie é‘sdh’i‘eprésentant responsable 1a 
facture é adreéser au cocontractar’it en ayant s‘oin de 
ne pas' indiquer, sur cette facture, 1e montant de la 
TVA due. - 

‘ 
' 

-

’ 

—‘ Le repr'ésentant responsable établit, en'double exem- 
plaire, 1e document 011 figurent outre lafilention 'de 
son identité, de son‘ adresse et‘ d’une référe'ncé en sa 
qualité de représentant, 1a date de délivrance du 
document, lé nom et l’adresse du commettant, le 
numéro- d’immatriculation *5 la TVA qui a été 
attribué é ce dernier, 1e numérO'd’inscription du 
docum‘entvau facturier de sortie qu’il tient au nom.et 
pour le compte du représenté, 1e montantdde 1a TVA 
due et les‘ autres mentions exigées par l’article 2 de 

_ l’arrété royal no. 1. I - 

-— Le représentant responsable adresse l’original du 
. document visé ‘51 l’alinéa précédent au cocontractant 
de l’assujetti étranger, aprés y. avoir annexé‘ la 
facture, regue‘ de l’étranger. Le double de ce docu- 

' ment est conservé par lui. " 
. 

— 

_

‘ 

' 

(Article 4, paragraphe 2 de l’arrété royal no.“31). . 

(2)‘Ei¢1ception,;' 
_ 

h v ‘ 

L’Administration admet que lei procédure Visée au point 
1 ci-avant ne soit pas suivie et soit remplacée par la 
maniére de procédér décrite ci-aprés: 
-- L’assujetti étranger adresse {1 son représentant 1a 

facture destinée é’son .cocontractant sans indiquer 
1e montant de la- TVA due ainsi que deux copies de 

, 

- la facture originale ainsi établie. - 
.

. — Le représentant mentionne sur. les deux copies de 
facture son identité, son adresse et sa qUalité de 
représentant responsable, 1a date de délivi‘ance, 1e 
numéro d’immatriculation :21 1a TVA_ de l’assujetti 

.3 étranger, le numérd d’inscription de la facture au 
facturier de sortie'qu’il tient au nom' ét" pour le 
compte de l’aSSujetti étranger, le montant de la TVA 
due ainsi que ‘les’ mentions prescrites par l’article 2 
de l’arrété royal no'.-1 qui ne figUraient pas 'sur la 
facture originale. 

‘ ‘ 
'

. 

—' Le représentant responsable adresse l’une des copi‘es 
de facture ainsi complétée au cocontractant de 
l’assujetti' étranger aprés ‘y avoir annexé la facture 
originale; i1 conserve l’autre copie. ' ‘ 

(3)Compta'billisati'on de la facr‘tlure bar 
1e cocontractant de l’assujetti 
étranger: 

Le cocontractant, s’il peut enregister en comptabilité 1a
I 

facture originale, ne peut toutefois exercer son droit 2‘1 
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déduction que sur base du docUment visé .au point 1 
ci-avant ou d’uhe copie de la facture visée au point- 2 
ci-avant. ‘ 

‘ 

I - 

(ii) Délai de facturation et de paiemen‘t‘ 
En vertu de l’article 1 de l’arrété' réyal no. 1, 1a facture 
doit étre délivrée au cocontractant au plus I tard 1e 

. 

cinquiéme Ajour du mois qui suit celgi au cours duquel 1e 
bien est livré, 1e service est aqhevé 01'1 lé taxe est dué. 
L’Administration a“ admis que. le représentant respon- 
sable .peut, lorsqu’il n’ést pas enzgmesure de délivrer 1e 
doCument dans le délai prescrit, 1e délivrer encore 
valablement jusqu-’é 1a fin du mois aulieu du cinquiéme - 

jOur ouvrable de ce mois. ~. ‘ 

» -

' 

11 -Va de 591 que, dans ce cas, la TVA‘ due ‘peut ’étre 
encore valabl'ementvrepri'se 'dans la déclar'ation suivant 
Celle de la‘période au cours'de laquellé ellé aurait dfi étre' 
reprisé. - 

' 

, 

‘ 
‘ 

.7 
—. 

’ 
' 

'
’ 

En compensation, 1e cocontractant assujetti se Lvoit 
reporter' d’une. mois "dans l’eXercice de son diroit :31 

déduction’. ‘ 

- 

" 
* 3 " ‘ 

'
‘ 

c. Dispositions particuliéres en matiére de déduction 
Pour .pouvoir opéfijer 1a déduction, les assujettis doivent 
normalemeht détenir l’original de la facture qui leur a 
été adressé par le cocontractant ou le document 
d’importation qui a été levé 51 la frontiére. ,,

‘ 

Pour tenir compte_du fait que trés-souvent l’original de 
la facture doit étre.comptabilisé au lieu d’établissement 
de l-’assujetti étranger, l’Administration «admet que. la 
déduction soit op’érée au vu de~photocopie 'de facture 
pour autaht que les conditions suivantes spient remplies: — L’assujetti étrahget doit'justifier é l’Administration 

l’obligation légale que lui impose 1e pays 01) il est 
établi, de détenir les. factures originales au siége de ' 

l_’entreprise. ' ‘ > v ' 

— Les photocopies“ doivent porter 1a thehfioh, appdsée 
par la société étrangére et certifiée par elle, qu’elles 
sont conformes :31 l’original; cette mention doifi: étre‘ 
paraphée par le répréSentant responsable qu_i, en 
prend 1a responsabilité. ' 

’v
' 

- L’assujetti étranger doit s’engegeir.’ par écrit é mettre 
temporairement les factures origin'ales :31 la disposi- 
tion du représentant responsable, 51 1a demande de 
l’Administration pOur les besoins du contréle (Code, 
art. 61). '

‘ 

4. ‘Création d’un établissement stable 

Lorsqu’un assujetti ‘étrange'r ‘avéIit désigné un représen- 
‘tant' reSponsable‘”én Belgiqu'e et cféé ensuite un établis— 
sement stable, il conservé soh numéro d’immatr'iculation 
majs change d’office de contréle pour dépe’ndre de célui 
dans le ressort duquel est situé l’établissement stable. _ 

Dans 'ce cas, une déélaration de changemeht d’activitév 
doit étre établie. ‘ 

.7 
. ‘ 

V 

.. 4 
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C. Régime général d’exCeption: dispense de I’agréation 
d'un'représentant-responsable ' 

1~. rCas dans lequel l’assujetti étranger est di‘spensé de 
dési'gner un représentant responsable 

L’assujetti étranger est dispensé de faire agréer un 
représentant responsablez‘ ' 

— pour les prestations~‘de serviées de caractére intel- 
lectuel qu’il‘ effectue dans le pays (travaux d’étude 
et de contréle, étude_s_ de marché; enti‘eprises de 
publicité, cession ouz concession de droits intel- 
lectuels, tels que'brevets, marques‘de fabrique et de 
commerce, droits d’auteur); , — pour Les prestations de_serv_ices‘de caractére matériel 
qu’il effectue occasionnellement en Belgique; 

—" pour les opéfations, deparactére occasionnel, coml 
portant 1a ’revente, dans le pays, de biens q'u’il y a 
achetés ou importés; ' ’ 

.— pour les livraisons de bigns et les. prestations de 
' 

services effectuées dans Ale pays mais exemptées de la 
taxe en vertu des articles 39 2‘1 ‘42 du Code'(par 
exemple,-;les transports intemationaux de marchan— 
dises). . 

‘ .. , 
‘

‘ 

Le point de savoi'r si l’assujetti étranger effectue 
habituel-lemént ou o'ccasionnellement'des opérations en 
Belgique ‘est év_idement délicat. 

‘ ' 

L_’Adminisytration a précisé é ce sujet qu’il y avait lieulde 
considél'jer que les opérations réaliséés en Belgique 
avaientmun carac‘pére répét‘é lorsqu’elles auraient entrafné 
l’assujettissement de la. personne' 

' qui les réaliée', 
' 
si 

c‘elui-ci étaitétabli en Belgique_. , 

V 

‘ 
. 

> 
‘ 7 V 

11 faut toutefois remarquer que bien ’qu’une opération 
puisse juridique‘ment étre considérée cpmmé isolée, elle 
nécessitaitla désighation ‘dfunfreprésentant responsable 
lorsqu’elle 'impliquéit lei réalisatién de grands travaux de 
génie civil (constructiéq dé routes, pohfis, usines, etc.). 
Il"faut .enfih ‘-noter qu'e l’assujetti peut‘avoir intérét é 
désigner un représentant .responsable_.et renoncer 5 la 
dispense. Tel sera'notamment 1e cas -de l’assujetti qui 
veut déduire immédiatement 1a taxe dans sa déclaration, 
*qui désire bénéficier-du régime dexeport‘ de paiement de 
la TVA é l’importatio'n. (Article 4, paragraphe 3 de 
l’arrété royal no._7) ou qui désire réaliser des importa- 
tioris temporaires de métériel destinées é. l’exécution dé 
travaux 'dev tout_e nature (voir 21 Ce sujet circulaire no. .9 

imentet des domaines): H 
de 1978 de l’AdminiStrafcion dvélla TVA, de l’enregivstreg 

2. Mode de perception de la taxe: 
a. L’assujetti étranger accomplit deé opératiqns autres 

que des pres_tations 4e transportslintgrnationaux de 
;personnes 

' 

-

‘

r TVA' belge en amont ' 

En vertli de l’aljtidle 5 de l’arrété royal no. 31, la TVA 
due sur les opérations réaliséesen Belgique est acquittée 
par l’apposition et l’annulation de timlbres‘fiscaux. 
A cette ‘fin,’ l’assujetti étrangenétablit une facture, en 
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(i)‘ Ll’assujetti a exercé le drdjt diriemboursement de- 

double exemplaire, portant les mentions prescrites par 
l’article 2 de l’arrété royal no. 1. Il appose et annule 1a 
partie supérieure des timbres sur la facture qu’il délivre a 
son cocontractant et la partie inférieure de ces timbres 
sur le double de la facture qu’il conserve. » 

L’annulation de chaque partie des timbres est faite en 
caractéres trés- apparents, soit par une mention manu- 
scrite,. au moyend’une encre indélébile,- comprenant la‘ 
date de 1’annulation et la signatureide l’assujetti étran- 
ger, soit par l’emploi d’une griffe reproduisant :21 l’encre 
grasse, outre 1a date, le nom patronymique, 1a déno'mi- 
nation ou la raison sociale de l’assujetti étrangerr La date 
doit seule_ étre reproduite‘éntiérement sur la lpartie du 
timbre annulée; la signature doit étre compléte, mais elle 
peut déborder (v. arrété royal no; 31, art. 5, al. 3), 
L’apposition et l’annulation des timbres fiscauxpeuvent 
étre opérées, non seulement par l’assujetti établi 2‘1 

1’étranger,‘~mais également par uii correspondant 011 um 
mandataire agissant pour son compte en Belgique, et 
notamment par son cocontractant établi dans le pays. 
(ii) L’assujetti. étranger n’a pas d exefcgarfle draft, 6 

rem boursement de TVA belge e‘n amontv 
Dans cette 'hypothése qui se rencontrera surtout lorsque' 
l’assujetti étranger effectue de‘ simples prestations de 
services de nature intellectuelle (cession ou concession 
de brevets, travaux d’études, etc,.),‘1_a TYA belge ne droit 
pas étre acquittée par l’assujetti étrangex. .

_ 

En effet, le cocontractant de l’assujetti étrangerpayera 
1a TVA en lieu et place dé son foumisseuf étranger. S’il 
est assujetti, il le fera par inscription au cadre V. a) on 2‘1 

1a case '31 on 32 selon 'qu’il dépose upe déclaration 
mensuelle ou trimestrielle. ’ 

Lorsque le cocontractafit'h’est pas~ass’ujetti‘, il5 acquitte 
la taxe en apposant ou annulant des timbres fiscaux 
entiers sur la facture regue de l’étranger on a défaut de 
facture, sur un document qu’il crée é cette fin. . 

Cette obligation doitf étre remplie dans les 10 jours 
consécutifs ail 5me jour‘ ouvrable .du‘mois qui-"suit'celui 
au cours duquel le bien a été livré, 1e service‘éTété achévé 
ou la TVA est devenue exigible. ' -

. 

La facture’ ou le document‘en tenant lieu' doit contenir 
les mentions prescrites 5 Particle 2,_2me-21>6me alinéas 
de l’arrété royal no. 1', ainsi que la daté de sa délivrance 
ou de son établissement et éventuellement sle~num'éro 
d’ordre sur lequel il est. inscrit au facturier d’entrée. - r

‘ 

L’annulation se fait comme cela a été .décrit ci-avant 
(voir point (i)), S‘bus 1a seule réserve que les deux parties 
du timbre doivent restées adhérentes et que la mention 
ou la griffe ’doit étre apposée dans le’ sens de la plus large 
dimension du timbre (article 6, 2° de'l’arrété royal no. 
31)_ 

- 

. .V . . 

b. L’assujetti étranger accomplit des préstations de 
transports internationaux de persOnnes 

Le transport rémunéljé de personnes a'ut're' qu’u'n trans- 
port maritimetou un. transport aérien’ international est 
soumis 5. 1a TVA dans' ,la me'sure oii 1e transport est 
effectué dans le pays. 

' ' 

Les transporteurs de personnes, 51 défaui _d’étab1isSément 
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en Belgique, doivent normalement avoir un r'epréSentant 
responsable dans le pays. (L’existence de ce représentant 
est justifiée par la production 51 la douane d’une lettre 
d’agréation ou d’un certificat en tenant lieu, délivré par 
le Bureau Central de TVA pour assujettis étrangers.) 
L’Administration admet cependant que les transporteurs 
étranger v qui n’ont pas de représentant responsable, 
puissent étre admis 'dans le pays pour des transports 
internationaux de personnes, en acquittant 51 la douane 
les sommes forfaitaires suivantes, moyennant dépét 
d’une quittance no. 258: — 

V 

Transport de personnes par service non régulier: 
o véhicule carrossé pour transporter au maximum 6 

personnes, outre le chauffeur: 30 F; 
o véhicule carrossé pour transporter plus de 6 

personnes et au maximum 10 personnes, outre le' 
chauffeur: 75 F; ‘

' 

o autocar carrosSé pour transporter plus de 10 
personnes et au maximum320 personnes, outre 1e 
chauffeur: 150 F; ‘ 

o autocar carrossé pour transporter plus de 20 
- personnes, outre 1e chauffeur: 300 F; ' 

o bateau: 300 F. ' ‘ 

— Transport de personnes par service régulier (autobus 
ou bateau): 600 F. 

Pour autant que la quittance no. '258' comporte 1e 
numéro de la plaque d’immatriculation du moteur et du 
chassis et soit présentée é'la douane, 1e véhicle peut 
pénétrer plusieurs fois par jour en Belgique. 

3. Mode d’exercice d’un droit 2‘1 remboursement de la 

TVA en amont ' ' 

a. Conditions mises a_u remboursement 
L’assujetti étranger p'eut obtenir 1e remboursement des 
taxe‘s grevant ses entrées pour autant qu’il fournisse au 
Bureau Central de TVA pour assujettis étrangers le 
double, dfiment revétu des timbres, des' factures déli- 
vrées a son cocoritractant conformément é l’article 5 de 
l’arrété royal no. 31. 
Le remboursement ne peut .porter que sur les taxes 
grevant l'es biens et les services qu’il justifie avoir utilisés 
pour l’exécution des .opérations_ ainsi 'facturées. Une 
comparaison des factures d’entrée ou_des documents 
d’importation — qui doivent étre produits é l’appui de la 
demande — et des factures de sortie est ainsi nécessaire, 
ce qui implique ,une rédaction précise de ces factures, 
notamment eh ce qui conceme la désignation des biens 
et des services et des quantités achétées et vendues. I‘ 

Le remboursement des taxes en amont peut également 
étre‘accordé a l’assujetti établi 5. l’étganger: — lorsqu’il prouve que les biens et les services grevés 

' des taxes belges ont été utilisés pour l’exécution 
d’opérations exemptées de la 'taxe en vertu des 
articles 39 £1 43 du‘ Code (exportations, transports 
internationaux de marchandises, ventes £1 des am- 
bassades, foumitures de biens ou de services :31 des 
assfijettis titulaires d’une autorisation délivrée en 
application de l’article 43 du'Code, etc.); ‘ ' 

— lorsqu’il prouve que les biens ou'le's services grevés 
des taxes belges ont été utilisés pour l’exécution 
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d’opérations effectuées par lui é l’étranger et qui 
auraient été imposées si elles avaient été effectuées 
en Belgique; — lorsqu’un transporteur étranger de personnes établit 
qu’il a acquitté 1a taxe, 5 la douane, selon les régles 
prévues ci-avant. 

b. Procédure de rem boursementl 
Les demandes en remboursement doivent étre accom- 
pagnées d’un relevé récapitulatif des factures d’entrée et 
des documents d’imp'ortation ainsi que des factures de 
sortie constatant les TVA dues. 
'Dans l’hypothése oil les factures de sortie sont 
exonérées deATVA en raison d’une exportation, l’assu- 
jetti doit également transmettre les docUments qui 
justifient 1a cause dé l’exemption tels par exemple les 
documents d’exportation. 
Les remboursements sont normalement effectués dans 
les trois mois de l’introduction de la demande. Lorsque 
la demande de remboursement est justifiée par des 
opérations exonérées de la taxe parce que afférentes é 
l’exportation, non soumises 5 la taxe parce que réalisées 
é l’étranger ou soumises 51a taxe mais sujettes au régime 
particulier du paiement ‘ examiné ci-avant pour un 
transport de personnes, celle-ci n’est prise ,en considéra- 
tion que si elle porte sur un montant de TVA qui atteint 
65.000 F. ou_25.000 F. selon que-1e chiffre d’affai'res 
annuel réaliséjen Belgique dépasse ou est inférieur {1 15 
millions. En tout état de cause, la demande peut étre 
retenue en fin d’année 

‘ 
civile, p'our autant que le 

montant de TVA é rembourser atteint 300 F. ' ' 

Le pajement est effecttié par virement au compte 
courant postal ouvert en Belgique bu '{i l’étranger au 
nom du créancier ou de son 'mandata‘ire, ’ou par transfert 
£1 une banque établie ‘en Belgique, 5 un organisme vis'é £1 
l’article l'er, alinéa 2, 1°, de l’arrété royal No. 185 du 9 
juillet 1935, sur le contréle des banques et le régime des 
émissions de titres et valeurs, 2‘1 une entreprise visée 5 
Particle ler, alinéa 2, 3°; du méme arrété, ‘é une 
association de crédit agréée.pa: la Caisse Nationale de 
Crédit Professionnel ou in une caisse de crédit agréée par 
l’Institut National de Crédit Agricole. . 

Lorsque ‘le paiement ‘doit "étre_ fait en mains »d’un 
‘mandatajre, une procuration doit étre jointe {1 1a 
demande de remboursement. Les signatures doivent étre - 

légalisées par l’agent diplomatique _ou consulaire belge et 
par. le Ministére des Affaires étrangéres de Belgique, si 
l’acte est dressé é l’étranger, sauf en ce qui conceme les 
actes publics qui ont été établis sur .le territoire d’un 
Etat contractant de la Convention supprim'ant l’exigence 
de la légalisation des actes publics étrangers, faite :31 La 
Haye 1e 5 octobre 1961. Dans cé c'as, 1a seule formalité 
qui puisse étre exigée pour éttester 1a véracité de la 
signature, la qualité en laquelle 1e signataire de l’acte a 
agi et, le cas échéant, l’ideptité du sceau ou timbre dont 
cet acte est revétu, est l’appdsition de l’apostille définie 
51 l’article 4 de ladite Convention, délivrée par l’autorité 
compétente de l’Etat d’éfi émane 1e document. Pour les 
actes sous seing'privé établis en Belgique, les signatures 
doivent étre certifiées authentiques par un' notaire belge. 
Les procurations établies dans une langue autre que le 
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frangais, 1e néerlandais ou l’allemand' doivent étre 
accompagnées d’une traduction. 
Si 1e bénéficiaire du remboursement n’est pas titulaire 
d’un compte courant postal en Belgique on :31 l’étranger, 
ni d’un compte auprés d’un des organismes‘ financiers 
précités, 1e paiement a lieu par assignation postale. Les 
frais d’encaissement de cette assignation sont 51 la charge 
du bénéficiaire du remboursement. 
Le bureau central renvoie‘ 2‘1 l’assujetti étranger les 
documents qui ont justifié sa demande. Ceux—ci doivent 
étre conservés pa: l’assujetti étranger pendant cinq ans. 

D. Régimes particuliers d’exceptioh 

Des régimes particuliers sont prévus par la circulaire No. 
2 du 11/1/79 pour les ventes par filiéres avéc l’interven- 
tion occasionnelle d’assujettis établis é l’étranger 6]; par 
la circulaire No. 4 dli 14 février 1979 sur les importa- 
tions de biens avec montage. ' 

FRANCE: Documentation 

Conséquences de la territorialitédes prestations de ser- 
vices: moyens mis (i la disposition du prestataire étranger 
non établi en France, débiteur d’une T. V.A. frangaise, 
pour lui permettrerde s’acquitter de ses obligations * 

Les régles législatives et administratives se trouvent dans 
les documents suivants: ' ‘ - 

Code Général des Impfits, Article 289A; . 

Document de base 3A 222 et Instr. Adm. du 15 février 
1979. r 

, 

.
» 

Conséquences de la territorialité des prestations de s'er- 
vices: 'récupération par le bénéficiaire étranger d ’une 
T. V.A; afférente a‘ une prestation de service taxable (i la 
T. V.A. frangaise ' 

I 

Document de base 3A 223 et Instr. Adm. 3A-16-7 9. 

MINISTERE D U B UDGET 
Service de la Législation Fishale 
Sous-Direction D Paris, le 15 janvier 1 980 
Bureau D2 ' 

Direction Générale des Impéts 
Service de l ’AdministrationGénérale ' 

Sous-Direction III C 
Bureau III C 2 

Monsieur le Chef de Service, 

Vous avez appelé l’attention sur le régime ap- 
plicable, en matiére de taxe sur la valeur ajoutée, 
aux prestations de caractére immatériel désignées 
(1‘ Particle 259 B du Code général des Impéts, ren- 
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dues par des prestataires étrangers d des preneurs 
assujettis en France.. ' 

Faisant observer que les prestataires étrangers 
ignorent généralement la réglementation en vigueur 
dans ce domaine et ne facturent pas la taxe sur la 
valeur ajoutée, vous demandezvque soient préci-. 
sées, dans ce cas, les modalités de déclaration, de 
paiement et de déduction de la taxe par les béné- 
ficiaires des prestations. 

Conformément aux'dispositions de l’article 259 
I 

B'du Code général des Impo‘ts, les prestations figu- 
rant d cet article soht imposables en France lors- 
qu’elles sont effectuées par un prestataire établi 
hors de France et lorsque le bénéficiaire est établi 
et assujetti 0‘ la taxe sui‘ la valeur ajoutée en France. 

Par ailleurs, aux termes de l’article 283-2 du 
Code, la 'taxe exigible sur ces prestatibns doit étre 
acquittée par le bénéficiaire. Toutefois, le presta- 
taire est solidairement tenu avec ce dernier au paie- 
ment de la taxe. 

En outre, pour les mémes prestations, les ar- 
ticles 289-1 et 289-A-II du Code font obligation au 
prestataire d’une part, d’établir la facture et d’autre ~ 

part, de désigner, d défaut du paiement de la taxe 
par le preneur, un représentant établi en France qui 
remplit les formalités incombant au'redeuable et 

‘ acquitte la taxe.
‘ 

' Lorsque la taxe est acquittée par le bénéfic_i- 
aire, il est admis que le prestataire étranger ne 
fasse pas mention de cette taxe sur la facture ou le 
document en tenant. lieu (note de frais, note d ’ 

avoir. . . ) qu ’il adresse 6 son client frangais; 

Celui-ci annote alors cette facture‘ou ce docu- 
ment de la mention “Prestation désignée a‘ l’article 
259 B du Code vgénéral des Impéts - Taxe sur la 
valeur ajoutée due par le bénéficiaire” et du mon- 
tant de la taxe dont il est redevable. - 

La taxé correspondante est ensuite déduite du 
cadre III de la méme déclaration pour son mon- 
tant réel (ligne 11 ) ou forfaitairement (ligne 12). 

L’imprimé CA12 (ou CA12 E) ne permettant 
pas d’individualiser les prestations énumérées~ par 
l’article 259 B, le bénéficiaire doit indiquer dans le 
cadre réservé ti la correspondance, qui figure au bas 
de la premiére page, ou sur une note annexée, la 
base d ’imposition correspondant a‘ ces opérations 
ainsi que la daterd’eIxigibilité de la taxe sur la valeur 
ajoutée. -

' 
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BELGIOUE:-..: *~_ 

MQCAPP'ELL'EMAN- 
‘ " 

Description vdu régime auquel sont soqmis les assujettis 
étrangers' en ce qui concerne d’une part leur obligation 
d’acquitter une T. V.A.étrange‘re, d"a_utre partle droit de 
récupérer la| T. V.A.‘ qui‘leur est portée en compte Con- 
formément aux prescriptions, de la 8éme directive ré- 
cemmentpubliéeuu Journal Officiel 

Lorsqu’il s’agit d’assujettis étrangers (éta‘blis £1 lfétranger) 
qui.;font en Belgique certaines opérations, on peut faire 
une‘triple distinction. . 

‘ 

1 . 

1), Les assujettis 'étrangers qui'ont ‘en Belgique un éta— 
blissement stable on un siége d’éxploitationf‘ ~ I ‘ 

Ils sont tenus en'Belgique pour les opérations qu’ils 
y font aux mémes Obligations que les assujettis- 

’ belges, san's auéune distinction. ’ 

Les assujettgis .étrangers qui éffeéiuent en Belgique 
des opérations’soumis'es a la T.V.A., sans y.avoir un 
siége d’exploitation ou un établjsse'ment gtable.

‘ 

Ces assujettis sont en principe tenus d’avoir en Bel- 
gique un représentant responsable qui, en fait, rem- 
plit au nom et pour le compte de l’assujetti étranger 
les obligations des. assujettis belges en gériéral et qui 
exerce également _l_e_s mémes droits. C’esj; donc'p'ar ce 
.'représ§ntant responsable q.ue‘1a"I_‘._V.AT due, 9513 payé 
et qug’la T.V.A. é déduirqefirééupérééfi 

' ' A 

3)‘ Mais daris, certains Vcas, l’assujétti étranger est dis; 
‘pensé d?avoir un représentant responsable..' 
Tel est le cas' lorsque‘ Passujetti étranger effectue en 
Belgique des ‘opérations quixtombent dans le champ 
d’application- de la T.V.A., .mais qui ne sont pas sou- 
mises effectivement :31 1a T.V.A., parcequ’il y a éxo— 
nération' pour raisons d’exportation 'ou parce qu’il 

. s’agit d’opérations tom; 21 fait isolées,.ou encore et ‘ 

surtout‘ parce qu’il~ effectue en Belgique des presta- 
tions de services qui Sont taxables dans le pays du 
preneur (art. 9, §2 de la 6éme directive ou l’art. 21, 
§3, 70 du Code belge). V” . . 

Dans- cette situation oil l’ass'ujett‘i étranger n’a pas de 
.Siége 'd’exp'loitation ou d’établissément‘ stable‘en Bel- 
gique, , la T.V.A., ldrsqu’elle “est due, doit étre payée di- 
rectement par le preneur. L’assujetti nerla devra éven- 
tuellement que par application des régles de solidarité. 
VSi l’assujetti 'étranger a exposé e'n’ BelgiQue-des dlépen- 
ses grevées de T.V.A., en relation avec ces prestations de 
service qui sont imposées directement :1 charge du pre— 
neur, il poun‘a récupérer cette T.V.A. qui lui a été por— 
tée en compte sur ses dépenses sous forme de restitu- 
tion. 
11 en est de méme [Orsque l’asSujetti étranger effectue en 
Belgique des opérgtions qui sont exonérées pour des rai- - 

sons d’exportation. . . 
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Tout cela sous la réserve qu’un assujetti belge ‘aurait pu 
récupérer la T.V.A. dans les mémes conditions. 
11 y a certaines limitations du droit é déduction en Bel- 
gique, notamment pour les rvéhicules, pour lé transport 
de personnes oilsla déduction ne peut jamajs dépasser 
50-pour cent de la T.V.A. qui a été payée. En ce qui 
concerne les ‘biens d’investissement, nous avons une dis- 
position “‘temporaire” qui 'existe depuis 1970' et qui 
maintient une limitation de. 5 pour cent,‘sauf lorsqu’il 
s’agit d’investissements complémentaires ou créateurs 
dfemploi.‘ 

V

1 

Tel que ce régime fonctionne en Belgique depuis- 1971, 
,les assujettis étrangers ont toujours pu récupérer les 
T.V.A. qui ont été' payées, dans les circonstances dé- 
crites ci-dessus. Ce régime de restitution va méme au_- 

'delé1 de‘ ce qui est'prévu dans la 8éme directive, étarit 
donné que cellelci oblige 'les Etats membres' é reimboilr— 
ger aux assujettis‘étrangers la T.V;A. qu’ils ont suppOr— 
tée sur Ieurs dépenses, uniquement dans les cas 01) les 
assujettis étrangers n’effectuent pas dans un autre Etat

7 

membre des opérations soumises é des taxes, par ex- 
emple quand‘un industriel frangais-participe é une foire 
‘commerciale en Belgique 01) il ne vend pas et ne fait 
q'u’e'xposer sa marchandisq; mais une T.V.A. lui est por- 
tée en compte~ pour des fiajs d’él‘ectricité, de publiéité, 
etc. . . 

~ ~ - ‘ 

La 8éme directive dit enéore que la T.V.A.. doit étre 
. remboursée aux assujettis étrangers qui effectuent dans 
un autre _Etat membre des fopérations exonérées de 
transport (trafic international de marchandises surtout). 
Autre cas:-.lorsqu’un assujetti étranger effectue dans un 
autre pays membre des prestations de services, pour les- 
quelles la T.V.A. doit étre payée exclusivement par le 
preneur du services. . \ ~ 

D’aprés 1e contenu de la 8éme directive les assujettis 
étrangers qui font en Belgiqpe des dépenses grevées de 
T.-V.'A. peuvent depuis 10 ans déjé '-récupérer cette 
T.V.A. £1 condition de..prouver qu’il s’agit de dépen- 

. _ses qui‘Qnt été faites dans le cadre d’une activité per- 
mettant la déduction. Mais é partir du 1er janvier de 
‘l’année prpchaine en tout cas,Ales autres Etats membres 
devraient accorder aux assujettis belge la restitution de 
la.T.V.A'. que ces derniers auront payée dans les autres 
Etats membres pour effectuer les opérations qui Vien- 
nent d’étre décrites. 
La législation belge. nécessite-t—elle beaucoup d’adapta- 
tiqn _au regard de la 8'éme’directive? En fait, non. Tout 
au plus certaines formalités seront-elles é adapter, ou 
certains délais ou le plafond de restitution, car actuelle- 
ment on ne restitue que sur la base d’uné'demande tri- 
mestrielle et pour autant hue le montant de’ T.V.A. é 
restituer atteigne au moins 25.000 Fr.Frs.'; or, i1 faudra 
l’accorder dés qu’on atteint 200 unités dé compte‘ Euro- 
péens ( + on — 8000 FB).‘ ‘

' 
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FRANCE: 
MONSIEUR LEBRUN

‘ 

L’oraiteur partagé la conclusion de Monsieur CAPPELLE- 
2~MAN sur les bienfaits de la 8éme directive, car la mise 
'en oeuvre de cette directive apport'era en .France une 
situation qui a été demandée par beaucoup d?assujettis 
étrangers. Il croit donc qu’elle apportera’également dans 
les relations économiques internationales quelques avan- 
tages. ‘ 

.

' 

Si _l’on s’en tient :31 1a situation antérieure (avant.la mise 
en oeuvre de la 8éme.directive) on peut dire qu’en ce 
qui concerne les modalités dans lesquelles un prestataire 
redevzible de la taxe enFrancé s’acquitte de ses obliga- . 

tions, qu’elles sont essentiellement 'les suivantes: lorsqu’ 
i} s’agit du préstataire, on appliquel’article 259a,-pour 
les entreprises établies en France, et l’article 259C; pour 
les_ entreprises établies hors de., la Communauté. Les. 
modalités sont,claires: la nécessité pour ces ehtréprises 
.de faire accréditer aupréside l’Administration frangaise I 

un représentant qui s’engage 2‘1 rem-plir les fOrmalités in: 
combant au redevab}e et £1 acquitter la taxe en ses lieu et 
placefl 
Ce représentant fiscal doit étre une;entreprise établie en 
France et connue é ce titre de I’Administration fiscale._Il 
doit aécomplir exactement toutes les obligations qui in- 
comberaient é une entreprise établie en France et con- 
duisant en Franée ses activités, c’est-é—dire notamment 
1a tenu de la comptabilité de l.’o.pération. ‘

’ 

Un point particulier: c’est la facturation. Norrhalement,
- 

la facturation des opérations est établie par le représen— 
tant fiscal qui-doit mentionner qu’i] ,agit en q‘ualitéde 
représentant de l’entreprise représentée, indiquer son 
nom et son adresse, mais on a égaleméntAadmis que 
l’entreprise représentée puise faire la facturation avec 
l’obligation inverse, c’est-é-dire qu’elle indique qu’elle 
est représentée en France par telle et telle personne. 
Le représentant fiscal bénéficie de l’ensemble des dispo- 
sitions applicables :21 tous les redevables établis en France. 
11 en bénéficie et en suppofte aussi les conséqgénces, 
c’est-é-dire qu’il peut avoir é réparer les_omis§ions qu les 
insuffisances qu’il ’aurait commises pour lé compte de 
lfentreprise étrangére. 

' ‘ 

En ce qui concerne lés'preétations de éervices imposabl'es 
du ’chef du preheur, imposables au titre de l’article 
259b, on note qu’en'la circonstance il y a accomplisse- 
ment de ces fOrmalités'par 1e. bénéficiaire du service et 
que l’on a établi une solidarité entre le‘ bénéficiaire et le' 
prestataire.. Il est admis que lorsque 1e prestataire est 
étranger, 11 me fasse pas mention de la taxe sur les fac- 
tures~ ou les documents en tenant lieu qu’il adresse £1 son 
client frangais; é ~condition de noter sur cette facture 
qu’il s’agit d’une prestation visée :31 Part. 259b, du Code 
général des impbts; taxe sur la valeur ajoutée, due par le 
bénéficiaire. Cette solution est.de nature :3 imposer un 
minimum d’obligations aux entreprises étrangérespuis- 
que dans cette hypothése, .l’entreprise étrangére est sim- 
plement solidaire du prestataire établi en France. 
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Sur les modalités de récupération de ‘la taxe par une en- 
treprise étrangére non établie en France, taxe qui lui a 
été facturée par un prestataire frangais, I’orateur déclare 
que I’Administratioh frangaise appli'quera dans son en- 
tiérpté, 1a Séme directive é compter du 1er janvier 1981. 

LUXEMBOURG:,_4 
MAITRE PRUSSEN‘:

H 

Si= un assujetti étranger a- un‘ siége d’exploitation ou un 
établisse'ment stable au Grand=Duché, c’est 1e méme sys- 
téme qu’en Belgique avec quelques petites Adifférences, 
pour antant qu’o‘n 'veuille appliquer l’art;=21 de la direc- 
tive qui prévoit 1e paiement de la taxe'pérle 'débiteur en 
cas de services Visés par Part, 9/2. , 

7-
' 

En' effet, au Grand-Duché, on a 'simplement prévu une 
habilitation dans-‘la loi et aUCun réglemeht n’est inter— 
ve'nu‘é l’heure actuelle, vde'fagon~que le'prestataire de 
services reste 1e débiteu'r. L’application de cet article 21‘ 
de la directive ne se fera pas sans difficultés. 
L’ori;au'1"a- ‘des preneurs qui'sont assujéttis, mais-qui 
feront eux des opérations exonérées et qui devront dé- 
p'oser des‘ déclarations poui‘ des services qui 'leur ont été 
facturés. 
Tous les médecins, tous les hépitaux, tous ceux qui ne 

' déposent pas de déclaration devront le faire dans le 
futur, sous l’empire de l’a'rt.’ 21. 
C’est peut—étre 1:31 1a rais'on pour laquelle l’Admjnistra- 
tion n’a pas encore réglementé et peut-étre cohsidére-t-‘ 
on que le systéme oil 1e prestataire fait lui-méme la dé- 
claration est plus simple. . 

'
' 

Declaration et garanties 
En‘ pratique, 1e prestataire de services étranger qui fait 
une opération 51 Luxembourg, est obligé de la déclarer. 
II n’est pas nécessairement obligé d’avoir un représen- 
tant fiscal, tel quec’est 1e cas en Belgique. “ 

Mais s’i] est obligé de déclar'er, il' peut étre obligé par 
l’Administration d’avoir uh 'représentant fiscal. On peut 
également demander d’autres garanties. En principe la 
déclaration se fait assez simplement; un seul bureauré 
Luxembourg est compétent, rc’est 1e buljeau no. 10. Le 
préposé du bureau en.question ‘se met en rapport avec le 
p'restataire pour fixer une entrevue et voir .quel régime 
on pourrait appliquer. :En effet, 1e régime varie'selon 1a 
multiplicité- des services, et le nombre des clients. 
La maniére 'est donc assez souple. 0n demande aux pres- 
tataires de' faire une déclaration par voie de lettre. Un 

' 

dossier.fiscal .sera ouvert mais sans numéro d’immatri- 
culation- ‘ 

. .

' 

S’il s’agit. d’opéi‘ations multiples‘ aupré's" d’un client 
unique, on peut convenir' que ce 'sera le‘preneur, tenu 
solidaireméhtr en vértu de la législation interne, qui fera 
la déclaration é décharge et paiera également 1a dé- 
charge. Sinon on' demandera au prestataireZ-de faire les 
déclarations mensuelles ou trimestrielles, ou annuelles; 
cela dépendra du nombre de service prestés. v 
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Mais l’Administration demandera 1e cas échéant des 
garanties. Ces garanties peuvent consister en la nomina- 
tion d’un représentant fiscal ou un'cautionnement 21 la 
Caisse de consignation ou une garantie bancaire. 
En principe, 1e préposé du service fixera le montantvdu 
cautionnement en raison de la créance estimée du Tré- 
sor, mais toujours est-i1 que 1e prestataire peut deman- 
der et peut toujours fournir un représentant fiscal qui 
assumera alors l’obligation de garantie solidaire et qui 
assumera certaines obligatidns, lesquelles toutefois ne 
vont pas aussi loin qu’en Belgique. 
Il faudra détenir 1e double des factures et toutes les 
piéces nécessaires pour la déclaration et le contrble. 
C’est 1e prestataire qui établira les factures et non le‘ re- 
présentant fiscal. Les taux étant relativement simples et 
facilement identifiables, i1 ne se posera pas tellement‘de 
problémes aux prestataires en question. 
Le prestataire aura immédiatement eu des rapportstrés 
personnels et trés directs avec l’Administration, i1 dis— 
cutera lui—méme avec le préposé responsable de la ma- 
niére la plus appropriéé, compte tenu Vdres services pres- 
tés, pour faire 1a déclaration en question. 
Sous la Iégislation actuelle' don'c, c’est toujours 1e presta- 
taire qui-est obligé en principe,de faire 1a déclaration et 
ce n’estpas le-preneur de la prestation, méme dans le ca_s 
de différents services, Part. 21 de la directive le’prévoy- 
ant. ‘ 

Déduction et remboursemenf 
Alors quid de la procédure de la déduétion et du rem- 
boursement? ' ' 

L’assujetti pourra récupérer la taxe par le biais de la dé- 
duction de la taxe en amont, s’il fait des opérations im- 
posables dans le pays qui préléve 1a taxe. Mais c’est lui 
qui aura dfi faire 1a déclaration de ses propres presta- 
tions et d_emander au preneur de faire 1a déclaration‘é 
décharge. . 

Le texte de la 8éme directive est trés Clair en.ce qui con- 
cerne les remboursements. Il prévoit comment i1 faut 
faire la demande de remboursgment. 
En principe, aucune’difficulté n’est é prévoir-éfionditibn 
que la demande soit accompagnée des factures or‘iginales 
et de-l’attestation de 1’Administration. - - 

Je dois préciser‘que la 8éme directive ne s’applique pas 
aux cas oil 1e preneur fait lui-méme des opérations'im— 
pos_able_s' dans le pays puisque dans ce cas il poufra lui- 
méme obtenir 1e remboursement par restitution ou par 
déduction de la taxe én amont ou par restitutio‘nide l’ex- 
cédent de taxe. Mais i1 faut dire qu’é l’heure aCtuelle, la 
pratique administrative est telle- qu’on demande au pres- 
tataire de faire lui-méme les déclarations parce qu’on 
estime que s’il ne 1e fait pas lui-méme ou qu’il n’exécute 
pas lui—méme les, obligations qui sont é sa charge et qu’il 
laisse par exemple' le preneur déclarer é décharge, il ne 
remplit pas ses obligations, auquel cas l’excédent de taxe 
tie lui est pas remboursé. 

V ' ’ 

Cette pratique administrative n’a pas encore été soumise 
jusqu’é ‘présent au Tribunal. Elle sera adaptée au mo- ‘ 

ment oil 1e Gouvemement décidera effectivement de 
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prendre le réglement qui concernera les services plus 
spécialement énumérés :31 Part. 9/2,e. 
sauf exception, il ne devrait pas se poser de discussion 5 
Luxembourg pour le preneur de services pour obtemr 1e 
remboursement d’une faqon ou d’une autre.

~ 
Question 
La question est relative au cautionnement et au re‘pré- 
sentant responsable au Luxembourg. 
M. Prussen avait dit dans son exposé que I’Administra- 
tion, d’apré's un texte récent, peut, avant la réalisation 
d’une opération imposable par un assujetti qui n’a pas 
d’établissement stable au Luxembourg, faire agréer un 
représentant responsable. Il'a ajouté que l’Administra- 
tion pourrait exiger en lieu et place dudit représentant 
res'ponsable la fourniture d’un cautionnem'ent approprié 
par un institut financier établi au Grand-Duché de Lux-- 
embourg. ‘

' 

L’Administration ferait valoir que lé régime en question 
est instauré pour des raisons _pratiques et de‘ facilité,. 
mais. elle empécherait dans certains cas, en raison de l’im- 
portance du cautionnement bancaire,‘ certaines entre- 
prises .belges é obtenir des crédits pour les besdins de 
leur trésorie. 
Voici’la question: Est-ce que les membres du groupe con- 
naissent dans leur secteur des difficultés similaires? Dans 
l’affirmative, 1a charge financiére du systéme de caution- 
nement a-t-elle été réellement excessive? N’estime-t-on 
pas que l’obligation de cautionnement est en contradic- 
tion avec le texte méme de l’article du réglement qui dis- 
pose que le cautionn‘ement est applicable sans préjudice 
des dispositions des art. 66 et 67, si ce sont des articles 
qui ont trait au représentant permanent. 

Réponse 
M. PRUSSEN: L’interprétation qui est donnée par l’Ad- 
ministration é ce -texte est que, pour des raisons pra- 
tiques, il est possible, pour un entrepreneur étranger qui 
n’a pas de base fixe 21 Luxembourg, de donner un cau- 
tionnement soit en versant une some 5 la Caisse des con- 
signations, soit — ce qu’il fait généralement — en présen- 
tant une caution bancairg en lieu et‘place d’un représen- 
tant paIce qu’on estime que, pgut-ét're é tort, il est par- 
fois plus difficile de trouver une personne qui accepte 
d’assumer toutes les obligations. 
C’est une solution de rechange.‘ Le texte doit étre inter- 
prété de cette fagon que l’on peut donc exiger ce cau- 
tionnementret que le prestataire peut toujours‘proposer 
et faire agréer un, représentant responsable en lieu et 
place du cautionnement. Si ce cautionnement ne peut 
pas étre fourni on Si l’Administration, pour d’autres rai- 
sons, l’estime nécessaire, elle peut exiger de tout fagon 
un représentant responsable. Si l’entreprise en question 
estime que les charges financiéres sont trop élevées, elle 
a toujours 1a possibilité de s’adresser par exemple é son 
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preneur pour demander é celui-ci d’étre 1e représentant 
responsable. ' ' 

Question 
Les Administrations compétentes savent—elles qu’une 
rémunération est demandée normalement par le repré- 
sentant responsable professionnel? 

Réponsé 
M. CAPPELLEMAN: Je dirais personnellement: non. 
Mais je suppose qu’il y en a une. 

Question 
Les Administrations compétentes savent—elles si 1es_for- 
malités imposées en fait aux redevables étrangers sont, en 
frais financiers et en perte‘ de temps, incompatibles avec 
le fonctionnement normal du commerce international et 
une transparence aussi grande que possible des fron- 
tiéres spécialement pour les petites et<moyennes entre- 
prises et pour les professions libérales? 

Réponse
I 

M. CAPPELLEMAN: Je voudrais bien insister sur le fait 
que si no‘tamment en Bélgique on exige qu’un assujetti 
étranger qui effectue des opérations'soumises 51 la taxe 
ait un représentant responsable, ce n’est pas pour le seul 
plaisir d’avoir un représentant respc'msable', c’est surtout 
en vue d’assurer l’exacte perception de l’impbt, d’avoir 
des garanties quant é l’application normale de la T.V.A. 
et d’avo'nj également des garanties de recouvrement. 
Nous comprenons fort bien que l’on insiste sur la grande 
transpare‘nce des frontiéres, mais nous devons assurer un 
contrble aussi exact que possible et aussi fermé qu'e 
possible. 11 existe encore un phénoméné que l’on appelle 
fraude en matiére de T.V.A. Le 'systéme T.V.A. n’est pas 
hermétique, malheureusemént. Et l’on constate tous les 
jours que le systéme T.V.A. permet certaines fraudes. 
C’est pourquoi l’on ne peut pas enlever aux_ Administra- 
tions nationales les moyens de lutter contre la' fraude. 
Nous n’ignorons pas qu’un représentant responsable, 
cela demande du temps et des formalités, mais nous 
estimons que c’est une nécessité. Je voudrais ajouter que 
le représentant responsable ne doit pas étre nécessaire- 
ment une personne tout-é-fait étrangére é ‘l’opération 
conclue. Il est_ admis en Belgique que si une société 
étrangére fait une opération isolée avec une entreprise 
belgé, c’est ce client qui se porte 1e représentant respon- 
sable, auquel cas des frais supplémentaires sont évités. 
Le représentant responsable entrafne une charge, sans 
doute, surtout pour les entrepriées qui font réguliére- 
ment des opérations en Belgique avec des clients diffé- 
rents. . 

M. GUIEU: Nous sommes trés conscients évidemment 
qu’il y a de la fraude en matiére de T.V.A. et qu’il faut 
essayer, par tous les moyens, de l’éviter ou du moins de 
la prévenir. ~ - 

Mais i1 faut esSayer de'trouver aussi des mécanismes qui 
évitent l’utilisation du représentant fiscal. Et justement, 
en matiére de prestations de services, notamm’ent celles 
visées it Part. 9,20,e, Si on avait suivi l’opinion de la 
Commission, 51 savoir “taxation auprés du prestataire 
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avec la notion d’eXportation du service” on aurait peut- 
étre évité tout un champ d’application du représentant 
fiscal. Il est_ regrettable que nos propositionsn’ont pas 
abouti; nous avons eu des contacts avec les profession- 
nels et ils nous indiquent tous qu’un'représentant fiscal‘ 
ou une 'caution éofitent fort cher aussi bien pour la so- 
ciété que pour l’écoriomie générale de l’entreprise. Il 

faut donc essayer par tous les moyens de limiter autaht 
que faire se peut, cette utilisation du repréSentant fiscal. 
On est donc obligé de l’utiliser, mais} on a déjé essayé 
dans le cas de la 8éme directive, de supprimer le repré- 
sentant fiscal et l’on a pu atteindre ce but de tout fag-on 
pour tous les assujettis étrangers qui peuvent obtenir un 
remboursement dans le pays étranger sans l’intervention 
d’un représentant fiscal. C’est une amélioration sensible 
par rapport 21 la ' situation anciehne. Les efforts ne 
doivent pas se ralentir, i1 faut essayer de trouver des mé- 
canismes évitant dé telles interventions, tout en évitant 
bien enpendu les fraudes. ‘ ‘ '

‘ 

M. LEBRUN: Les réponses de mes deux prédécesseurs 
indiquent qu’il y a une-préoccupation de l’Administra- 
tion et, de l’autre cété une préoccupation plus écono- 
mique. Cette dualité a été en fait au coeur de nos dé- 
bats. Je ne pense pas trahir un secret en disant que lors- 
que nous avons discuté une proposition .de la Commis- 
sion sur la 8éme directive, celle-ci cohduisait en France é

_ 

l’abandon de la notion de représentation fiscale. Mais 
elle a été accompagnée en réalité de_) l’adoption de deux 
directives relatives 51 l’assistance fiscale de'slétats pour Ie 
recouvrement en matiére de_ droit des douanes et en 
matiére de taxe sur la valeur ajoutée. On.a dondété con- 
scient qu’il existait des problémes de d’administration. 
D’autre part, la notion de représentant fiscal ne doit pas 
étre totalement condamnée, ne serait-ce que parce que 
dans un certain nombre de cas elle.permet d’assurer une 

V 

égalfté entre les différents pays concernés; j’ajbute aussi 
qu’il n’est pas en soi condamnable que quelqu’un effec- 
tuant des opérations imposables en France, par eXemple, 
soit astreint dans certaines conditions d’aVoir une repré- 
sentatiori fiscale. Mais 1a notion de représentation fis- 

cale, on doit s’efforcer de la circonscrire afin de libérer 
davantage les échanges. Je partage également et entiére- 
ment les préoccupations de mon- collégue M. Cappelle— 
man au sujet des phénoménes qu’il a mis en avant. 

Question (M. Autenne) 
Lorsque 1e preneur, tel un établissement hospitalier, qui 
aurait la qualité d’assujetti au sens de la 6émé directive, 
regoit un service pour le.quel‘le Critére d’impbsition est 
le lieu d’établissement du preneur; comment la T.V.A. 
du pays est-elle pergue? Quelles sont les garanties de per- 
ception pour le Trésor dans l’hypéthése 011 ce prene'ur, 
n’étant soumis é aucune obligation, ne fait pas l’objet 
d’un contrble? Comment la' taxe doitTellelétre pergue 
dans ce cas—lé? 

Réponse 
M. CAPPELLEMAN: Tout d’abord effectivement, un 
établissement hospitalier est un assujetti au sens de'la 
6éme directive, mais un assujetti exonéré parce que les 
activités sont de caractére social. En Belgique‘on con- 
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sidére que tous les établissements hqspitaliers sont de 
nature sociale. . 

_ 

‘ 

.. 
V 

. 

- 

>

x 
Depuis l’Ayrété -roya1:no. '31-de .197‘1, dans une situa- 
tion pareille, 1a T.V.A. doit étr'e‘perguevpa'rje preneur 
du service, par l’apposition de timbres fiscaux-entiers, 
sur la facture regue et la taxe doit_étre. ac'quittée‘dans les' 
dix jours.qui suivent 1a réceptidnde 1a facture-ou l’expj- 
ration du d‘élai de la facturation. . 

, 

' 

1' 

Je pense donc que le mode de paiement de la T.V.A. est 
parfaitement réglé par lesl-textes. Quant é dire qu’il en 
e'st"'de méfne de .ce- qui cbnceine 'le con’tréle du paie— 
men‘t, j’gstime que le gon'tréle est possiblé. 

‘ I 

M. LEBRUN.: C’est.§1?abord urj probléme d’Administra: 
tibn. Mais je crois, toht-au—moins_au.travers de la législa- 
tion :fra'nga‘ise,’ quféy partir du moment ()1) nous} avons 
créé une solidarité entre les pfestataires e1: 1e prefieur, 1e 
prestataire lgi—méme a iptérét'é ce que son preheur ne s_e 
soit pas placé dans une situation fis'_cale irréguliére. Nous 
ne pouvons pas' écarter l’opinionl.sujvant laquelle les 
intéréts “solidaires” du prestataire et du preneur‘consisi 
teraient 23‘ ténter d’éviter l’impét, surtout si, .dans l’hypof 
théseb'qiii a été enfiszigée, il s’agit d’un établissemént Qui 
n’est pas souinis 51 1a taxe et qui n’a‘donc pas la possibili- 
té de ldéduité les taxes sur s"es achatsl'Dans l’éxemple de_ 
la clinique, bu bie'n celle-ci est Sohmise 5 1a T.V.A. étant _ 

dénné les 
' conditions ‘dans 'leSQuelles ellé’ eXérCe ‘en 

Francé 'soi’i acti‘vité; 'et‘da‘r'ls c'e ca‘S-lé il n’y a pas de pro-' 
bléme. Ou bieh elle n’est pas-soufnise '51 la T.V;A. (hbpi- 
tal public; cehtre ’ hospitaliér, centre' universitaire) ces 
établisserh'ent'sl'son't 'de toute fagc'm tenus d’d‘voir une 
comptabilité', ils sontlméme dahs (In 'certain nohibfe de 
cas, des établissementé 'publics et, :3 c_e titre, sdumis :31 un 
cdntrble d’Lin représehtant de l’Etat. - 

' '

j 

MIPRUSSEN: Le 'ptobléine ne se posh _pas’seulement 
pourflles ‘hbpitahx, 'mais péur tous les assujettis qui~ font 
les Qpérations‘ éxo'nérées" et‘ qui né sont pas tous les assim: 
‘jettis hui ,férit partie des‘ppuvpirs publics. Chez ’Cedé, 
i1 ‘y aura effectiverfient un pi‘obléme de c'ontrfile'.‘ C’est la 
raiéon vpo‘ur laqdelle' au VGr’an'd-Duché (16 Luxembourg; 

I
V 

on n’a pas 'encore fait application dé'cett'e diS'po‘sition, 
on a"si'mpler’nent prévu une habilitation; ' 

‘ '. ' ‘ 

Done le prestataire ’devra lui—méme décla'rer‘par voie de 
lettre l’Administr‘atiqn et'jayer lui-méme 1a taxe. ” ' 

Question 
Une société b‘elge posséde un établissement .stablengen 
France. Elle‘prend en location des wagons citernes au- 
prés. dé baille'u‘rs frangais.‘ C'es wagons éitern‘es ‘so‘fit uti- 
‘li‘sés en Belgique. De’puis"lé ler janvier 1979,'en suite-de 
l’adaptatibn de la législatidn ~frangaiSe £1 la 6éme direc- 
tive "cmunautaire, la T.V.A. frangéiseVest dué. Cdm- 
men‘trécu‘péi‘er cette T.V.A.? ' 

" ‘ 

_ 

" ' 5" ‘ 

Il‘ né serait pas, _selon’.,éért'ains avis, possible pour'l’éta- 
bliSsement fi‘angéis d’imputei‘ la T.V.AI sui‘ cell'e due en 
ra'is‘o'n‘ ‘de s'on activité, étant donné qué cet établissement 
frangais est considéré comme formant un secteur d’ac- 
tivité distinct de 'celui exercé en Belgique. 

Réponse 
M.' LEBRUN: Je crois qu’il.»y aune réponse {1 terme et -' 

une réponse immédiate.- La réponse é terme,‘c’est la 
8éme directive a l’évidence. La réponse immédiate: i1 
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ést' exact que la société Yen cause ne peut pas déduireja 
'taxe dont elle est redevable en France puisque ce n’est ' 

pas au titre de son activité imposable en France que la 
taxe est demandée en déduction, mais l’Administration 
a fait prendre une décision ministérielle en la circon- 
stance autorisant 1e remboursement; et avant méme l’in- 
'tervention de la 8éme directive (décision ministérielle du 
29.09.1979 qui a été diffusée d’une part dans le Bulletin 
officiel‘, et d’autre part dans un certain nombre de publi- 
cations). ‘ 

Question 
Une société belge agit comme courtier pour le compte . 

d’un "client au Canada,‘ sollicitant d_es ventes pour le 
compte de la société canadienne. auprés de_;‘qlierits en 
Europe. L’opérationuest en principe exemptée de T.V.A. 
en Vertu de l’aft. 21. Mais la ‘soltiori est-ellé la méme, 
que, ‘les vehtes de la société canadienhe se hfaséent é 
l’étranger ou en Belgigue?) ' 

. 

V. _ 

'
' 

L’auteur de la question précise également que la société 
belge touche une commission de la 'sOCiété canadienne, 
que les marchandises sont vendues .et expédiées au client 
final, mais non prélevées dans un dépét se trouvant en 
Belgique par exemple. ' 

- 
‘ 

' ‘

) 

Réponse 
M. CAPPELLEMAN: ,Dans ce cas, 1a T.V.A. n’est jamais‘ 
due en Belgique pliisque 1e courtier intervient topjours 
dan’s’ de§ opérations qui se sitpent é l’étrangér pour la 1i- 
v‘rajs'pn de biens, [l'ivraison qui a lieu au départ des .mar- 
chandisesfi. 11 en est de_méme quand 1e client final estlen 
Belgique. . 

- 

‘ . 

- 

V >

' 

Le raisonnement est _toujours lé méme pour les presta- 
tiqns de'courtvag'ea _'of1 Ia régle, principale, c’est _le lieu du 
pfeétatajré. 'Mais' i1 'y a exon‘é‘ration‘lorsque .le_ prestataire 
intervient .dgns une opération, qui est exonérée pour de's 

- raisa d?exportation, ce_ ,qui n’est p‘as‘le cas ici, oil lors- 
qu3il intervi'efit dans des opérations qui' s’effectuent é 
.l’éti‘anggr,_ce qui est bien 1e cas, puisque la marchandise 
est toujours expédiée du Canada é destination de tous 
pays' ’dans- le .monde,’ en sorte que la TSV.A.' -n’est- pas 
du_e: 1e lieu du seniice, c’est e‘n Belgique, mais’il'y a exo- 
nération en vertu de Part. 41, §2 du Codé‘belge; ' 

Quéstio'n (Me‘dé Longueville)’ 
Que1_ femurs alle contribuable quand il'y'a divergence 
d’interpljétation entre deux administrations nationales? 
Existe-tril @u sein_ du Matéhé ,Commun, une commission 
chhrgée de régler ces problém'es et le cOntribuable peut- 
i1 introduir'e auprés de cette Commission 1e rebours que 
cela compor'te? 

. . 

7’ ‘ 

l 

w ' 

Cette Cbmmission peut-elle étre consultée Avantqué 1e 
probléme ne se pose concrétement c’est-é—dire qu’il y ait 
gonflit ouvert ,entre le contribuable et deux ou plusieurs 
administrations nationales?

‘ 

Répon'se' -’ 

‘ 

‘ ~.
, 

M. GUIEU: La question p‘eutvcomporter plusieurs. ré: 
. 
ponses. - 

.. 
. 

_. 

*D’abord i1 faut savoir 01) se situe 1e probléme. Y a-t-jl 
ambiguité d_e texte qui aboutit é des législations on A des 

V 

interprétations différentes de pays é pays, auquel cas 1e 
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contribuable ou le -représenfant ou'le syndicat profesg» 
sionnel pent toujours demander é l’Administration de 
son propre pays de poser ce probléme dan’S‘ le padre du 
Comité de T.V.A.; pour savoir comment est appliquée 
dans les au'tres pays, 1a disposition ambigiie. Ici noUs 
avons une mécanisme de concertation 011 You examine 
les orientations que l’on peut dégager pour arriver £1 une 
interprétation communautaire, si possible, ou, au moins 
majoritaire ou grande majoritaire, parce qu’il y a des nu-l 
ances dans nos orientations. 
Mais il peut aussi y avoir un litige au cours duquel 1e 
contribuable pense que la disposition nationale ne cor- 
respond pas du tout aux directives communautaires. 
Alors deux possibilités: ou l’intéressé saisit la Commis- 
sion par une plainte et la Commission doit examiner 1a 
situation et répondre :31 1a plainbe, 1e cas échéant ouvrir - 

une procédure d’infraction sur base de l’article 169 du 
Traité de Rome. - 

Avant d’arriver £1 cette application de l’art-icle 169, un 
dialogue est engagé avec l’Administration. concernée, des 
explications‘v sont demandées, des visitqs sur place’sont 
parfois effeétuées, on‘ cherche des précisions et ge n’est 
qu’en connaiSsance de. cause définitive que:1’on envoie 
l’affajre devant 1a Cour-de Justice de Luxembourg. .

" 

Une autre procédure est possible: le contribuable saisit 
1a juridiction nationale en dem’andant é la-juridiction 
nationale‘de'poser une question préjudicjellé 5 1a Cour 
de Luxemboin‘g pour connaftre l’interprétation de cette 
Instance sur le texte litigieux et sur'la Géme directive. " 

11 y a done beaucoup de possibilités d’approché en fonc- 
tion du degré de divergences entre la législation natio- 
nale et ce que croit l’assujetti pér rapport 5,1a législa- 
tion communautaire, po'ur arriver £1 savoir éxactement 
oil se situe la difficulté.

' 

Mais avant d’arriver é ces cas de procédure, i] y a toute 
une procédure amiable de contact avec l’Administration 
nationale. 11' nous arrive 21 nous-mémes de recevoir des 
demandes des syndicats professionnels, 9136., et je vous V 

dirai que nous sommes .d’une prudence assez grande 
dans ce domaine et que nous renvoyons trés souvent aux 
Administrations nationales pour provoquer une concer- 
tation multi—nationale. ' ' ‘ 

Enfin, je voudrais compléter ma réponse en disant qu’é 
partir du ler janvier 1981, on appliquera la directive sur 
l’assistance mutuelle. Ce sera une occasion inespéréé 
d’avoir des échanges entre administrations pour essayer 
de régler cela d’abord sur le plan bilatéral et ensuite tous » 

les problémes quiv peuvent se poser au séin du Comité de 
T.V.A. ‘ 

Mais je ne vois pas de saisine directe des assujettis devant
I 

les instances communautaires_sauf 1a plain’te auprés de 
la Commission. 

Question 
Quelle est la solution apportéé dahs les trois pays sur le_ 
probléme d’assujettis étrangers n’ayant pas dfétablisse— 
ment stable :3 l’étranger ni dans le pays, ni d’activité con- ‘ 

nfie é l’étranger, mais bien dans le pays? 
Quel est le cas du commergant ambulant, par exemple, 
qui pourrait avoir un domicile de complaisance non réel. 
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Réponse 
I‘Mf‘CAPPELLEMANS‘ Cefte"‘pérsonhe dbitv‘au- mOins 

avpir quélque part un établissement,_uh dbmicile'eri 'ma- 
wtiére de prestations d'e services. Ilr'est dit expressémen't 
que le prestataire Ide. services a un lieu of: i1 établit son 
activité etc., on, :3 défaut d’un tel siége op pld’un tel {ata- 
blissement stable, le lie'u de sado‘mircjl‘éfou deisa rési- 

' 

dence habituelle, 
En ‘Belgiquehjl-‘n’y é'pgszméa] de famfliéS'déltziganes 

‘ 

‘(don’t il‘ a été question il n’y a' pas enéo're si longtemps); 
quand on essaye de cherchelj quelqu’un dans; la famille, 
on ne 1e trouve jamais, mais toujOurs quelqu’un'd’autre. 
Cela pose effectivement des problémes et c’est d’ailleurs 
pour cela qu’on parle de prendre pertain‘es mesures, no- ' 

tamment en matiére de véhicules'db'ccasibn. . 

r 
‘ 

.

‘ 

En fait, si un éti‘anger passe la frontiére avec une rou- 
lotte chargée de marchandises, il est obligé d’avoir.un re- 
présentant responsable. C’est vraiment un des cas dans 
lequel le représentant responsable est nécessaire, parce 
que' méme s’il ne peut pas passer la frontiére sans payer 
1a T.V.A., il faut encore. gssurer la perception de" la 
T.V.A. pour les ventes qu’il' fera dans le pays. C’est pré— 
cisément un des cas oil on ne voit réellerhent que le ré- 
présentant ‘responsable comme sauvegarde pour lfobser- . 

vatién Vet 'le Vi‘eé’pect ’des‘ formalités nbrmales en tant 
qu’assujetti. A 

' > 

“ ‘ 

- Eh fmatié’re de ptestatiéns de sefvices, c’est encore beau- 
coup plus délicat. Jer crois que je ne 'peux. pasrm’expli- 
quef beaucoup su; }e cas de pommergants ambulants en- 
matiére de prestations de services; ‘Cela pourrait étreun 

' éirque, mais dan_s_v ge cas-lé piécisément la 6éme 7‘directive 
. dit expressément que le lieu du service est le lieu oil 1e 
cirque exer_ce sqn activité. Ce sera‘donc une imposition 
coup par poup. . 

‘

A 

‘ Mais si c’est une autre petit commerce ambulant,‘-.je 
crois que dans la plupart des‘ pays on dira'qu’en tant que 
petite entreprise i1 sera exonéré; en Belgique, ce com- 
merggmt sera taxé. - 

‘ ‘ ’
' 

M. LEBRUN: Je me suis interrogé pour savoir comment 
j’arriverais é répondre 2‘1 cette question. Je me suis dit si 
on me lit les ligpes de-la main, c’estune'prestation de 
services. " ~ I 

x -<
. 

Je' me'suis' fait deux 'réponses. La premiére c’est Que 
c’est 1e prestataire qui est taxable e1; qu’é partirndu'mo— 
ment 011 be prestataire a, dans l’hypothése enyiSagée un 
domicile fictif et que nous ayohs la ‘pos'sibilité de -dé- 
montrer 1e caractére fictif 'de ce domicile, j’aurais‘ten- 
dance {1 dire que le prestataire a son domicile é_l’endroit 
ofi i] a In les lignes de la main 'en question. - 

La deuXiéme réponse, Monsieur ..de Président, 
I 

parce 
que dans les choses sérieuses, il faut é certains moments 
ajouter une boutade, il n’estrvraiement pas besoin de lui 
faire franchir une frontiére et je défie toute administra- 
tion de faire réellement payer la taxesur la valeur ajou- 

-_tée aux cartomanciennes ou aux lectfices d‘e la main que 
l’on~ peut trouver sur les foires et marchés. Mais ceci est 
uné autre histoire. ' ' 

~ '
‘ 

Enrd’autres termes, je crois.que 1a territorialité en la cir- 
constan'ce n’intervient pas. Mais Commé i1 s’agit a 'priori 
de petites entréprises, en tout état de cause, elle bénéfi— 
cieraient des différentszrégimes applicables aux petites 
entreprises dans les différents pays communautaires. 
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VATSEMINAR' _
_ 

manila" bythe French ~Belgian ~Luxembourg 
BryanchfiolAi— .- .

~ 

March7,1980- ,~
‘ 

INTRODUCTION 
by Prof.‘Dr_.>Paul Sibille 
Several national branches of thé Internbtional Fiscal Association 
(I.F.A.) have' for several 'years maintained thé excellent custom of 
bilateral meetings at which reports are presented and discussions 
take plaée on topics and questions of particular interest’to the 
participant countries. 5 

' 
‘ 

. 

' 
x

' 

In th'is' why} as a continuatidn of the workshop held in ‘Paris in 
May "1978, the French and Belgian-Luxembourg branches organ- 
ized a workshop in Brussels on March 7, 1980. 

~
- 

The topic for the workshop' was {he difficuliies’ iri applSIingAfticlé 
9 of the Sixth Directive of the European Communities of May 1 7,

’ 

1977, concerning the place where services are considered to be 
supplied, thereby creating liability to 'VAT; and the solutions » 

which must be. brought to bear ‘( taking into account the Eighth 
Directive, which has just been'adopted by the Council of Min- 
isters of the European Community, concerning-arrangements for 
the refund of value added tax to taxable persons not established 
in the territory of the country). 1: '

' 

Experience sinbe Jar'zuary 1, 1978 — the date on which the Sixth 
Directive of the European‘ Communities came ‘in to force, at least 
in certain of the member states — would seem to indicate thatAr- 
ticle 9_ of the Directive poses some problems to which the solu- 
tion under the current legislation and relevdnt qdminiszfrative in; 
struction; of the countries cOnc'erned, to the extent théy exist, is 
far from obvious as it varies. from one coun’try to another.

‘ 

The particular problems considered at. this workshop were the 
following: 

.
' 

a) to define concretely the services, enumerated in Article 9 of 
the Directive, which are placed under the jurisdiéfion of the 
tax admiriistration’in thé éountry where the supplier of ser- 

' vices is domiciled; ‘

- 

b) what wOuld the supplier of services, who owes VAT in a 
country where he has no‘ business or establishment, do to 
.meet his obligations without excessive difficulty on an ad- 

.. ministrative or fifzancialplane? . 
' g

' 

c) how can the consumer of services who has borne the charges 
for these services recover them without excessive difficulty 

_ 
when, fulfilling ghe necessary conditions to obtain thislre- 
fund, he has'not established a business in the country where 
VAT has been paid by the éupplier of services? 

. 

.' 

The workshop was presided over by Mr. Henry LE VYMORELLE, 
President of the Belgian-Luxembourg branch of I.F.A., assistant 
professoi‘ at the Free University of Brussels. Co—chairrhan was Mr.

‘ 

Georges EGRET, Secretary-general of the French ‘brargch of 
I.F.A.~, replacing the President, Mr. Max LAXAN. ' 

'- 

That this workshop was productive is due, on thelscientific side, 
to Messrs. Jean de LONGUE-VILLE and Guy van FRA YENHO-' 
VEN, respectively President and member Of the Scientific Com- 
mittee of the Belgian-Luxembourg branch, and, on the organiza- 
tional side, to M Jacques AUTENNE, leqturer at‘, the Catholic 
University of Louvain, Secretary of the Belgian-Luxembourg 
branch: ' 

'
' 

The Belgian-Luxeh'Lbburg' .branch is pleased to be able to publish 
the’results. of this workshOp, comprising the reports, the essential 
parts of the lectures and resumés of the debates, with the Inter- 
national Bureau of Fiscal Documentation in Amsterdam. 
The gathering of this material has been realized thanks to the 
notes. taken and transcribed by Madame Marie-Cécile van GRIE- 
KEN, assistant at the Higher School of Fiscal Sciences, under the 
direction of Professor P. SBILLE, Director of the School. 
This publication-will~ doubtless constitute a valuable guide fo‘r 
lawyers and tax experts and for entelprises which are continual- 
ly confronted with one of the most. complex international prob- 
lems concerning VAT. 

INCORPORATION OF THE SIXTH VAT DIRECTIVE 
INTO DOMESTIC LEGISLATION 

All mémber countries of the European Communities have now ad- 
justeg their VAT legislation in accordance with the Sixth Directive. 
The changes have become effective at the following dates: 

_— 1st Janua'ry, 1978 Belgium 
Denmark V: - 1st October,‘1978 
France — 1st January, 1979 
German Fede- 
ral Republic — 1st January, 1980 
Ireland — 1st March, 1979 
Italy — 1st April, 1979 
Luxembourg — 1st January 1980 
Netherlands — 1st January, 1979 

1 

United King- . 
v ./ 

dqm ' 

> 

— 1st January, 1928 
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SUMMARY *‘ 
of "Localisation of taxable operations” by Jacques Malherbe, 
Lecturer at the University of Louvain and advocate at the Brus- 
sels Bar . 

Delivery of goods. Both the Sixth Draft Directive (Article 8.1.b.) 
and the Belgian VAT Code provide that the delivery of a good oc- 
curs at the place where the good in question is physically present 
at the moment of delivery. The Directive further provides that 
where a good is transported the delivery is deemed to take place 
at the point of departure (Article 8.1.a.). The Belgian Code ob- 
tains the samevresults by providing that the delivery is deemed to 
have taken place at the moment that transportation starts. Where 
goods are assembled, the delivery is deemed to take place upon 
completion of'the assembly (Article 15, Para. 1, (2)(10)). 

Rendering of services. The Sixth VAT Directive situates the place 
where 'a service is rendered at the main place where the economic 
activities of the entrepreneur are performed or at the location of 
his permanent establishment if the service is rendered by this 
establishment. In the absence of these criteria the service is deem- 
ed to have been rendered at the place where the entrepreneur has 
his domicile or residence. Thus the Sixth Directive abandons the 
criterion'of place where the service is utilized, 'which was intro- 
duced by the Sec'qnd Directive and which is also to be found in 
the former Belgian VAT legislation. ‘ - 

Article 21 (new) of the Belgian VAT Code brings Belgian VAT 
law in line with the provisions of the Sixth Directive.‘ This also 
applies to the numerous exceptions to the main rule which the 
Sixth Directive introduced. These exeptions include: 
1. Services connected with real property are deemed to have 

been rendered where the property is situated (Directive, Ar- 
ticle 9.2.a. and Code, Article 21, Para. 3 (10)). These services 
include, in addition to construction activities, services render- 
ed by real estate agents acting as intermediaries and experts, 
services rendered by architects, by surveyors, and by engin~ 
eers, the renting of parking lots, of furnished lodgings, of 
warehouses, of camping sites and of other real property as 
well as of strong boxes and also the management of real pro- 
perty. . 

2. Transportation is deemed to be carried out where transpor- 
tation takes place varying with the distance covered (Direc- 
tive, Article 9.2.b. and Code, Article 21, Para. 3 (30)). 

3. Services which are deemed to have been rendered in the place 
where the service is actually performed include: cultural ac- 
tivities, activities connected with transportation, activities 
connected with tangible movable property. The Belgian Code 
localizes the latter activities in the 'place where the good is 
physically present. ‘ 

4. The renting of movable tangible goods (other than means of 
transportation) is deemed to take‘ place where they are being 
used. If the lessor is established in‘the EEC the good in ques- 
tion must be exported to the Member State where it is being 
used. 

5. The main place where the economic activities of the entre- 
preneur are performed or his permanent establishment is 
‘situated (or, in the absence of these criteria, his domicile or 
residence) is considered as the place where the following ser- 
vices are performed: ' 

,

' 

‘— sale or licensing of rights, including sales monopolies and 
. the right to exercise a professional. activity,‘ 

,- advertising,
‘ 

— banking and financial operations (excluding the renting 
r of strong boxes and insurance transactions which are ex- 
empted), ' 
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— the hiring out of personnel, - — services of intermediary persons with the exception of 
those carried out by certain commission agents (Direc- 
tive, Article 9.2.e.; Code, Article 21, Para. 3 (70)). 

SUMMARY* 
of "The regime of the value-added tax applicable on the rendering 
of services after the amendments of the law resulting from the 
implementation of the Sixth Directive” by Messrs. R. Gerbes- 
(chartered accountant) and Y. Prussen (attorney at law). 

In Luxembourg the Sixth Directive on VAT was implemented by 
the Law of February 12, 1979 which became effective on 
January 1, 1980. With respect to services the most important 
change introduced by this law was a new definition Of the place 
where a service is deemed to be rendered which changed the 
liability for Luxembourg VAT purposes. 
Currently the main rule is that a service is deemed to be rendered 
in the place where the supplier has his business or permanent 
establishment from which the service is rendered. 
However, there exist numerous exceptions to this rule. 
Services connected with real property are deemed to be rendered 
where the property is situated. This is, for instance, the case with 
services rendered by architects, the-maintenance of a building, 
services rendered by real estate agents, notaries and other experts 
in connection'with real property, the renting of real property, 
including hotel rooms, storage rooms, safes and parking space. 
However, the service must be rendered with respect to a specific 
real property otherwise the main rule applies. 
Transportation services are deemed to be rendered where the 
transport takes place. However, international transport is general- 
ly exempt. 
In a number of cases a service is deemed to be rendered where it 
is physically carried out. This is, for instance, the case with 
cultural, scientific and similar activities, ancillary transport 
activities and work with respect to movable goods. 
The place of utilization determines the place where the service is 
rendered in case of hiring out of movable tangible property which 
is exported by the lessor from one Member State with a view to 
its being used in another Member State. However, in all other 
cases the main rule applies. Another group of services is generally 
deemed to be rendered in the place where the customer has 
established his business or has a fixed establishment to which the 
service is rendered. This group includes the sale and licensing of 
patent rights and other industrial rights as well as banking services 
and publicity. The rule applies when the services are performed 
for customers established outside the Common Market or for 
taxable persons established in the Common Market. 
Non-resident entrepreneurs carrying on taxable transactions in 
Luxembourg must — as under the previous legislation — register 
the transaction with the VAT office. Génerally a return must be 
filed before the fifteenth day of the second month following the 
month in which the transaction was effected. If the Luxembourg 
customer is subject to Luxembourg VAT the non-resident 
entrepreneur must send him an invoice indicating the amount of 
VAT before the 25th day of the month in which the transaction 
was effected. If the non-resident entrepreneur regularly operates 
in Luxembourg he will be registered by the VAT office and the 
authorities may demand that he appoint a responsible represen- 
tative or put up a guarantee. 

* This summary has been made by the Editors of the Bulletin who are solely responsible for its contents. 
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SUMMARY OF PAPERS ON THE FIRST-SUBJECT * 

Mr. Guieu ( Common Market) 
The‘ speaker pointed out that the present provision in the Sixth 
Directive regarding the place where 'a service is deemed ,to be 
rendered'is a compromise which the EEC Members were able to 
approve, but he admitted that it could pbssibly cause difficulties 
at the national level. 

When in April 1967 the Sécond Diréctive Was adopted it was be- 
lieved that the ideal solution had been found: services would be 
subject to VAT in the place Where they were utilized. ‘ 

Howéver, the scope of this provision 'was very limited sihce it 

applied only to services indicated in Annex B of the Second Di- 
rective‘which was, in addition, not compulsory for the Member 
States. These States were further permitted to deviate from the 
above rule, provided that no double taxation would occur. 
Anbther problem which emerged was that 'the Member States de; 
fined the place of utilization in different ways. Criteria used 
were: (i) the place where the supplier of the service was located, 
(ii) the place where the receiver of the services was located and 
(iii) the place of actual utilization. Double, or even triple, taxa— 
tion or non-taxation_would have resulted if the Member States 
had not introduced a great number of exceptions. However, this 
resulted in a multitude of complicated rules which deviated from 
country to country. 
In order to rémedy this situation the Commission proposed to 
abandon the criterion of utilization of a"service‘andv to concen- 
trate the criterion for determining the place. where a service is 

rendered around the person rendering the service. However, one 
correction was necessary: where a service would’be “exported” 
from one Member State to another, VAT should be levied by the 
“importing” State as is the case with export of merchandise. Un- 
fortunately, two more exceptions had' to be introduced, i.e. for 
services relating to real property which are deemed to have been 
rendered in the place where the property is situated, ahd for 
transportation which is deemed to be rendered where the trans- 
portation is carried out taking into account the distance covered 
on the territory of the countries concerned, ‘ 

v . 

In the present text of Article 9 of the SixthDirective one finds th 
general rule that a service is deemed to be rendered in the place 
where the supplier has established his business. This permits the 
legislature to cover all cases where services are rendered to per- 
sons not subject to VAT, using one uniform rule which permits 
neither non-taxation nor double taxation. '

- 

However, the Member states did not stop at the introduction of 
‘ déviating rules for real property and transportation} Other excep- 
A tions to the main rule comprise cultural activities, activities coh- 
nected with transportation and services rendered with respect to 
t‘angible movable goods“ 

" ’ h

. 

Another exception to the main rule is to be found in Article 9.2.e. 
of the Sixth Directive where, in case of “export” of certain, 
sometimes indicated as “intellectual”, services to either a taxable 
person in a Member State or to any person (taxable or not) in a 
non-Member State, it is the place of businessestablishment of the 
receiver of the service which is the criterion for determining the 
place where the service is rendered. This means that to such ser- 
vices two different criteria apply according to the circumstances, 
i.e. where the receiver is established and Whether he has the sta- 
tus of taxable person or not. Although this exception can be 
defendedon economic grounds, the Common Market experts 
regret this dualistic approach. 
The situation is even more complicated since the Member States 

466 

are authorized to use the old criteribn (of place of utilization 
‘ 
where services are rendered to persons established in non-Mem- 
ber States) in those cases where there would otherwise be non- 
taxation, double taxation or distortion of competition. 
What kind of difficulties may ‘arise can be illustrated by the fol- 
lowingexample. Assume an entrepreneur purchases a tangible 
movable good (not a means of transportation) in another Member 
State, which it leases to a customer in that other State. Some 
countries consider this transaction to be effected in the place 
where the supplier of the service is established, whereas other 
countries find that thevplace'where, the customer is established is 
decisive. * 

. 

4

~ 

In order to clarify this situation the Commission has proposed a 
Tenth Directive'which provides that the service is in such a case 
rendered in the country, where the customer is established by 
deeming that the supplier of the service hasihis business in ‘that 
country. ' 

- 

' 
' 

‘ ' " V' 
' 

‘
‘ 

Anothei’ problem which arises after .the determiriation of the 
place where a service is rendered-is: who is responsible for the 
payment of VAT? In many cases the taxable person and the 
payer of the tax are the samé person’, but in other cases where a 
non-resident supplier of servicesjs involved the Government of 
the “importing” country may demahd the nomination of a fiscal 
representative who will be responsible for the payment Of VAT or 
it may introduce legislation under which itcan collect the VAT 
from the receiver. However, with respéct to the serVices which we 
have described as being mainly of an intellectual. nature (Sixth 
Directive,AArticle 9.2.9.), it. is the receiver who, is the sole person 
from whom VAT cari be collected. ‘ 

‘
‘ 

With respect to the manner in which VAT can_be recouped or re- 
funded the Sixth Diréctive containsprovisioné to the effect'that 
the taxpayer can receive full reimbursement'for any« VAT paid. 
According to the speaker_the refund fifécedure as laid down in 
the Eighth Directive will have little significance for persons ren- 
‘dering services. " ‘ ' ' 

Mr. Lebrun (Frdnge) 
‘The speaker indicated that because of the difficulties‘which arose 
from the use of the placé of utilization when determining the 
place where 'a service is rendered, it was the original idea of the 
Commission to turn either to the cdncept of supplier or receiver 
of a service as a decisive factor. However attractive these juridical 
concepts may be, there remains the economic reality that VAT is 
a consumption tax which is destined to bejshifted on .to the con- 
sumer. For this reason a realistic approach is needed, which, as 
Mr. Guie'u indicated, has resulted -in a compromise. 
How have the takadministrations rea‘éted vis-é-vis the_ problems 
Connected with the definition of place where a serv'ice is render- 
ed? ' 

'. 
' ’ ’ ' 

An important problem grelates to the definition of certain services 
enumerated in Artiéle 9 of the Sixth Directive which are not sub- 
ject to VAT in the country where the supplier is established. 
These services include the renting of real property and services 
connected with such property, services connected with transpor- 
tation and, a number of intellectual services and operations con- 
nected with the sale or licensing of copyrights. " 

With respect to the renting of means of transportation no funda- 
mental difficulties have yet been encountered. A problem might 
arise, however, with respect to the definition of domicile of the 
taxpayer or the definition of his permanent establishment. The 
approach followed. by the Sixth Directive with respect to ser- 
vices connected with real property. seems to be realistic. It is 

sensible to subject thesel services to VAT in the country where the 

* This-summary has been made by the Editors of the Bulletin 
who are solely responsible for its contents. 
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property is situated and make nq exceptiOns. Otherwise an absurd 
situation might exist under which some of these services would be 
taxable in one country and others in another country. It is for the 
same reason that all services connected with transportation — 
loading, unloading, the handling of merchandise etc. - follow the 
same rules as those which apply to.transportation services. 
The most important difficulty in the field of cultural, educational 
'and similar services is, according to the speaker, to be found when 
training foreign personnel, since in many cases such training is a 
corollary to' export operations. It would be in the spirit of the 
Commission to treat such training in the same manner As an “ex- 
portation”. 7 

Cultural services 'are in most cases rén'dered in the country where 
the performer is eJablished. However, difficulties of an admin- 
istrative' nature may arise where a foreign performer is only pre- 
sent in a country for a short time. Collection of tax may in such 
cases prove to be difficult. It is for this réason that the national 
delegates have sometimes posed the"question whether it was 
worth returning to the “place of utilization” as a criterion in 
some of these cases. w .‘ ‘ 

A second field of problems related’to the rendering of intellectual 
services. The speaker indicates that there have been-some difficul- 
ties with the delimination of publicity transactions. Also, the con- 
cept ot" counselling (in case of patents, in the information field, 
management, etc.) is difficult. Furnishing of information in- 

cludes, for instance, the use of a computer for tourist information 
and also for the use by airlines 9r_travel agencies for their termin- 
als and culturalinformation broadcast by television or radio. . 

Other problem fields indicated by the speaker include such con- 
cepts as the main place of activities of a permanent establishment, 
the concept of beneficiary in the sense'of Article 9.2.0 of the 
Sixth Directive and the definition of taxpayer. 

Mr. Cappelleman (Belgium) 
The speaker’s intentiOn was to describe certain problems which 
the Belgian legislature“ encountered when introducing the provi- 
sions of Article 9 of thé Sixth Directive in Article 21 of the Bel- 
gian VAT Code. ' 

'
' 

Para. 2 or Article 21 of the Belgian Code provides, in conformity 
with the ‘Sixth Directive, that a seryice 'is generally deemed to 
have beén renderedin the place where the supplier has established 
his business or where he has his permanent establishment. 
There ‘are, however, a number of excéptions to this rule, in the 
first pl'ape with respect to real property: all services connected 
with real property (and which have been listed in Royal Decree 
No. 5) are deem_ed_to have been rendered in the place where the 
property is situated. This also applies to services rendered by in- 
termediaries for the creation or the_establishment of a right in 
rem or right to enjoy real property and services rendered by real 
estate agents which were formerly subject to different rules. Ser- 
vices in the form of administering real property also follow the 
above rule. 

' ' 

A second exception to the main rule is that work performed in 
connection with tangible movable property is deemed to have 
been carried on in the place where .the good is physically present. 
In some cases where goods are imported with a view of being pro- 
cessed in Belgium and subsequent re-exportation, an exemption is 
available provided that certain conditions have been met. 
Valuation of movable tangible property located in Belgium is con- 
sidered to be effected in that country. The question may be asked 
whether the tem ,“work” means actual physical work or also 
work of an intellectual nature. 
The third exception concerns transportation Which is deemed to 
have been supplied where the transport takes pla_ce having regard 
to the distances covered. '

> 
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The fourth exception deals with cutural, artistic, scientific, edu- 
cational and similar services which are deemed to have been 
rendered in-the place where they have been physically carried 
out. Normally, training of personnel would fall under this rule,.al- 
though where such training‘is connected with the exportation of 
equipment it is defensible that such services would follow the 
rules for export of merchandise and thus be exempt from Belgian 
VAT. However, it is doubtful whether the Belgian tax administra- 
tion will adopt this theory considering that exempt services con- 
nected with exportation have been exhaustively listed in the Code 
and such training schemes are not included. However, the supplier 
of the training may invoice the non-resident customer for the 
training of his personnel, using an invoice which will show Bel- 
gian VAT for which the customer may claim a refund. ’ 

Services rendered by cafes and restaurants are deemed to have 
been supplied where these establishments are located. If similar 
services are rendered ancillary to transportation services it is also 
the place where the services are physically carried out which is de- 
cisive for Belgian VAT purposes. 
Other services ancillary to transportation which follow the rules 
applicable -to transportation-services include loading, unloading 
and handling of merchandise as well as: weighing, measuring, re- 
ceipt of merchandise, including quantity and quality‘checks, the 
taking of samples, etc. However, where these services are connect- 
ed with importation and exportation they will in many cases be 
exempt. 

' ' 

A .rather controversial criterion is the one which applies to the 
renting‘of movable tangible goods (except means of transporta- 
tion). This type of service is deemed to be rendered where the 
supplier has his business, unless he is established in a Common 
Market country and exports the good to another Common Mar- 
ket country where it will be utilized. In that case the place’ of uti- 
lization is decisive. A second exception to the general rule is that 
the place of utilization is also decisivé if the lessor ié eéthblished 
outside _the Common Market. These rules have caused a number 
of problems in Belgium, which may be illustrated by the follow- 
ing case. 

' ' ' 

A Dutch company purchases equipment in the Netherlands which 
is rented to a Belgian company for'which purpose the equipment 
is exported to Belgium. In this case VAT is due in Belgium. How- 
ever, if the Dutch company purchases identical equipment in Bel- 
gium for renting to its Belgian customer there is no question of 
exportation so that the main rule applies, i.e. the service is in 
principle subject to VAT in the Netherlands. This rather bizarre 
situation 'will be remedied when.the Tenth Directive on VAT has 
been adopted.

' 

Another exception applies to means of transportation rented to 
third persons. According to the Sixth Directive the place where 
such a service is rendered is the place of business of the lessor. 
However, the Sixth Directive permits Member States to deviate 
from this rule for the renting of movable tangible goods in two 
cases: (i) if the place of service (according to the provisions of the 
Sixth Directive) is located in the Common Market but the good is 
used outside the Common Market, and (ii) if the place of service 
is located outside the Common Market but the good is used inside 
the Common Market._In those _cases, Member States may use the 
criterion of place of utilization and Belgium has indeed made use 
of this facility. To give a concrete example: if a person rents a car 
for travel abroad he will be subject to Belgian VAT for that part 
of his journey in Belgium and the other Common Market coun- 
tries; but will be exempt for the distance covered outside the 
Common Market. On the other hand, if a person rents a Car out- 
side the Common Market and visits Belgium he is in principle sub- 
ject to VAT with respect to the use of the Car in Belgium, al- 
though collection of the VAT will not be a simple matter. 
The last exception to the main rule discussed by the speaker con- 
cerns the “export” of certain services (which are sometimes indi- 

467



cated as “intellectual” services) in 'the sense of Article '9.2.e. of 
the Sixth Directive. In those cases the service is deemed to have 
been rendered in the place where the customer has established his 
business. These services include advertising services which include 
any advertisement, whether for the sale of real property or for 
the hiring of personnel. The concept of intellectual services 
proper (services performed by legal counsel,- accountants, engi- 
neers, research centers, etc.) is taken very broadly by the Belgian ' 

tax administration since these services, if exported, are normally 
used by entrepreneurs. Thus, in case of export of those services 
they will in most cases be exempt under the provisions based on 
Article' 9.2.e. which is preferred over the cumbersome refund pro- 
cedure of Article 17 (40) to which entrepreneurs are entitled. Fi- 
nally, the place where the customer has his business establishment 
is also used as the criterion for banking and financial services in 
the cases described in Article 9.2.e. of the Sixth Directive, as well 
as for the supply of personnel and for services of agents when 
they procure for their principal the services 'enumerated in the 
above article. 

Mr. Prussen (Luxembourg) 
Thé text of the Luxembourg‘VAT law after its adjustment to the 
provisions of the Sixth Directive only entered into force on Janu- 
ary 1, 1980 so‘that the experience with the' new provisions is 

rather limited.
‘ 

As prescribed by the Sixth Directive the place where'a service is_ 

deemed to be rendered is where the supplier has his business 
establishment or his permanent establishment or, in the absence 
of this criterion, the place where he has his domicile. The term 
“permanent establishment” is defined as for the direct (e.g. in- 
come) tax. _ 

’ 

-
' 

The situation with respect to the first exception, i.e. for real pro- 
perty, is not as simple as it seems, Assume, for instance, that an 
engineering bureau established in Paris gives advice with respect 
to the purchase of real property located in Germany for a Japa- 
nese firm established in the United Kingdom. VAT with respect 
to this service will be due in Germany even where the purchase of 
the property is eventually not effected. 

In some cases (covered by Article 9.2.9. of the Sixth Directive) 
Luxembourg VAT law deems the place where a service is render- 
ed the place where an essential part of the service hasvphysically 
been carried out. Difficulties may arise with the definition of 
“essential part”. For instance, an expert established in a country 
is invited to value a movable object located in another country. 
Where is the essential part of the transaction effected? In the 
country where the contract has been concluded? Or the country 
where the good in question is located? Or where the expert dis- 
cussed the case with his principal? Or perhaps the country where 
the actual intellectual work, the writing of a report, was per- 
formed? 

‘ 

-'
‘ 

The third exception to the general rule is where the place of utili- 
zation determines the places where a services is rendered in the 
sense of Article 9.2.d. of ‘the Sixth Sirective. The speaker points 
dut that this exception only covers one special case and there 
exist numerous transactions which lead to the same economic 
result to which the general rule (place where the supplier of the 
service has his business establishment) applies. 

The fourth exception is where the place where a service is render- 
ed is determined by. the place where the customer has his business 
establishment in the sense of Article 9.2.e. of the Sixth Directive. 
The speaker remarked that services regarding real property; even 
if they could be brought under this article, will follow the rules 
set for services connected with real property in the sense of Ar- 
ticle 9.2.a. of the Sixth Directive. ‘ 
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SUMMARY OF DEBATES ON THE FIRST SUBJECT * 

1. Article 15.13 of the Sixth Directive exempts; from VAT the 
supply of services including transport and ancillary transactions 
but excluding the supply of services exempted under Article 13, 
when these are directly linked to the _transit or the export of 
goods, or .to the imports of goods benefiting from the provisions 
of Articles 14.1.b. and c. and 16.1. ‘ 

This provision has been included in Article 262, Para. 1 of the 
French General Tax Code which exempts the export of movable 
goods as well as the rendering of services which are directly con- 
nected with such exports. This exemption in particular applies to 
the lease of means of transportation, of containers, of material 
used for the protection of the _exported merchandise and training 
of personnel of the foreign customer in connection with the ex- 
ported goods. ‘ 

All EEC Member States exempt the lease of means of transporta- 
tion (or apply a zero rate) but, apart from France, therelare 
doubts with respect to the treatment of training of foreign per- 
sonnel. It seems that Belgium subjects such services ,to VAT but 
with the pessibility of: refund to the foreign entrepreneur, al- 

though another speaker believes that there may be a possibility in 
Belgian law to, exempt these services as an export transaction. 
2. With'r'espect t0‘the lease of means of transportation, all EEC 
Member States in principle apply the general rule; i.e. such ser- 
vices are deemed to be rendered in the place where the supplier 
has his. business establishment; Belgium, France and Germany, 
however, have made use of the exception laid down in Article 9.3 
of the Sixth Directive, i.e. where these goods are used outside the 
Common Market no VAT will be due and VAT will be imposed 
where these goods are used in the country but the supplier of the 
service is established outside the Common Market. 
3. With respect to the lease of tankcars (wagons citernes), the 
general rule applies, i.e. the place of the [business establishment of 
the supplier of the service determines the place where the services 
are rendered. Belgium, however, applies the two exceptions to the 
main rule indicated above. 
4.' With respect t6 the lease of pallets the rules for _the‘le_ase of

V 

movable tangible goods apply, although it may perhaps be de- 
batable whether they shquld not fall under means ofvtransporta- 
tion. 

' ' 

'. 

5. Where a French real estate agency requests a similar, Swiss 
drganization to investigate real property in Switzerland with a 
view to purchasing this property, the services rendered by the 
Swiss supplier will be subject to VAT in France if the purchase is 
not effected (rules of Article 9.2.9. of the Sixth Directive) and ex- 

_ 

empt from French VAT where the property is plirchased (rule of 
Article 9.2.a.). Anyway, this seems to be the opinion of the Bel- 
gian, French and EEC expertsat the meéting, although it'was ad- 
mitted that this solution is not always convenient for the parties 
concérned. 
6. Where a parent company established outside the Common 
Market tenders administrative assistance to its subsidiaries estab: 
lished in the Common Market (including.France) based on data 
furnished by its subsidiaries,. the services rendered by the parent 
will follow the rules of Article 9.2.e. of the Sixth Directive. Thus 
it would be subject to French VAT with respect to the admin- 
istrative assistance rendered to its French subsidiary. 
7. A Belgian permanent establishment of an American company 
sells merchandise to a French subsidiary of the American compa- 

' * This summary has been made by the Editors of the Bulletin 
who are solely responsible for its contents. . 
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ny at the same price for which the French company sells the mer- 
chandise to its customers. In order to compensate the French 
company for its activities the Belgian permanent establishment 
grants the French company a commission. The French tax admin- 
istration subjects the commission fee to VAT. In fact, the term 
“commission fee” is incorrect since the goods become the proper- 
ty of the French company and it should therefore be considered 
to be increase of the purchase price of the goods which is in- 
deed subject to VAT in France. . 

8. The question was asked why the EEC in its Sixth Directive 
has adopted as the main rule for the place where services are 
rendered the place where the supplier of the service has a business 
establishment and not the criterion of the place where the cus- 
tomer is established. It was conceded that the latter criterion is 

also a good one since the VAT is then levied in the country where 
the customer has the right to credit the tax. However, it would 
not have been possible to avoid the introduction of a rather large 
number of exceptions to the main rule. 
9. Where a French company utilizes advertisement services in 
France and charges part of the-VAT invoiced to it to a Belgian 
company, the latter transaction is subject to Belgian and not to 
French VAT. In practice, the French VAT administration seems 
to have erroneously imposéd French VAT in such a case. 
10. The question was raised in what manner a supplier of services 
may ascertain whether he deals with a person subject to VAT, 
since this will in a number of cases affect his VAT liability. It 
seems that all manner of proof will be acceptable, including a 
statement from the VAT administration of the country concern- 
ed. At the moment no VAT identification card exists. In Belgium 
difficulties may be met in the area of construction since 'entrepre- ‘ 

neurs may have been removed from the list of taxpayers without 
anybody knowing it. In order to prevent tax fraud the Belgian 
VAT authorities consider all transactions with a party established 
in Belgium to be subject to Belgian VAT and leave it to the 
supplier of the service to show that in his case no VAT is due. 
11. It was suggested that a uniform form to be stamped by the VAT authorities be introduced to prove that a person has been 
subject to VAT. A like form exists under the provisions of the 
Eighth Directive but there is areal danger that the VAT admin- 
istration will thus be snowed under with paper work. 
12. Upon the' contribution of a patent right to a company against 
shares, no VAT will be due. However, where the transaction is 
effected against other consideration it will be a taxable service. 

SUMMARY* 
of "Regime applicable to non-resident taxpayers” by J. Autenne,’ 
tax adviser of the Federation of Chemical Industries of—Belgium 
and lecturer at the Catholic University of Louvain. 

' 

Non-resident entrepreneurs carrying on business transactions in 
Belgium are generally subject to VAT in that country. An 
important issue is whether the taxpayers carry out such opera- 
tions through a permanent establishment in Belgium or not. 

1. Taxpayers who possess a permanent establishment in 
Belgium 

A non-resident taxpayer who pessesses a permanent establish- 
ment in Belgium is treated for VAT purposes as a resident 
taxpayer. 
A permanent establishment is deemed to exist if the taxpayer has 
in Belgium a branch office or agency or any other fixed place of 
business, provided that the establishment is managed by a person 
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who is authorized to conclude contracts on béhalf of the 
taxpayer. ‘ 

The consequences are, inter alia, the following: 
(i) The taxpayer must register with the Belgian VAT authorities 

as soon as he commences business in Belgium and he must 
report any subsequent. changes in his status, including the 

' 

termination of his activities when deciding to cease his 
business operations in Belgium. 

, , 

(ii) He must send his customers invoices in the prescribed form 
and keep financial records in conformity with Belgian law _(a 
simplified recording system may be used if his turnover does 
not exceed 15 million Bfrs.). 

' 

(iii) He must regularly submit tax returns (normally on a monthly 
basis, but three-monthly if the turnover does not excéed 15 
million Bfrs.) and pay VAT to the Belgian Treasury on the 
dates fixed by law. 

The general rule is'that the taxpayer is not required to record any 
transactions which are not effected through his Belgian perma- 
nent establishment. However, if he delivers goods or renders 
services in Belgium which would, in the absence of a permanent 
establishment, oblige him to appoint a responsible representative 
(see below), such transactions must be included in the financial 
records of his Belgian permanent establishment. 

2. Taxpayers not possessing a permanent establishment in 
Belgium . ~ 

Non-resident entrepreneurs who carry out business transactions in 
Belgium must generally appoint a responsible representative if 
they do not possess a p'ermanent'establishment in that country. 
This will, for instance, be the case if the non-resident taxpayer 
carries on construction or assembly operations in Belgium or if he 
rents goods in Belgium to other persons. Note also, that where a 
non-resident taxpayer imports goods into Belgium and indicates 
himself as the recipient of those goods when paying the taxes at 
importation (e.g. customs duties and VAT), he is also obliged to 
appoint a VAT representative, since he will be deemed to re-sell 
the merchandise involved. ‘ 

The VAT representative, who may be the non-resident taxpayer’s 
customer or a bank_ or other financial institution or any other 
person approved by the Belgian VAT authorities, is severally 
liable for the VAT liability of his principal. However, he may 
request the VAT office to limit his responsibilities. However, the 
non-resident taxpayer may only appoint one VAT representative 
so that such limitation may have consequences for the volume of 
trénsactions he carries on in Belgium. 
Where a non-resident taxpayer renders services in Belgium the 
obligation to appoint a VAT representative is often waived. This 
will, for instance, be the case for: 
(i) services of an intellectual nature such as the drafting of 

reports, checking and supervising, market research, adver~ 
tising and the sale and licensing of certain incorporeal rights, 
such as patents, trademarks and copyrights; 

(ii) if the taxpayer occasio'nally renders services other than those 
designated under (i).

‘ 

The fact that a non-resident taxpayer is exempted from the 
obligation to appoint a VAT representative does not necessarily 
mean that he is also exempt from Belgian VAT. In those cases he 
must generally pay the tax through the affixing of stamps on the 
invoices he submits to his customers. This system of payment will 
in particular be 'used where the non-resident taxpayer has 
requested a refund of Belgian VAT charged to him by his 
suppliers. 

* This summary has been made by the Editors of the Bulletin who are solely responsible for its contents. 
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However, in those cases where the non-resident taxpayer does not 
request such a refund (for instance, because he did not use either 
goods or services subject to Belgian ,VAT), the VAT will not be 
collected from the taxpayer but instead from his Belgian 
customer. Generally, this situation Would occur in the case of 
rendering services of an intellectual nature. - 

Special rules apply to internatidnal passenger transportation. With 
the exception of 'sea or air trah‘sportatio‘n (which is exempt), 
passenger transportation effected on‘ Belgian‘ territory is subject 
to VAT. If the‘ transporters. do not have a permanént establish- 
ment in Belgium they should normally appointla VAT represen- 
tative. Howevér; lackin‘g such a VAT repljesentative the Belgian 
tax administyation usually imposes a lump s_u'm tax ranging from - 

30 to 600 Bfrs. at the frontier. 
z- 

' 

‘ . 

SUMMARY OF PAPERS 
_ 

- -

V 

ON THE SECONDjAND THIRD SUBJECTS * 

Mr. Cappelléman (Belgium) 
Non-resident taxpayers carrying on taxable traiisactions in Bel- 
gium may be divided into three categories: 
1) Those- having in Belgium a permanent establishment or a. 

1 business are subject to the same legal obligations as resident 
_ 

taxpayers. . , . .
t 

2) Tfiose who do not have in Belgium a permanent establish; 
mént nor a business must in principle appoint a fiscal repré— 
sentative in Belgium who takesicare of all administrative and 
legal obligations; Any VAT due is paid thrOugh this represen- ' 

tative and any VAT to be refunded is collected through him. 
3) Non-residents who have no. permanent establishment in Bel- 

gium nor a business in' that country are exempt from .the ' 

, obligation to appoint a fisczil fepgesentative in case of exempt 
export transactions, isolated transactionsand the rendering 
of services which afe subject to‘ VAT in the country where 
the customer is established. - 

Where services are subject to'VAT in the country: where the cus- 
tomer is established,._'the tax is directly colleéted from the lattér,. 
although the_ non-resident supplier of the service may be severally 
liable. If the non-resident supplier has incurred VAT invéiced to 
him by a Belgian supplier he is entitled to a refund, provided that 
a Belgian taxpayer would alSo be eligible for such a refund undér 
the same circumstances. However, there exist some limitations 
with respect to the refund, inter alia, where vehicles for the trans- 
portation of persons and investment goods are concerned. In‘factx 
.Belgian VAT legislation, with”respect to refund of VAT, is more 
generous than the Eighth Directive which preshribes‘sud] refund 
only _in those cases where the non-resident does not carry on tax- 
able operations in the country which has to make the refund. The 
Eighth Directive prescribes, further, that VAT must.be refunded 
to non-resident taxpayers who perform exempts-transportation 
services’ in another MemberState, whiCh-is a situation also 'covér- 
ed by current Belgian VAT legislation. Therefore, Belgian1 VAT 
law does not needto be much amended in order to adjust 'it .to 
the provisions of the Eighth Dirgctive.

‘ 

Mr. Lebrun (France) 
Non-resident entrepreneurs rendering -_services in France are in 
principle obliged to appoint a fiscal representative in France who 
must be accepted by ‘the French tax administration.'This repre- 
sentative is subject to all obligations to which any other taxpayer 
is subject, like the preparing of invoices and the keeping of 
records of the tranéactions performéd. However, the tax admin- 
istration permits the‘ non-resident entrepreneur to prepare the in- 
voices providing that the name of the'fiscal representative is indi- 
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cated. Where services rendered by a non-resident are subject to VAT in France and are collected from the customer, the forma- 
lities with which the supplier of the services must comply are re- 
duced to a minimum. He will in such a case only be severally. 
liable for the payment of the VAT due. I

v 

The speaker stated that starting from January 1, 1981 France will 
fully apply the Eighth Directive on the refund of VAT. 

Mr. Prussen (Luxembsurg) 
Where a non-resident entrepreneur has a business or permanent 
establishment in Luxembourg, approximately similar rules apply 
as‘ in Belgium. However, there are some slight differences, in par- 
ticular with respect to those services whereby VAT should be 
collected from the customer under the provisions of Article 21 of 
the Sixth Directive. The Luxembourg VAT only authorizes the 
Government to introduce such rules but no further _regulations 
have been issued. .Thus, under current law it is always the non- 
resident supplier of the services who must submit_ the VAT re- 
turns and make the payments. V 

However, non-resident suppliers of services performed in Luxem- 
bourg are not necessarily obliged to appoint a-fiscal representative 
in' that country. Immany cases»the customer may take over the 
obligation to pay VAT or the supplier may put up :collateral. 
With respect to refund of_ VAT the speaker stated that currently 
the LuXembourg tax authorities demand that the supplier Of the 
services file the VAT returns himself. No refund is available if the 
formalities are being taken care of by the customer. 

SUMMARY‘OF DEBATES 
ON THE» SECOND AND THIRD SUBJECTS * 

1. The question was raised whether Belgian enterprises have met 
with financial difficulties because the' collateral demanded by the 
Luxembourg VAT authorities and which must be placed with a 
Luxembourg financial institution is very substantial. Mr. -Prussen 
replies that it is not obligatory to put up collateral and that'the 
non-resident supplier can always propose to appoint a fiscal re- 
presentative instead. In many cases the customer will be prepared 
to act as such a fiscal representative. 
2. It was further asked whether fiscal repreSentatives do normal- 
ly'demand compensation for their services. Mr. Cappelleman has 
no personal knowledge of such situations but he believed that a 
remuneration will be asked. 
3. It was agreed that the formalities imposed on non-resident 
entrepreneurs are financially burdensome and time consuming. 
However, no VAT system is in itself watertight and the VAT au- 
thorities need these formalities4to combat tax fraud. Mr. Guieu 
pointed out that the EEC Commission did its utmost to draft the 
Sixth Directive in such manner that no fiscal representative would 
be needed but unfortunately not all its proposals were accepted. 
However, the Eighth Directive will further reduce the number of 

- cases_ wherein a fiscal representative must be appointed. 
4. Taxpayers who are exempt from VAT (e.g. hospitals) may 
cause a problem where they receive services from a non-resident 
supplier and become liable to the payment of VAT on such ser- 
vices. In Belgium, payment is effected through the affixing of 
stamps and it was thought that administrative checks were poss- 
ible, In France such taxpayers, when exempted, are often subject 
to investigation by public authorities representing the State: Lux- 
embourg does not yet have rules under which the customer is 

_ 

subject to VAT. 

* This summary has been made by the Editors of the Bulletin 
who are solely responsible for its contents. 
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5. The following question was asked: a Belgian compa'ny pos- 
sesses a permanent establishment in France. It rents a tank car 
to be used in Belgium from a lessor in France. In this case French 
VAT is due. Is this‘VAT refundable? The reply was: yes under 
the provisions of the Ministerial Decree of September 29, 1979. 
When the Eighth Directive is in force, a refund will be available 
under the provisions of that Directive.

' 

6. The next question was: a Belgian company acts as an agent 
for the account of a Canadian customer, soliciting sales for this 
customer.‘ Sales' are; effected in Belgium and abroad. The' mer— 
chandise is sent to the final qustomer but not from a warehouse 
situated in Belgium. The reply was: in such a case no Belgian 
VAT is due. ‘ 

_

' 

7. What possibilities exist for a taxpayer in case the VAT au- 
thorities of two EEC Member Countries have different interpreta- 
tions of VAT law? The following solutions may be available; 
(i) If the text of the VAT Directive is ambiguous,‘ resulting in 

differing legal provisions or differing interpretations in two 

ERRATUMV 
The article by Howard M. Liebman, “Allocations of for- , 

eign blocked income under United States tax law”, in 
the June 1980 issue of the Bulletin contains a serious 
printing error which distorts the meaning of the article. 
Please read on page 253, left column, 18th line from 
bottom: “The Sixth Cirbuit refused to accept this argu- 

. or more countries, the taxpayer may request his VAT admin- 
istration to submit the problem. to the VAT Committee of 
the EEC Commission. In this manner a certain uniform inter- 
pretation may be reached. ‘ 

3 
' 

» - 

'

. 

If there? is litigation thé taxpayer may file a complaint with 
the EEC Commission which then examines the situation and 
may open the procedure of Article 169 of the Rome Treaty 
for violation of the Treaty. The taxpayer may also request 
the national court to let the Court of Luxembourg render a 
preliminary decision. : ‘ 

'. 

As of January 1, 1981 the Directive on mutual assistance will 
come into effect and from then on the tax administrations of the 
countries concerned may attempt to solve the problem bilateral-V 
ly. » 

8. The last question Concerned services rendered by itinerant 
traders (é.g. ",cobblers)~ andhaving no fixed domicile or permanent 
establishment. Admittedly, these persons, when perforniing tax- 
able services, will be difficult to assess to VAT and‘in many cases 
they may benefit from relief accorded to small entrepreneurs. 

(ii) 

ment, however, and. reversed the decision of the court 
below. The Circuit Court cites a number of decisions, in- 
cluding'First Security Bank of Utah, for the principle 
that a taxpayer need not arrange its affairs so as to 
maximize its tax liability. 2.5.” The..underlined part was 
omitted in the article. ' - - 
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AFRICA 
AFRICA GUIDE 1980 
Saffron Walden, World of Information, 1979. 430 pp. 
Country by country chapters provide up to date economic and 
political information; a general part contains studies of develop- 
ment in the continent (such as “Processing for export: a short 
guide to Africa’s industrial free zonés”). The material was furnish- 
ed by ‘various contributors. (B. 13.059) 

DROIT DES SOCIETES EN AFRIQUE 
(Afrique noire francophbne, Maroc et Madégascar). By Georges 
Meissonnier. Paris, Librairie Générale de Droit et de Jurispru- 
dence, 1978. Bibliothéque Africaine et Malgache, Tome XXVII. 
863 pp., 215 Fr.Frs. - 

Study describing and analyzing the present company law in force 
in the French-speaking African countries. Registration duties pay- 
able at the creation of companies are dealt with. The Countries in- 
cluded are: Benin, Cameroon, Zaire, Ivory Coast, Gabon, Guinea, 
Upper Volta, Madagascar, Mali, Morocco, Mauritania, Niger, Cen- 
tral African Republic, Senegal, Chad and Togo. (B. 13.057) 

ALGERIA 
INVESTMENT CODES OF NORTH AFRICA 
Compiled and translated _by Elizabeth de Brauw. Amsterdam, In- 
ternational Bureau of Fiscal Documentation, 1979. Publications 
of the International Bureau of‘Fiscal Documentation, No. 27. 
66 pp. ‘ 

English translations of investment statutes and related laws, pre- 
ceded by a short introduction to investment andtaxation in 
‘Algeria. (B. 13.062) 

ARGENTINA 
IMPUES’I‘OS NACIONALES 1979 
Leyes — Decretos reglamentarios; disposiciones complementarias. 
Buenos Aires, Editorial Cangallo, 1979. 566 pp. 
Compilation of the principal tax laws and tax regulations of Ar- 
gentina. Supplementary material includes the texts of some of the 
tax treaties entered by Argentina. (B. 15.978) -

~ 

IMPUESTOS NACIONALES 1980 
Leyes — Decretos reglamentarios; disposiciones complementarias. 
Buenos Aires, Editorial Cangallo, 1980. Numero extraordinario 
de “La Informacién”. 532 pp. 

'
' 

1980 Compilation of tax laws and decrees. (B. 15.990) 
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TAXATION IN ARGENTINA 
International Tax and Business Service. New York, Deloitte Has- 
kins & Sells, 1979. 60 pp. . 

.

' 

Comprehensive outline of the tax system in Argentina with em- 
phasis on income taxes. (B. 15.972) ' 

ASIA 
ASIA’S LABOR MARKET 
Tapping the region’s greatest resource. Hong Kong, Business In- 
ternational Asia/Pacific Ltd., 1979. 240 pp. 
Research report on labour markets in Asia organized by country 
and largely based on the experience of companies within each 
country. Countries covered are Bangladesh, Hong Kong, India, In- 
donesia, Republic of Korea, Malaysia, Pakistan, Philippines, 
Singapore, Sri Lanka, Taiwan, Thailand. Quality of labour, re- 
cruiting and training, wages and related costs and industrial rela- 
tions are dealt with . (B. 51.493) 

ASIAN INDUSTRIAL EXPANSION 
- 

By Anthony Edwards. Published and distributed by: The Finan- 
cial Times Ltd., Bracken House, Cannon Street, London EC4P 
4BY. 1977. 211 pp. 
Study on the economic development in Asia and the investment 
and export opportunities for Western European business enter- 
prises withjn or with this part of the world. (B. 51.532) 

BANKING STRUCTURES 'AND SOURCES OF FINANCE IN 
THE FAR EAST 
Edited by The Banker Research United. 3rd Edition. London, Fi- 
nancial Times Business Publishing, Ltd., 1980. 350 pp., £50. 
Revised third edition of study describing the role of the central 
bank and the operation of different types of banks doing business 
(including finance houses, savings banks, foreign and joint ven- 
ture banks) in Australia, New Zealand, the Philippines, Thailand, 
Singapore, Hong Kong, Japan, Indonesia, Malaysia, South Korea 
and People’s Republic of China. The book is available from the 
Book Sales Dept, Financial Times Business Publishing, Minster 
'House, Arthur Street, London EC4R 9AX. (3. 51.577) 
MERCHANT BANKING IN THE FAR EAST 
2nd Edition. By Michael T. Skully. London, Financial Times 
Business Publishing, Ltd., 1980. 474 pp., £60. 
Revised second edition of study on the state of merchant banking 
in Australia, Hong Kong, Indonesia, Japan, Malaysia, New Zea"- 
land, the Philippines, Singapore, South Korea, Thailand. The 
book is available from the Book Sales Dept, Financial Times 
Business Publishing, Minster House, ‘Arthur Street, London EC4R 
9AX. (B. 51.578) . 

REVENUE SYSTEMS OF ASEAN COUNTRIES 
An overview. By Mukul G. Asher. Singapore, Singapore Universi- 

- 

t5; Press,'1980. 66 pp. 
Comparative analysis of central government revenues in member 
countries of ASEAN (Association of South East Asian Nations). 
(B. 51.547) 

STATISTICAL YEARBOOK FOR ASIA AND THE PACIFIC 
1978 ‘ 

Bangkok, Economic and Social Commission for Asia and the 
Pacific, 1978. 506 pp. 

'

. 

Eleventh issue of statistical yearbook covering the following 
ESCAP member countries: Afghanistan, Australia, Bangladesh, 
Bhutan, Brunei, Burma, China, Cook Islands, Democratic Kam- 
puchea, Fiji, Gilbert Islands, Hong Kong, India, Indonesia, Iran, 
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Japan, Republic of Korea, Lao People’s Democratic Republic, 
Malaysia, Maldives, Mongolia, Nauru, Nepal, New Zealand, Pacific 
Islands, Pakistan, Papua New Guinea, Philippines, Samoa, Singa- 
pore, Solomon Islands, Sri Lanka, Thailand, Tonga, Tuvalu, Viet- 
nam, Democratic People’s Republic of Korea. (B. 102.621) 

AUSTRALIA 
AUSTRALIAN INCOME TAX GUIDE 

1 

Being the 25th edition of Gunn’s Guide to Commonwealth In- 
come Tax. By E.F. Mannix and D.W. Harris. Chatswood, Butter- 
worths, 1980.,752 pp., Aus$22.50. 
Summary of 1979 changes with references to “Australian Income 
Tax Law and Practice” by the same aufihors. (B. 51.524/530) 
BUTTERWORTHS INCOME TAX LEGISLATION HANDBOOK 1980 
Incorporating the Income Tax Assessment Act 1936 together 
with Ancillary Income Tax Legislation as amended to December 
1979. Edited by Butterworths’ Editorial Staff. Chatswood, But- 
terworths, 1980. 1136 pp., Aus$22.50. ‘ 

Consolidated text of the Income Tax Assessment Act 1936 up- 
dated to December 1979 and related statutes thereto. (B. 51.529) 

INCOME TAX ASSESSMENT ACT 1936 
Incorporating all amendments by legislation made to 31 Decem- 
ber 1979. With tables of provisions, note and index to act and 
regulations. Canb'erra, Government Printer, 1979. 880 pp. 
(B. 51.527) 

TAXATION AND THE FAMILY UNIT 
Report (if proceedings of a public seminar convened by the Taxa- 
tion Institute Research and Education'Trust at Sydney, May 30, 
1979. Sydney, Taxation Institute Research and Education Trust, 
1980. 46 pp. 

.

' 

Report subjects include, inter alia: “Asprey proposals for family 
unit taxation” by R.W. Parsons; “Taxation and the family unit: 
social aspects” by Meredith Edwards. (B. 51.543) 

AUSTRIA 
DOKUMENTATION ZUR STEU-ERREFORMKOMMISSION

- 

By Otto Heli e. Vienna, Wirtschaftsverlag Dr. Anton Orac, 1980. 
232 pp., 350 S. 
Compilation of documents relating to the discussions and prepa- 
ratory work of the Austrian Tax Reform Committee. 
(B. 102.551) ' 

DAS EINKOMMENSTEUERGESETZ 
Nach dem Stande vom 1. Jinner 1980. Zehnte Auslage. By Karl 
Dollak, Egon Bauer and Emmerich Simon. Vienna, Im Selbstver- 
lag der Verfasser, 1980. 614 pp. > 

Tenth edition of a book containing the text of and comments on 
the Austrian individual income tax as of January 1, 1980. The 
texts of a number of other relevant laws and an extensive index 
are appended. (B. 102.686) 

BELGIUM 
DE BELGISCHE BELASTINGEN 
Derde herziene druk. By A. Tiberghien. Antwerp/Deventer, 
Kluwer, 1980. 101 pp. 
Third revised edition bf publication describing taxes levied in Bel- 
gium ; the material is up to date as of March 1, 1980. 
(B. 102.637) 

FISCAAL ZAKBOEKJE 1980 
By E.J. de Wolf and J; Rousseaux. Antwerp, Kluwer, 1980. 103 
PP.

, 

“Fiscal pocket book 1980” contains in a nutshell all the relevant 
provisions of the major tax laws levied in Belgium. (B. 102.642) 
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PEREQUATION CADASTRALE ETTREFORME DE LA 
FISCALITE IMMOBILIERE 
1. Commentaire de la loi du 19 juillet 1979; 2. Textes légaux. By 
Jacques Malherbe and Jacques Autenne. Brussels, Maison Ferdi- 
nand Larcier, 1980, 1980. 62 + 48 pp. 
Two volumes containing legal text and comment on the law of 
July 19, 1979 which modified the 1962 tax reform concerning 
immovable property taxation (cadastral income) in Belgium. 
(B. 102.577/578) ' 

BRAZIL 
FINOR ORIENTApfiEs E PROCEDIMENTOS-BASICOS 
By José Geraldo Wanderley, Paulo de Tarso de Moraes Souza and 
Eugénio Cordeiro Benevides Filho. Rio de Jahairo, Ministério do 
Interior, Departamento de Indfistria e Comércio, 1977. Série: 
Brasil — SUDENE — Industrializagfio, 8. 40 pp. 
Discussion of the Investment Fund for the North-Eastern regio‘n ‘ 

and its operation. (B. 15. 965) ' 

TEORIA GERAL DO DIREITO TRIBUTARIO 
2a Ediq’éo. By Alfredo Augusto Becker. $50 Paulo, Ediga’o Sarai- 
va, 1972. 621 pp., 590

_ Handbook on the general principles of tax law. (B. 15.936) 

CANADA 
DOMINION TAX CASES 
Volume 33, 1979. Don Mills, CCH Canadian, Ltd., 1980. 9220 
PP- 
Bound volume containing full text of 1979 loose-leaf Dominion 
Tax Cases reports. (B. 102.632) ' 

INCOME TAX ASPECTS OF EXECUTIVE AND EMPLOYEE COMPENSATION 
Corporate Management Tax Conference 1979. Toronto, Canadian 
Tax Foundation, 1980. 294 pp., $11. 
Published papers and proceedings of the 1979 Corporate Manage- 
ment Tax Conference held in Toronto in June 1979tich was 
devoted to income tax aspects of executive and employee com— 
pensation. (B. 102.596)

. 

INTERGOVERNMENTAL TRANSFERS IN CANADA 
By Robin W. Broadway. Toronto, Canadian Tax Foundation, 
1980. Financing Canadian Federation: 2. 93 pp. 
Study designed to review the existing system of intergovernmen- 
tal grants in Canada, consider their economic rationale, and offer 
some suggestions for structural change. (B. 102.640) 

.

‘ 

THE NATIONAL FINANCES 1979-1980 
An analysis of the revenues and expenditures of the Government 
of Canada. Toronto, Canadian Tax Foundation, 1980. 310 pp. 
(B. 102.641) _ 

CHILE 
1979 BOLETIN DE ESTADISTICA TRIBUTARIA 
Tomo I: Impuesto a la renta. Santiago, Servicio de Impuestos In- 
ternos, 1979. 52 pp. 
Bulletin including statistics and other data on income tax reve- 
nue. (B. 15.984) - 

CHINA (PEOPLE’S REPUBLIC) 
CHINA’S ECONOMY IN THE 1980’s 
Conference report of a seminar held on March 7-8, 1978 in'Hong 
Kong convened by the Economic Information and Consultancy 
Co. based in Hong Kong. Hong Kong, Economic Information and 
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Consultancy Co., 1978. 66 pp. . 

Chinese and English texts'of speeches given by'various contribu- 
tors. The topics include,. inter alia: “Chinese way of moderniza- 
tion and the prospects for China’s economy in the 1980’s” by 
Xu Djxing; ‘~‘On reforming China’s economic management sys'- 

tem’.’ by Lin Kuoguang; “The concept and prospects Of Guang- 
ddng special éqpnomic zoné” by Sun Ru."(B. 51.531) 

ECONOMIC MANAGEMENT IN CHINA 
By Joén Robinson. Cambridge, Anglo—Chinese Educational In- 
stitute, 1976. 40 pp. (B. 51.521) 

HOW TO DO BUSINESS WITH CHINA 
A seminar for businESsmen, bankers, ‘lawyers and accountants. 
New York, Law Journal Seminars-Press, Inc.; 1979. 515 pp. > 

' Collection of informative articles on China relating to .doing busi— 
ness‘with China. The English texts of the Constitution anqthe 
Act for the Control of Trademarks are ipclu’ded. (B. 51.507) 

.STATUTE OF TIANJIN INTERNATIONAL. TRUST AND',‘ ‘ 

‘f 

INVESTMENT CORPORATION 
Tianjin, Tianjin International Trust-and Investment Corporation, 
1980. 18 pp. (B_. 51.523) q CHINA HAS NO‘ INFLATION ' 

By Peng Kuang-Hsi. Peking, Foreign Languages Preés, 1976. 44 
pp. (B. 51.522) 

WIRTSCHAFTLICHE ENTWICKLUNG UND SOZIALER ‘ 

WANDEL IN DER VOLKSREPUBLIK CHINA, 
By Willlraus. Berlin,‘Springer Verlag,y1979. 738 pp. 
German-language study on'economic development and social 
change in the People’sepublic of China. Dealt with are mea- 
sures in the field of Education, health care, population gro'wth 
and minority population policy. An extensive list of literature 
and statispics is appended. (B. 51.568) 

’
‘ 

COLOMBIA 
PRINCIPIOS DE DERECHO TRIBUTARIO" 
La réfofma tribut'éria de‘ 1960. Ilfipuestos 's’ébré la renta, patri; 
monio y exceso de utilidadés en Colombia. Second edition. By 
Isaac Lopez Freule. Bogoté, Ediciones L‘erner, 1962. 805_ pp. 
Comprehensive discussion of the general, principles of tax law in 
Colombia and the tax reform' of 1960, with respect td income 
tax, net worth tax and liquidation income._(B. 15.98_5) ' 

DENMARK 
EJENDOMSSALG 2. HALVKR 1979 
Udarbejdet af Statsskattedirektoratet. V’urderingsafdelingen. Co- 
penhagén, Government Printer, 1980. 75 pp. 

‘ Statistics on the “free” sales' of real property in the second half of‘ 
1979 in Denmark (thus not including, for example, auction sales) 
prepared by the Evaluation Department of the National Tax' 
Directorate. (B. 102.645) . 

ECUADOR 
LEY DE IMPUESTO A LA REN'fA Y REGLAMENTO 
Prepared by Luis A. Tobar Sanchez. Quito, Co'rpbracién de Estu- 
dios y Publicacipnes, 1979. 182 pp. 

‘
' 

Income tax law and regulations. (B. 15.979) 

FRANCE 
LAMY SOCIETES 

“‘Droit des sociétés commerciales. Paris, Lamy S.A., 1980; 1337 
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Monograph explaining company law for doing business in France 
effective as of February 1, 1980'.‘(Forms and other relevant docu- 
ments are not published annually. See two-volume 

‘ 
edition of 

1979.)(B. 102.601) - -‘ 

'

- 

MEMENTO PRATIQUE FRANCIS LEFEBVRE 
Fiscal 1980. Paris, Editions Francis Lefebvre, 1980. 1117 
Annual guide for 1980 containing explanation of the French tax 
law as of April 10, 1980. (B. 192.633) 

MEMENTO PRATIQUE FRANCIS LEFEBVRE 
Social 1980. Securité sociale, droit du travail. A jour au ‘10 avril 
1980. Paris, Editiqns Francis Lefebvre, 1980; 927 pp. ‘ '

‘ 

Annual guide for .1980 containing explanation of Erench'social 
security and labour.laws as of April 10, 1980. (B. 102.634) 

PRECIS DE FISCALITE 
Volumes I and II. Prepared by Ministére du Budget, Direction 
Générale des Impéts. Paris, l’Imprimerie Nationale, 1980. 1068} 
825 pp. ' 

.‘ _ A. 

Volume I of this tax guide de'als with individual income tax, com- 
pany income tax, value added tax, tax on teal property arid ca'pi- 
tal. gains. Volumell'govers registration and .stamp duties, indirect 
takes and direct local taxes, control, "sanctions, cadastral admin- 
istration and other related tax matters. (B. 102.635) 

GERMAN DEMOCRATIC REPUBLIC . 

LQHNSTEUERTABELLEN FUR MONATLICHE UND. 
TAGLICHE LOHNZAHLUNGEN MI_T ERLA'UTERUNQEN 
Berlin (East), Staatsverlag der Deutsc‘hen Demokratischen Repub- 
lik, 1980. 79 pp, , _ 

' 

V

‘ 

Bapklet explaining the essential elements of the wage tax system 
of the German Democratic Republic_with full tax. tables vfo'r 
monthly and daily wage payments. (B. 102.522) 

GERMAN FEDERAL REPUBLIC '~

‘ 

EINKOMMENSTEUER-RICHTLINIEN 
Einkommensteuergesetz und EihkommensteuerDv. -4., neubear- 
beitete Auflage. Stand 12 Februar '1980. Munich, Verlag C.H._ 
Beck,>1980. 720 pp., 19:80 DM. ' 

‘ 
. 

'- A 

This book contains the texts of the German incoi'ne tax law, the 
income tax regfilatory ordinapce and the incbme tax directiv‘e‘s. It 
is up to date as per February 1, 1980. (B. 102.675) 

‘ LA FISCALITE ALLEMANDE: SE_S PIEGES ET SES‘ 
POSSIBILITES 

E

. 

By Gerhard Haas; Paris; Librairie Généréle de Droit et de Juris- 
prudenbe, 1979. 107 pp‘., 48‘.50‘Fr.Frs. ’ 

' ~ 

' 

. 
' ' 

.

‘ 

Explanation in French of the major features of the German tax 
system, such as individual and corporate income tax and value 
added tax. The book also contains an overview of the internation- - 

a1 aspects of German tax law. Tax tables' of the income tax and 
translations of legal provisions of interest to foreign taxpayers are' 
appended. (B. 102.595) 

THE GERMAN COMMERCIAL CODE b 

-_ . 

As amended to January 1, 1978‘ By Simon L. Goren and Ian S; 
_ 

Forrester. Littleton, Fred B. Rothman & Co., 1979. 210 pp. . 

English translation of and annotations to the Gérman Commercial 
Code, effective as per January 1’, 1978. (B. 102.572)

‘ 

GRUNDSATZE ORDNUNCSMASSIGER BILANZIERUNG 
FUR BETEILIGUNGEN ' 

‘ 
.. 

By Eberhard Weber. Diisseldorf, IdW Verlag, 1980. Schriftender 
Schmalenbach-Gesellschaft, Band 7. 278 pp., 48 DML ' 

‘ 

' ‘ 

Monograph forming‘ part of a series which studies the basic prin- 
ciples of drafting the balance sheet in a regular way; the present 
work emphasizes participations in companies and other enter-' 
prises. (B. 102.573) v 4

. 
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HANDBUCH DER FINANZWISSENSCHAFT 
Dritte, gfinzlich neubearbeitete Auflage unter Mitwirkung von 
Norbert Andel und Heiz Haller. Herausgegeben von Fritz Neu- 
mark. Lieferungen 27-30. Tfibingen, J.C.B. Mohr (Paul Siebeck), 
1980. 320 pp., 95.40 DM. 1 » 

Third revised edition of a handbook on public finance prepared by 
Norbert Andel and Heinz Haller and edited by Fritz Neumark. 
The present supplements deal particularly with parafiscal budge— 
tary revenue and the theory of public indebtedness. (B. 102.589) 

HANDBUCH DER STEUERVERANLAGUNGEN 1979 
Einkommensteuer, Kbrperschaftsteuer, Gewerbesteuer,. Umsatz- 
steuer. Munich, Verlag C.H. Beck, 1980. 2700 pp., 124 DM. 
Annual guide for filing 1979 returns for individual income tax, 
corporate income tax, business tax and turnpver tax. ‘ 

(B. 102.674)
' 

STEUERBERATER — JAHRBUCH 1979/80 
Edited by Franz Hérstmann, Ursula Niemann en Gerd Rose. 
Cologne, Verlag Dr. Otto Schmidt, 1980. 582 pp., 89 DM. 
Proceedings and lectures of the 31st congress of German tax ad- 
visers held in 1979. Congress topics dealt, inter alia, with tax po- 
licy from the point of view of the “Linder”, the _new 1980 Turn- 
over Tax Law, possibilities to set up private old age pensions, tax 
problems with respect to the finishing of business activities, the 
available net worth and corporate income tax, etc. (B. 102.570) 

DIE VERANLAGUNG ZUR EINKOMMENSTEUER FfiR ' 

1979 ' 

Einkommensteuergesetz, Durchffihrungsverordnung, Richtlinien, 
Anlagen, Rechtsprechung, Nebengesetze, Tabellé, Stichtwortver- 
zeichnis. Diisseldorf, IdW-Verlag, 1980. 1259 pp., 36 DM. ‘ 

Annual guide for purposes of filing individual income tax return 
for 1979 assessment year.‘ Relevantlfiext ’of statutes is appended. 
(B. 102.591) 

' 
’ ‘ 

DIEVERANLAGUNG ZUR GEWERBESTEUER FOR 1979 
Gewerbesteuerg “ DIE VERANLAGUNG ZUR GEWERBESTEUER FUR 1979

‘ 

Gewerbesteuergesetz, Durchfiihrungsverordnung, Richlinien, An~ 
lagen, Rechtsprechung, Nebengesetze, Stiphwortverzeichnis. Diis- 
seldorf, IdW-Verlag, 1980. 304 pp., 21.50 DM. 
Annual guide containing ‘the text of the business tax law, the 
regulatpry ordinance to the binsiness tax law, case law and other 
relevant material for the 1979 tax assessment year. (B. 102.593) 

DIE VERANLAGUNG ZUR KURPERSCHAFTSTEUER FUR 1979 ' 

K'érperschaftsteuergesetz, Durchffihrungsverordnung, Richtlinien, 
Anlagen, Rechtsprechung, Nebengesetze, Stichwortverzeichnis. 
Dusseldorf, IdW-Verlag, 1980. 607 pp., 29 DM. . 

Annual guide containing the text of the corporateV‘income tax 
law, the regulatdry ordinance -_to the corporate income tax law, 
case law and other relevant material for the 1979 tax assessment 
year. (B. 102.592) ‘ ~ 

DIE VERANLAGUNG ZUR UMSATZSTEUER FUR 1979 
Umsatzsteuergesetz, Durchfiihrungsverordnung, Anlagen, Recht- 
sprechung, Nebengesetze, Stichwortverzeichnis. Dusseldorf, IdW— 
Verlag, 1980. 1378 pp., 44 DM. 7

. 

Ann’ua] guide for purposes of filing turnover. tax return for 1979 
assessment year.. Relevant text of statutes is appended. 
(B._102.594) ‘ 

GUATEMALA 
TAXATION IN GUATEMALA 
International Tax and Business Service. New York, Deloitfie Has- 
kins& Sells, 1979.46 pp. , ‘ 

_ ‘ l 

- Comprehensive outline of taxation in Guatemala. After an intro- 
duction to the tax. systgm, income taxes ,ahd other taxesare 
covered. (B. 15.973) ' 
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HONG KONG 
HONG KONG: A TAX HAVEN FOR EVERYONE 
By S. Nomine. Hohg Kong, Excelsior Publications, Ltd., '1980. 
182 pp., HK$1_4,95. “ 

A pseudonymous author provides a guide for afiyone interested in 
finding ways to'reduce taxation, dedicated. to all long-suffering 
taxpayers. Topics include invoicing, reinvoicing and similar ope- 
rations. Some interesting cases are also presented. (B. 51.567) 

INDIA
_ 

CASES ON VALUATION UNDER DIRECT TAX LAWS 
Vol. I, 1977 and Vol. II, 1978. By H.G. Agarwal and~Rarii Khar- 
banda. Allahabad, Law Publishing House, 1977/78. 786 pp.;’600 
Tvéo bound volumes containing text (if case law on valuation 
under direct tax laws of India, covering annual letting value, as- 
sets, estate, gold, goodwill, house property, land, shares, etc. 

‘ (B. 51.525/526) 7

- 

COMMENTARIES ON EAW OF INCOMEITAX IN INDIA! 
11th Edition.- Volume II (Sections 35-137); 1979-80; 'By V.S. 

' Sundaram. Allahabad, Law Publishers, 1979. 2272 pp. 
Volume II of a four-volume series containing comment on Sec- 
tions 35 to 137 of the Indian income tax law. (B. 51.563) 

DISPARITY TAX IN A COMPOSITE ECONOMY 
By Gautam Mathur. Dehli, Macmillan Company of India, Ltd., 
1975. 264 pp. ‘V - 

' 

.

' 

Study explaining the implications of the introduction of an ex- 
penditure tax in lieu of an income tax in a planned, guided .devel- 
oping economy where public and private sectors exist. 
(B. 51.561) 

INCOME-TAX READY RECKONER; ASSESSMENT YEAR 
1979-80 

' With rates tables and examples for: (1) wealth-tax; (2) estate 
duty; (3) gift-tax; (4) companies surtax; (5) compulsory deposit 
(taxpayers) scheme. Assessment year 1980-81 for deduction of 
tax from “salaries” and computation of “advance tax” during the 
financial year 1979-80. By V.G. Mehta and NV. Mehta. Bombay, 
Shri Kuber Publishing House, 1979: 320 pp. 
39th Consecutive edition of quick reference guide for the assess— 
ment year 1979-80 with respect tovmajor taxes levied in India. 
(B. 51.544) - 4 

' ‘ 

REGISTRATION AND ASSESSMENT OF'FIRMS AND- 
THEIR PARTNERS UNDER THE INCOME TAX ACT, 1961 
Amended and b'rought‘up-to-date ihcluding the Taxation Laws 
Amendment Act, 1975. By Ved Prakash Verma. Allahabad, Cen- 
tral Law Agency, 1976. 458 pp. ‘ 

'
" 

Second edition of monograph explaining registration of firms 
under the Income Tax Act of India. (B. 51.562) V 

INDONESIA 
INFORMASI 
Peraturan perundang-undangan Républik Ihdonesia. Jakarta, 
Pusat Dokumentasi Hukum, 1979. 400 pp. 
Sourcebook entitled “Information” containing all statutes of the 
Republic of Indonesia promulgated in 1978, compiled by the 
Pusat Dokum‘entasi Hukum (Documentation Law Centre), Facul- 
ty 'of Law of the University of Indbnésia, Jakarta. (B. 51.566) 
LIST OF PRIORITY SCALES FOR FIELDS FOREIGN 
INVESTMENT FOR THE YEAR 1980‘~ .

' 

Daftar skala prioritas bida'ng usaha penanam~an 
' modal dalam 

negeri tahun 1980. Jaka'rta, Badan Koordinasi Penanaman Modal 
(Investment Coordinating Board), 1980. 60 pp. (B. 51.533) 
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INTERNATIONAL 
THE DIALOGUE BETWEEN THE TAX ADMINISTRATION AND THE TAXPAYER UP TO THE FILING OF THE TAX RETURN 
XXXIVe COngrés International de droit financier et fiscal, Paris, 
1980. Deventer, Kluwer, 1980. Cahiers de droit fiscal internation- 
al, Volume LXVa. 444 pp. 
Analysis by Huy Delorme, the general reporter, on the national 
reports contributed by the various authors on the title subject. A 
summary of each report in English, French, German and Spanish 
is appended. National reports include the following countries: 
German Federal Republic, Argentina, Australia, Austria, Belgium, 
Canada, Colombia, 1 Denmark, U.S.A., France, Greece, Hong 
Kong, Israel, Norway, the Netherlands, Portugal, United King- 
dom, Sweden, Switzerland, Uruguay. (B. 102.699) 

EAST-WEST INDUSTRIAL CO-OPERATION 
New York, United Nations, 1979. 122 pp. (B.- 102.705) 
ESTUDIOS DE DOBLE IMPOSICION INTERNACIONAL 
Edited by José Maria de la Villa. Madrid, Instituto de Estudios 
Fiscales, 1979. 395 pp. 

' 
' ' 

Studies by various authors on aspécts of international double 
taxation. Problems in the OECD Model Convention are consider- 
ed. (B. 102.697) - 

. 
~

‘ 

INTERNATIONAL‘MONETARY FUND 
Summary proceedings of 

‘ 

the thirty-fourth annual meeting of the 
Board of Governors, October 2~5, 1979. Washington, Internation- 
al Monetary Fund, 1979. 376 pp. (B. 102.623) 

KENNIS VAN ZAKEN 
Aspecten van know-how-recht in de Europese Gemeenschap en 
de Verenigde Staten. Know-how-law in the European Community 
and the United States. By Petrus Johannes Idenburg. Deventer, 
Kluwer, 1979. 247 pp. ' 

Dutch-language thesis with a summary in English. (B. 102.626) 

PENSION PLANNING 
Bva‘rk Daniel. London, Gee & Co. (Publishers) Limited, 1980. 
128 pp. '

- 

Guide primarily intended for accountants, discussing pension 
planning schemes with yefefence to tax advantages, (B. 102.688) 

LES IREGIMES FISCAUX VISANT A ENCOURAGER LES 
INVESTISSEMENTS DIRECTS ET DE PORTEFEUILLE DANS 
LES PAYS EN VOIE DE DEVELOPPEMENT 
L’interactio‘fi du systéme fiscal gai'rois et des régimes préférentiels 
des pays de l’O.C.D.E. By Lofumbwa Bokila. Louvain, Univ_ersité 
Catholique de Louvain, 1980. 309 pp. - 

Thesis on tax regimes designed to encourage direct; and portfqlio 
investments in developing countries; The interaction of the tax 
systems between capital importing and exporting countrieé 
taken into account with emphasis on the tax system in Zaire and 
possible developments in the industrialized OECD countries. 
(B. 102.700) 

RULES FOR DETERMINING INCOME AND EXPENSES 
AS DOMESTIC OR FOREIGN 
XXXIVe Congrés International de droit financiey et fiscal, Paris,‘ 
1980. Deventer, Kluwer, 1980. Cahiers de droit fiscal internatio- 
nal, Volume vb.'690 pp. , 

V 

. 
.

- 

agress report for the International Fiscal Associatioh contain- 
ing general report. and national reports on ~the title subject} A 
summai‘y of each report in‘ English, French, German and_Spanish 
is appended. The report by the general reporter, Robert J. Patrick 
Jr., is printed in full>in the four languages. National reports in- 
clude the following countries; South Africa, German Federal Re- 
public, Argentina, Australia, Austria, Belgium, Canada, Colombia, 
Spain, U.S.A., Finland, France, Greece, Hong Kong, Israel, Italy, 
Japan, Luxembourg, Mexico, New Zealand, the Netherlands, Por- 
tugal, United Kingdom, Switzerland. (B. 102.699) 
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ITALY '

I 

I.V.A. 
Milan, Banco Commerciale Italiana, 1980. 1161 pp. 
Compilation of statutes concerning VAT. (B. 102.638) 

JAPAN 
GUIDE TO JAPANESE TAXES 1979-80 
By Gomi Yuji. Tokyo, Zaikei Shobo Sha, 1979. 278 pp. 
Annual updated information on Japanese taxes levied as of April 
1, 1979. (B. 51.353) ‘

‘ 

OECD ECONOMIC SURVEYS: JAPAN .

' 

Paris, Organisation for Economic Co-operation and Development; 
1980. 87 pp. (B. 102.383) .: 

KENYA 
FUNDAMENTALS OF INCOME TAXATION IN KENYA 
By Ngotho Wa Kariuki. Nairobi, Midi-Teki Publishers, 1978'. 282 

'2 

Te'xtbook on income tax in Kenya, with exercises at the end of 
each chapter. (B. 13.055) 

FOREIGN INVESTMENT IN A DEVELOPING ECONOMY A' I 

Prépared and published by Busifiess Internatiorial, Geneva, 1980. 
166 pp. ‘ 

. 
. 

_ 
’

’ 

Monograph on Kenya describing foreign investment opportuni- 
ties, including labour law ,and taxes. Appended are the texts of 
relevant laws (such as the Foreign Investment Protection Act) and 
addresses of relevant institutions. (B. 13.060) 

MALAYSIA 
MONEY AND BANKING IN MALAYSIA 
By the Economic Research and Statistics Department. Kuala 
Lumpur, Bank Negara Malaysia, 1979. 437 pp. 

' 
'- 

Study of the development and present state of money and bank- 
ing in Malaysia. (B. 51.575)

‘ 

MEXICO 
BUSINESS STUDY: MEXICO 
London, Touche Ross International, 1979. 155 pp. .

) 

Introductory information to'doing business in Mexico dealing, 
inter alia, with taxation. (B. 15.977) 

THE NETHERLANDS 
BELASTINGWETTEN 
Elfde druk 1980. Deventer, Kluwer,'1980. 526 pp. 
Eleventh edition of consolidated text of tax laws of the Nether- 
lands (for the tax year 1980) with a short introduction by C.P.A. 
Geppaart. (B. 102.683) 

BEDRIJF EN BELASTIN GEN 7 

By H.B. Benist, P.W. Moerland 'and W.H. Somermeyer. Deventer, 
Kluwer; Alphen a.d. Rijn, Samsom, 1980. Serie “Burger en belas- 
tingen; bevindingen uit een enquéte”, No. 4. 68 pp., 30‘Dfl. 
“Enterprise and Taxation” is a study based on the results Of a 
1973 questionnaire answered by private persons (sole proprietors, 
employees) with respect to their reactions to taxation. 
(B. 102.588) 
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DATA JURIDICA 
Documentatie van juridische literatuur. Deventer, Kluwer, 1980. 
Monthly loose-leaf publication providing annotated documenta- 
tion of legal publications (books, articles) appearing in the Dutch 
language. (B. 102.537) 

DIRECT TAXES IN THE NETHERLANDS 
A summary. The Hague, Ministry ofFinance, 1979. 28 pp. 
Description of the corporate income tax, individual income tax 
and net wealth tax in the Netherlands and related taxes such as 
wages tax, dividend tax. (B. 102.644) 

ELSEVIERS VENNOOTSCHAPSBELASTING 
Uitgave 1980 bestemd voor de aangifte over 1979. 10de jaarlijkse 
editie. By A.C. de Groot and W.H. van der Meer. Amsterdam, 
Annoventura, 1980. 216 pp., 34.50 Dfl. 
Tenth annual edition of guide providing information for filing 
corporate income tax returns for 1979 (B. 102.620) 
FINANCIEEL MEMO 
Deventer, Kluwer, 1980. 80 pp. 
Revised edition providing up to date financial and economic 
figures and other information. (B, 102.643) 

GEMEENTELIJKE ONROEREND-GOED BELASTINGEN 
Tweede Lustrumcongress Tilburgse Fiscalistehverefiiging “De 
Smeetskring”. Deventer, Kluwer, 1980. 58 pp. 
Proceedings and reports of a conference of tax experts dealing 
with real estate tax levied by municipalities in the Netherlands. 
(B. 102.587) ' 

' 
' 

' 

.

' 

, :DAS HANQELS UND GESELLSCHAFTSRECHT DER NIEDERBANDE\‘\ ()
I 

Deutsche Ubgsetzung der géegzlichen Bestimmungen. 4. Auf— 
‘ 

lage. Diis‘seldor‘fi, Deutsch~Niederl§ndische Verlags GrfibH., 1980. 
L33_7_.pp. \ k I 

'
‘ 

GérmaFtranslation by P. Gotzen of the current provisions con- 
f~cerni\ng business and company law in the Netherlands contained 

in the Commercial Code and Civil Code. (B. 102.586) 

INKOMENS- EN VERMO’GENS-VERDELING VAN BURGERS VOOR BELASTING . 

By W.H. Somermeyer, P.C. van Batenburg and A.J. Jaeger. Deven- 
ter, Kluwer; Alphen a.d. Rijn, Samsom, 1980. Serie “Burger en 
belastingen, bevindingen uit een enquéte”, No. 5. 96 pp. 
Study analyzing the concepts of income and net wealth and their 
distribution among the population, as affected by taxation. 
(B. 102.622) 

I 00K DE FISCUS HEEFT EEN HART 
En andere verhalen waarin het belastingrecht een bescheiden 
plaats inneemt. By Laurent J.M. Nouwen. Utrecht, Coéperatieve 
Centrale Raiffeisen-Boerenleenbank, 1979. 52 pp. 
Collection of short stories in which taxation plays a discreet role. 
(B. 102.548) 

SCHEMATISCH OVERZICHT VAN DE NEDERLANDSE BELASTINGEN ' 

14e Druk, 1 januari 1980. By H.J. Doedens. Deventer, Kluwer, 
1980. 20 pp. 
Revised and updated 14th edition of comparative survey of 
Netherlands tax laws, effective as of January 1, 1980. 
(B. 102.602) 

WONEN EN WERKEN AAN WEERSZIJDEN VAN DE NEDERLANDSE GRENS; FISCALE ASPECTEN 
By G.J. van Leijenhorst. Deventer, Kluwer;The Hague, Fenedex, 
1980. Serie “Fiscale en juridische documentatie voor internatio- 
naal zakendoen”, No. 7. 130 pp. 
“Living and working on both sides of the Netherlands border” 
contains explanation of double taxation of residents of the 
Netherlands, particularly'in connection with taxes levied by Bel- gium and the German Federal Republic. (B. 102.567) 
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NEW ZEALAND 
NEW ZEALAND MASTER TAX GUIDE 1980 
Auckland, Commerce Clearing House (New Zealand), 1980. 604 
PP- 
Annual guide providing information for filing income tax returns 
for the income year ending March 31, 1980. (B. 51.535) 

NIGERIA 
1979-80 BUDGET NOTES FOR GUIDANCE ON COMPANIES INCOME TAX 
Lagos, Federal Inland Revenue'Department, 1979. 13 pp. 
(B. 13.061) 

STRUCTURE OF THE NIGERIAN ECONOMY 
By F.A. Olaloku. London, Macmillan Press, Ltd.; Lagos, Universi- 
ty of Lagos Press, 1979. 270 pp., £3.95. 
Compilation of essays dealing with various aspects of the Nigerian 
economy, including “Fiscal system and policy” by F.A. Olaloku. 
(B. 13.058) 

PACIFIC ISLANDS 
318T ANNUAL REPORT OF THE TRUST TERRITORY OF THE PACIFIC ISLANDS, OCTOBER 1, 1977 TO SEPTEMBER 30, 1978 ‘ " 

Saipan, Department of State Publication, 1979. 320 pp. ' 

Annual report of the 1978 fiscal year prepared by the Depart- ment of the Interior. (B. 51.510) " 

COUNTRY STUDY ON MICRONESIA 
For presentation to the Second Seminar on Foreign Investment and Tax Administration of the UN. Economic Social Commission for 
Asia and the Pacific, September 27 to October 7, 1976, Tokyo, 
Japan. By Elizabeth S. Udui and Eulogio S. Inos. Saipan, Trust 
Territory of the Pacific Islands, 1976. 78 pp. 
The study on foreign investment was prepared by Mrs. Udui, that on tax administration by ES. Inos. (B. 51.509) 

PAKISTAN 
COMMENTS ON THE INCOME TAX ORDINANCE, 1979, THE FINANCE ORDINANCE, 1979 AND AMENDMENTS IN MERCANTILE LAWS 
By Akbar G. Merchant. Karachi, Flecbon Corporation, 1979. 420 
PP. 
Comments on the new Income Tax Ordinance of 1979 (which re- 
placed the Income Tax Ordinance of 1922), the Finance Ordin— 
ance of 1979 and amendments in business laws affecting com- 
merce, trade and industry. (B. 51.545) 

PAPUA NEW GUINEA 
FINANCE AND THE PROVINCES 
By Mike Manning. Published by the Institute of National Affairs, 
P.O. Box 3530, Port Moresby, Papua New Guinea, 1979. I.N.A. 
Speech Series, No. 6. 20 pp. (B. 51.519) 

THE PNG NATIONAL PUBLIC EXPENDITURE PLAN 
By Charles Lepani. Published by the Institute of National Affairs, 
P.O. Box 3530, Port Moresby, Papua New Guinea, 1979.' I.N.A. 
Speech Series, No. 7. 17 pp. (B. 51.520) 

PRICE SURVEILLANCE: A POLICY APPRAISAL 
By Terry Pitt. Published by the Institute of National Affairs, 
P.O. Box 3530, Port Moresby, Papua New Guinea, 1979. I.N.A. 
Discussion Paper, No. 3. 96 pp. (B. 51.518) 
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TAX POLICY IN PAPUA NEW GUINEA 
By‘Robert Neild: Published by the Institute of National Affairs. 
P.O. Box 3530, Port Moresby, Papua New Guinea, 1979. I.N.A. 
Discussion Paper, No. 4. 82 pp. (B. 51.517)

’ 

' PHILIPPINES 
THE EFFECTS OF INFLATION ON THE PHILIPPINE 
INDIVIDUAL INCOME TAX STRUCTURE 
Overview of Metropolitan Manila Public Finance. Manila, Nation- 
al Tax Research Center, 1978. NTRC Staff Papers, December 
1978. 94 pp.‘(B. 51.559) '

. 

TAX REFORMS INTRODUCED BY THE INTERIM BATASANG PAMBANSA. 
(June 12, 1978 - December 31, 1979). By Angel Q. Yoingco.‘ 
Manila, National Tax Research Center, 1980. 18 pp. 
Highlights and brief comments on enactments during the period 
June 12, 1978 to December 31, 1979. (B. 51.549) . 

SAUDI ARABIA 
LEGAL ASPECTS OF BUSINESS IN SAUDI ARABIA 
By Ernest May. London, Graham & Trotman Limited, 1979. 162 
PP- ' 

'
' 

' Monograph explaining the current state of commercial law and 
business practice in the Kingdom of Saudi Arabia as well as the 
éarly laws of Islam. Tax and related laws are dealt with. English 
translations of relevant statutes are appended. (B. 51.564)’ 

SINGAPORE 
ANNUAL REPORT 1978 ' ‘ 

Inland Revenue Department, Republic of Singapore. Singapore, 
Inland Revenue Department, 1978.69 pp. (B. 51.536) - 

ECONOMIC SURVEY OF SINGAPORE 1979 
Singapore, Ministry of Trade and Industry, 1979. 128 pp: 
(B. 51.546) 

A GUIDE TO.THE EMPLOYMENT TAX 
Singapore, Ministry of Labofir, 1980. 26 pp. 
Employment Act of Singapore explained in quéstion and answer 
format. (B. 51.537) 

SECURITIES REGULATIONS iN SINGAPORE AND 
MALAYSIA 7. -. . 

A primer on the laws of the stock market with bases and materi- 
als. By Tan Pheng Theng. SingaporeLStock Exchange of Singa- 
pore, Ltd., 1978.751 pp. 
Each topic is introduced with selected cases and materials deal- 
ing with securities regulation 'law of Singapore and Malaysia. 
Topics include: public floatation, unit trusts and investment com- _ 

panies, sharebroker and client relationship, insider trading take- 
overs. (B. 51.528)

'

1 

SOUTH AND CENTRAL AMERc 
TAX 'AND TRADE PROFILES 
South and Central America. London, Touche R055 International, 
1979.159 pp. ‘ 

_- - 

Informative guide for doing business in South and Central Ameri- 
ca, also dealing with taxation. The countries covered are: Argen- 
tina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Echador, Guate- 
mala, Mexico, Panama, Peru, Uruguay, Venezuela. (B. 15.976)- 
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SPAIN 
DERECHO FINANCIERO Y TRIBUTARIO 
By César Albinana Garcia-Quintana. Madrid,'Ministerio de‘Ha- 
cienda, Escuela de Inspeccién Financiera y Tributaria, 1979. 757 
PP- . 

Handbook on public finance and tax law. (B‘. 102.696) 

INVESTITIONEN IN SPANIEN 
By Wolfgang Stenger. Heme/Berlin, Verlag Neue~ Wirtschafts- 
Briefe, 1980. 104 pp., 25 DM. A A

- 

Investment opportunities in Spain. Economic, political and social 
aspects relevant to investment assessmént are discussed,» followed 
by company law, taxation and investment law and procedures, 
with emphasis on financial opportunities for German investors. 
(B. 102.538) - 

MEMORIA DE LA ASQCIACION ESPANOLA DE 
DERECHO FINANCIERO 1978 
Madrid, Asociacién Espafiola de Derecho Financiero', 1980.702 
99- . 

. 
. . 

Annual report of the Spanish branch of the International Fiscal 
Association with respect to 1978 activities (both national and in- 
ternational). (B. 102.694) 

EL REGIMEN TRANSITORIO DE LA IMPOSICION 
INDIRECTA ~ ' — 

By Alejandro Pedros Abello, Agustin Bajs Serra and Joaquin‘Vila 
Calsina. Barcelona, Marcombo, 1‘980. 92 pp, ‘

I 

The consolidated texts of the turnover'tax law and the luxury tax 
law, which have a transitional function, are printed. A short in-‘ 
troduction is included. (B. 102.695) - 

DAS SPANISCHE ZIVILGESETZBUCH 
By Witold Peuster. Cologne, Bundesst'elle fiir Aussenhandelsinfor- 
mation, 1979. Schriftenreihe “Ausléindisches Wirtschafts— und 
Steuerrecht”, Band 55. 530 pp. . ‘ 

7 , , . I

- 

German translation of the text of the Spanish civilncodeof 1889; . 

in the amended version of 1978. (B. 102.693) '- 

SWITZERLAND 
INTERNATIONALE KAPITALERTRKGE ZWISCHEN I 

VERBUNDENEN GESELLSCHAFTEN 1M STEUERRECHT 
Grundséitze sowie Besteuening im ~Verhéltnis Schweiz-U.S.A. By 
Ruedi Baumann. Ziirich, Ruedi Baumann, 1979. 456 pp. 
Study on the principles and-taxation of income'_from internation- ' 

3} associated companies, in partibular with respect to Switzerland- 
U.S.A. companies. (B. 102.692)

' 

STEUERBELASTUNG IN DER SCHWEIZ 
'Charge fiscale en Suisse 1979. Bearbeitet von der Eidéénifis- 
sischen Steuerverwaltung/Elaboré par l’Administration fédérale 
des contributions. Bern, Bundesamt fiir Statistik, 1980. Stat’is- 
tische Quellenwerke der Schweiz, Heft 645. 105 pp. 
Statistical survey of the tax burden in SWitzerland for individuals 
and corporations. (B. 102.684) 

STEUERENTLASTUNGEN AUF GRUND VON DOPPEL- BESTEUERUNGSABKOMMEN 
Fii'r Dividendgep, Zinsep, Lizenzgebiihren' und Private Pensiorien 
und Renten. Ubersichten — Wegleitungen — Formulare. Bern,Eid- 
genbssische Steuerverwaltung, 1979. 
LOOSe-Ieaf publication on tax relief granted by comprehensive 
double taxation treaties concluded by Switzerland with other 
countries concerning dividends, interest, royalties, private pen- 
sions and other income. Schedules, ekplanation and forms for 
each concluded double taxation treaty are appended. The same is 
available in the French language. (B. 102.599/600) 

© 1980 lmernalional Bureau 01 Fiscal Documentation 7 BULLETIN



UNITED KINGDOM 
REVENUE LAW 
Second edition. Second cumulative supplement. By John Tiley. 
London, Butterworths, 1979. 68 pp., £3.95. (B. 102.689) 

U.S.A.
" 

FEDERAL ESTATE ANDVGIFT‘TAXES: CODE AND 
REGULATIONS AS OF MAY 9, 1980 
Including federal income taxes of estates and trusts (sub-chapter 
J). Chicago, Commerce Clearing 'H'ouse, Inc., 1980. 830 pp. 
$8.50. ~ 

_ 

‘ ~ 

Complete texts of the estate andlgift tax and the tax on certain 
generation-skipping .transfers, as. well as corresponding official 
regulations. (B. 102. 690) . 

FEDERAL INCOME TAXES 0F DECEDENTS AND 
ESTATES ‘ 

Chicago, Commerce Clearing House, Inc., 1980. 174 pp., $5. 
(B. 102.691) . 

INDIVIDUAL RETIREMENT PLANS' 
Individual retirement accounts; individual retirement annuities; 
government retirement bonds, simplified pension plans. Chicago, 
Commerce Clearing House, Inc., 1980. 32 pp., $1.50. 
Discussion of several retirement related tax problems. 
(B, 102.647) - 

: A
v 

INTERNAL REVENUE CODE‘ 
' As of May 1, 1980. Alcohol, tobacco, and excise tax provisions, 
including windfall profit tax. Chicago, Commerce Clearing House,~ Inc., 1989,. 250_pp.,._$3,570.__(B. 102.669.) .__r9807687pir(33023583)“ 

NORTH AMERICAN GASOLINE TAX CONFERENCE 
Proceedings of the fifty-third annual meeting, held in Philadephia, 
Pennsylvania, October 14-17, 1979. Washington, Federation of 
Tax Administrators, 1979. 134 pp. (B. 102.666) 

TECHNICAL CORRECTIONS ACT OF 1979 
Law and Explanation. Enacted April 1, 1980. Chicago, Com- 
merce Clearing House, Inc., 1980. 184 pp., $6. 
This act became law in 1980 and clarifies the provisions enacted 
by the Revenue Act of 1978, the Energy Tax Act of 1978, the 
Foreign Earned Income Act of 1978. Excerpts from the Senate 
Finance Committee report are appended. (B. 102.598) 

1980 U.S., EXCISE TAX GUIDE 
Chicago, Commerce Clearing House, Inc., 1980. 231 pp., $6. 
Annual quick reference guide to US. excise taxes. (8. 102.668) 

VENEZUELA 
TAXATION IN VENEZUELA 
International Tax and Business Service. New York, Deloitte Has- 
kins & Sells, 1979. 76 pp.

, 

Comprehensive outline of the tax system in Venezuela with em- 
phasis on incOme taxes. (B. 15.974) 

YUGOSLAVIA 
OECD ECONOMIC SURVEYS: YUGOSLAVIA 
Paris, Organisation for Ecgnomic‘CQQRggjiqmand.Development;-ee

w

I 

A12 

Logs -"Le'af* : . g, 
Receivéd between June 1 and July 31, 1980. 

AUSTRALIA 
AUSTRALIAN .INCOME TAX — LAW AND PRACTICE: 
— Bulletin 

releases 6, 8-12 
—- Cases 

‘ releases 8-14 
--- Replacement pages ‘ 

releases 2, 4-10 _ . 

Butterworths, Pty., Ltd., Chatswood. 

AUSTRIA 
DIE EINKOMMENSTEUER: 
-— ‘Texte 

release 16 
~— Rechtsprechung 

release 11 ‘ 

Wirtschaftsverlag Dr. Anton Orac, Vienna. 

BELGIUM 
DOORLOPENDE DOCUMENTATIE 
INZAKE BTW/LE DOSSIER PERMANENT DE LA TVA 
releases 116 and 117 
Editions Service, Brussels. 

FISCALE DOCUMENTATIE 
VANDEWINCKELE 
Tome I, release 34 
Tome II, release 36 
Tome III, release 44 
Tome V, releases 39 and 40 
Tome VI, release 37 . 

Tome VIII, releases 178 and 179 
Tome IX, releases 109, 110 and 111 
Tome XIV, release 126 
Tome XV, release 18 
CED-Samsom, Brussels. 
GUIDE FISCAL PERMANENT 
releases 415 and 416 
Editions Service, Brussels. 

GUIDE PRATIQUE DE FISCALITE 
- Tome I, release 34, 
Tome II, releases 26 and 27 
Tome III, release 32 
CED-Samsom, Brussels. 

WETBOEK VAN DE INKOMSTEN- 
BELASTING 
release 55 
Ministry of Finance, Brussels. 
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CANADA ' 

CANADA INCOME TAX GUIDE 
REPORTS 
releases 138, 139 and 140 CCH Canadian, Ltd., Don Mills. 
CANADA TAX LETTER 
releases 319 and 320 
Richard de Boo, Ltd., Toronto. 

CANADA TAX SERVICE — RELEASE 
releases 277-285 - ' 

Richard de Boo, Ltd., Toronto. 

CANADIAN INCOME TAX: 
— Revised 

releases 68-71 ' 

Butterworths, Pty., Ltd., Scarborough. ' 

CANADIAN TAX REPORTS 
releases 428-441 
CCH Canadian, Ltd., Don Mills. 
DOMINION TAX CASES 
releases 15-20 
CCH Canadian, Ltd., Don Mills. 
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FOREIGN INVESTMENT IN CANADA 
Report Bulletin 
releases 66 and 67 
Prentice-Hall of Canada, Ltd., Scarborough. 

PROVINCIAL SUCCESSION DUTY AND 
GIFT TAX SERVICE 
releases 52 and 53 
Richard de Boo, Ltd., Toronto. 

PROVINCIAL TAXATION SERVICE 
release 378 
Richard de Boo, Ltd., Toronto. 

COMMON MARKET (EEC) 
DROIT . DES AFFAIRES DANS LES 
PAYS DU MARCHE COMMUN 
releases 121 and 122 

' Editions Jupiter, Paris. 

HANDBOEK VOOR DE EUROPESE 
GEMEENSCHAPPEN: 
- Kommentaar op het EEG, Euratom en 

EGKS verdrag; verdragsteksten en aan- 
verwante stukken 
releases 209, 210 and.211 

Kluwer, Deventer. 

DENMARK 
SKATTEBESTEMMELSER: 
- Skattenyt 

release 135 — Skattebestemmelser 
release 129

' 

A.S. Skattekartoteket Informationskontor, 
Copenhagen. 

FRANCE 
BULLETIN DE DOCUMENTATION 
PRATIQUE DES IMPOTS DIRECTS 
ET DES DROITS D’ENREGISTREMENT 
release 8 
Editions Francis _Lefebvre, Levallois-Perret. 

DICTIONNAIRE PERMANENT — 
DROIT DESAFFAIRES 
releases 55, 56 and 57 V

I 

Editions Législatives et Administratives, 
Paris. 

DICTIONNAIRE PERMANENT — 
FISCAL ‘ 

releases 80-83 
Editions Législatives 'e‘t Administratives, - 

Paris. 

JURIS CLASSEUR — DROIT FISCAL — 
COMMENTAIRES — IMPOTS DIRECTS 
release 1121 
Editions Techniques, Paris. 

J‘URIS CLASSEUR '— DROIT FISCAL — 
FISCALITE IMMOBILIERE 
release 27 
Editions Techniques, Paris. 

480 

r 

:_ 
Von der Linnepe Verlagsgesellscbgt, 
Hagen. 'm 

JURIS CLASSEUR — CODE FISCAL 
release 200 
Editions Techniques, Paris. 

GERMAN FEDERAL REPUBLIC 
ABC FUHRER LOHNSTEUER 
release 98 
Fachverlag ffir Wirtschafts— und Steuer- 
recht Schiiffer & Co., Stuttgart. 
BECK’SCHE STEUERKOMMENTARE: 
-— Gewerbesteuergesetz 

release 16 
Verlag C.H. Beck, Munich. 

DEUTSCHE GESETZE 
Schénfelder 
relese June 
Verlag C.H. Beck, Munich. 

DEUTSCHE STEUERPRAXIS — 
NACHSCHIJAGWERK PRAKTISCHER 
STEUERFALLE 
release 74 
Verlag Dr. Otto Schmidt, Cologne. 

HANDBUCH DER EINFUHRNEBEN- ABGABEN 
release 2 

HANDBUCH DER'GmbH 
Wilke '— Gottschling - Gaul ‘— Berg. 
release 21 . 

VerlagDr. Qtto Schmidt, Cologne. 

KOMMENTAR ZUR ABGABEN— ‘ 

ORDNUNG UND FINANZGERICHTS- ORDNUNG 
Hiibschmann — Hepp — Spitaler 
release 94 
Verlag Dr. Otto Schmidt, Cologne. 

KOMMENTAR ZUM GEWERBESTEUER- 
GESETZ 
E. Lenski — W. Stemberg 
release 40 ’ 

Verlag Dr. Otto Schmidt, Cologne. 

KOMMENTAR ZUR EINKOMMEN— 
STEUER ‘ 

(Einschl. 
steuer) 
release 128 
Verlag Dr. Otto Schmidt, Cologne. 

Lohnsteuer und Kérperschaft- 

LASTENAUSGLEICH 
Kommentar R. Harmening 
release 58 
Verlag C.H. Beck, Munich. 

RECHTS- UND WIRTSCHAFTS— 
PRAXIS STEUERRECHT 
Releases 245 and 246 
Forkel Verlag, Stuttgart. 

STEUERERLASSE IN KARTEIFORM 
releases 225 and 226 
Verlag Dr._ Otto Schmidt, Cologne. 
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. WORLD TAX SERIES — GERMANY 

"TABLEAUX FISCAUX EUROPEENS 

- THE _ .

‘ 

STEUERRECHTSSPRECHUNG IN KARTEIFORM 
releases 341 and 342 
Verlag Dr; Otto Schmidt, Cologne. 

UMSATZSTEUERGESETZ (MEHRWERT— 
STEUER) 
G. Rau -— E. Diirrwachter. 
Release 33 
Verlag Dr. Otto Schmidt, Cologne. 

REPORT 
release 132 
Commerce Clearing House, Inc., Chicago. 

INTERNATIONAL 
FISCALITE EUROPEENNE 
release 2 
Les Cahiers Fiscaux, Européens, Nice. 

release I and 11 
Les Cahiers Fiscaux Européens, Nice. 

DE BELASTINGGIDS. 
releases 83:86 . 

-. 

S. Gouda Quint — D. Brouwer, Arnhem. 
BELASTINGWETGEVING 
Editie J.M.M. Creemers 
releasé 33 
S. Gouda Quint -- D. Brouwer, Arnhem. 

BELASTINGWETGEVING: 
— Loonbelasting 1964 

releases 66 and 67 
-— Inkomstenbelasting 1964 

release 70 - Omzetbelasting 1968/1978 (BTW) 
release 13

_ 

—- Vennootschapsbelasting 
releases 27 and 28 

Noorduijn, Arnhem. 

CURSUS BELASTINGRECHT 
release 53 
S. Gouda Quint — D. Brouwer, Arnhem. 
EDITIE VAKSTUDIES BELASTING- 
WETGEVING: 
— InvOrderingsrecht van de fiscus 

. releases 20 and 21 — Gemeentelijke belastingen e.a. 
release 40 

Kluwer, Deventer. 

FED LOSBLADIG FISCAAL WEEKBLAD 
releases 1773-1780 
FED, Deventer. ' 

FISCALE WETTEN - 

reléases 96-99 
FED. Deventer.



HANDBOEK VOOR DE IN- EN 
UITVOER: 
—-— Belastingheffing bij invoer 

releases 256 and 257 — Tarief voor invoerrechten 
releases 256, 257 and 258 — Algemene wetgeving 
releases 92-96 

Kluwer, Deventer. 

INKOMSTEN IN DE AGRARISCHE 
SECTOR 
release 58 
Kluwer, Deventer. 

KLUWERS FISCAAL ZAKBOEK 
releases 153 and 154 
Kluwer, Deventer. 

KLUWERS SUBSIDIEBOEK 
releasesv16 and 17 
Kluwer, Deventer. 

KLUWERS TARIEVENBOEK 
releases 224-228 
Kluwer, Deventer. 

LEIDRAAD BIJ DE BELASTING- 
STUDIE - 

C. van Soest -— A. Meeting. 
releases 52 and 53 

*S._Goudaa.sQuint——~D; rBrouwer,"Arnhem: 

NEDERLANDSE BELASTINGWETTEN 
W.E.G. de Groot. 
releases 163 and 164 
Samsom, Alphen a.d. Rijn. Q ' 

‘ NEDERLANDSE REGELINGEN VAN 
INTERNATIONAAL BELASTINGRECHT 
release 64 
Kluwer, Deventer. 

NEDERLANDSE WETBOEKEN 
releases 162 and 163 

1 Kluwer, Deventer. 
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Management Centre Europe: International 
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tax problems in today’s multinational en- 
vironment), Munich (German Federal Re- 
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national Tax Conferences. (1) Direct In- 

vestment between Major European Coun- 
tries (including: General Introduction to 
the Taxation Aspe'cts of Cross Frontier 
Corporate Investment, Hanninization of 
Corporate Tax Systems in the EEC); (2) 
Direct Investment into the United States 
(including: U.S. Taxation of Foreign Inves- 
tors). London (United Kingdom), Novem- 
ber 10-11 (English). 

International Tax 'Planning Association: 
Bahamas (Caribbean Seminar) (including: 
How Canada Views the Bahamas and other 
Tax HaVens; How the USA. Views the Ba- 
hamas and other Tax Havens), Nassau (Ba- 
hamas), November 10-13 (English). 

Management Centre Europe: Managing and 
developing foreign subsidiaries (including: 
Tax in international operations), Munich 
(German Federal Republic), November 12- 
14 (English). 

The American Tax Institute: New Devel- 
opments in Euro-American Taxation (in- 
cluding: Tax Havens and Treaty Shopping 
in Light of Current Treasury Department 

Activities in the Treaty Area), Cannes 
(France), November 24-26 (English). 

Management Centre Europe: Leasing Semi- 
nar (including: Tax aspects of leasing), 
Brussels (Belgium), November 26-28 (Eng- 
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DECEMBER 1980 
Management Centre Europe: International ' 

cash management (including: International 
tax aspects in cash management), London 
(United Kingdom), December 8-10 (Eng- 
lish). 

FEBRUARY 1981 
Management Centre Europe: International 
Tax Management (including: Inter-compa- 
ny pricing: licensing, service fees) (Semi- 
nar), Brussels (Belgium), February 12-13 
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APRIL 1981 
Management Centre Europe: Fourth MCE 
International Tax C 

APRIL 1981 
Management Centre Europe: Fourth MCE 
International Tax Conference. Chairman: 
Prof. J. van Hoorn Jr., Co-Chairman: A.G. 
Davies C.B.E. Main subjects: Transfer 
pricing; Government and business views on 
tax avoidance, Taxation of international 
leasing; small meeting groups directed by 
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Confédération Fiscal Européenne, Se- 
crétariat Général (C.F.E.), D-5300 
Bonn 1, Dechenstrasse 14, German Fe- 
deral Republic or Siége Social F-75009 
Paris, 9 rue Richepase (France). 

International Fiscal. Association 
>(I.F.A.): General Secretariat, Wouden-’ 
stein, Burgemeester Oudlaan 50, RC. 
Box 1738, 3000 DR Rotterdam (the 
Netherlands). . 

I
- 

International Tax Planning’ Associa- 
tion, 33A Warwick Square, London 
SW1V 2AD (United Kingdom). 
Management Centre Europe, Avenue 
des Arts 4, B-1040 Brussels (Belgium). 

Seminar Services International, 54 rue 
du Faubourg Saint-Honoré, F-75008 
Paris (France). 

The American Tax Institute in Europe, 
53, avenue Montaigne, 75008 Paris 
(France). 
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‘ ACRITICAL REVIEW ..... 1. . . . 
.'". 

. . . . ........ 
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“ , 4
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NIGERIA: DIE BESTEUERUNG VON 
VERMCGENSUBERTRAGUNGEN _ EINE KR 
STELLUNGNAHME 

‘

‘ 

Der Verfasser untersuchf die _Bésteuerung von Vermé'géns- 
Ubertragungen (Erbschaft- und. Schenkungsteqer), die kflrzlich 
in Nigeria eingefflhr't wurde. Diese Steuer list; wie ér es nennt, 
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LOI DE FINANCE — MODIFICATION DU CADRE LEGAL 
POUR LES RELATIONS' FINANCIERES EN ROUMANIE 
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NIGERIA:CGDi’rGITransferTGX 
1 

[Acr‘iticaIRevieW 
by Ezejelue* 

‘I.. INTRODUCTION 
The Capital, Transfer Tax Decree 1 introduced the capital 
transfeptai; (CTT) throughout'the country with effect 
from April 1, 1979. The Decree' makes provision for the 
imposition of capital transfer tax on transfer‘of pro- 
perty inter vivos or on death. If 3130 provides, intei' alia,_ 
for certain exemptions fro__m _the taxi and generally for 
its due administration. 

., 

< .
' 

The tax is at a graduated rate 'bn chargéable transfers 
and the rates 2 vary from 10 to 60 percent on the value -

' 

‘ of transfers exceeding £100,000. The tax is administered 
E. 
W116 rélevanfi§t9te T313 évthorifiiés: - - . 

“’Ohewrofntfiefi maiin objectives of CTT is to control' the 
: colossal acquisition of-pexsonal wealth and fortune by 
the affluent minO‘rity in" the 1ast‘fe'v‘v yeais.'3 ‘ J ‘V ' 

.A, 
n. CTT 0N TRANSFERS INTER VIVQ‘S”? 

:

‘ 

CTT shall be payable undér the ’D'ec'rée‘on the Value of 
any property 4 transferred by any person during his 

»‘Cont_ents
' 

. ‘I. Introduction 

ll. VCTI' on transfers inter vivos" ‘ L .- 

(8) Cumulative transfers 
1 

-_ 

(D) Title to property and Valid registration 
Ill. CTI’ in respeét'of transfers on death 

(a) Property deemed to pass on death 
(b) _Exerriptions from CTT ' 

(c)'Persons accountable fof CTT 
IV. Administration and general 

(a) Determination of value of property 
(b) Rates of CTT and quick succession relief 
(c) Disposition to relatives 

; . 

(d) Payment options and recovery actions 
(6) Offences, penalties and abpeals 

I .l 

V. Review of the iecfiVe 0‘? the Decree 
VI. Shortcomingspf the'Décfeé 

'. 

. vn. Summary 
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inprwayliableifl - 

i 
7 VV._ 

I lifetime. 5 However, the tax will not be ievied if the 
transfer isa genuine outright‘sale of the property and 
is not intended to confer gratuitous benefit on the 
transferee. 6 Specifically, the transfer must either *be 
made or be such as might be made in a transaction at 
arm’s length between persons not connected with each 
other. ~ - 

In the case of a settlement,'where property comprised in 
a gift inter vivos is property settled by that gift, it is 
treated as an Ordinary gift inter vivos for purposes of 
CTT. The person to whom the gratuitous transfer is 
made is accountable for CTT. 7 The transferor is in 

(a) Cumulativ¢1ransfgy§ 

Section 2g.) of the#Degteejxempts=a:transfereefifrom 
CTT whereon' the date of the transfer the value of the 
property does not exceed N100,000. However, if .there ; 
are subsequent transfers‘ 'to'the tfansferee; the ’value 
of all the transfers is aggregated, and only the first 
exemptionof #100,000 ‘is applied to the Cumulative 
transfers, made to the same person. 8 Thus, where gifts 
of property worth M0900, #50300, and *20,000 are 
made to X on different dates; the value of the property 
that will attract CTT is N10,000 = #(40,000 + 50,000 
+ 20,000 — 100,000). This provision is subject to the 
exclusion of any property tranferred before the coming 
into effect of this Decree. 9 

A5 a‘ corollary, the emphasis is riot on the total value 
of gratuitous gifts by any person to a number of donees 
during his lifetime, but on the cumulative and total 

*_ Senior Lecturer in Accounting and Acting Head, Department 
of Accountancy; University of Nigeria: 
1. - .No. 12"of 1979. 
2. Sec. 18. Seefootnote 22, below. 
3. General Olusegun Obasanjo, “1979/80 Feder New Nigerian, April 2, 1979, pp. I-IV. - ‘ 

4. According to Sec. 28, “property” includes money and all 
interrests capable of being held in land, and personal property 
and the p’rb‘ceeds of sale thejyeof, respectively, and any money 
or investment for the time being representing the proceeds of 
sale. 

‘

- 

Budget”, 

5. Sec. 1(1). 
6. Sec. 1(2). 
7. Sec. 1(3). 
8. Sec. 2(2). 
9. Sec. 2(3). 

487

-



transfers to each donee. Thus, assume that the sum 
of the value of all transfers made by Obinna after 
April 1, 1979 is as follows: 
To Chizoba N45,000 + £80,000 + £50,000 
To Ifeyinwa £60,000 + §25,000 
To Chinasa £330,000 
The value of the property subject to CTT is only 
N25,000 = R(45,000 + 30,000 + 50,000 — 100,000) 
to Chizoba. The first {#100,000 value of. gifts to Chizoba 
is specially exempt and the gifts to Ifeyinwa and Chinasa 
are also exempt as each is cumulatively less than 
#100,000.

' 

(b) Title to property and valid registration 

In order to ensure that CTT is paid by the person 
accountable for the tax. Section 3 provides that the 
title to property transferred inter vivos and which is 

liable to CTT shall' not pass to the transferee until the 
tax has been paid. It further provides that where an 
instrument effecting the transfer is registrable under 
any law in Nigeria, such instrument shall not be m- 
gistered unless the Relevent ITax Authority has issued 
a certificate of clearance evidencing payment of such 
tax. Any registration madev without the discharge 
certificate having been issued shall be void ab initio' and 
of no effect whatsoever. 

Ill. CTT IN RESPECT OF TRANSFERS ON‘ DEATH 
Section 4 provides that CTT shall be imposed on the 
value of all property passing on the death of a person. 
In order to determine the rate of CTT payable on any 
property passing on death, all such property situated 
within a State is aggregated to form one estate for the 
purposes of the tax. 10

' 

(a) Propérty deemed to pass on death 

Section 5 includes the following property as fiassing on 
the death of the deceased: .

' 

(i) Property in which the deceased Was at the time of his death 
competent to dispose. -. 

(ii) Property in which the deceased or any other person had an 
interest ceasing on the death of the deceased, to the extent 
to which a benefit accrues or arises by the cesser of such 
interest. , 

~ ‘ 

(iii) Any_ property taken as donatio mortis causa (i.e. gift in 
contemplation of death) made of taken under a disposition 
made by the deceased, purporting to operate as an immediate 
gift inter vivos whether by way of transfer, delivery, de- 
claration of trust or otherwise but exclusive of any such pro- 
perty in respect of which CTT had been paid during the life- 
time of the deceased. . 

For a donatio mortis causa to be valid the following-icon- 
ditions should be expected to be satisfied:

' 

— It must be made in contemplation of the death of the 
donor. If a gift is made in contemplation of suicide it is 
void for being repugnant to public policy. 11 

e The condition that the gift must be by way of delivery, 
transfer, declaration of trust or otherwise is met if there is 
an antecedent delivery of the chattel alio intuitu to the 
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donee before the date of the gift. 12 In Re Lillingstone 13 
it was held that if the property was bulky and could not 
be transferred, the provision of the means of making use 
of it or taking delivery thereof was sufficient. — The circumstances are'likely to be such as to establish that 
the gift is intended to take full effect only after the death 
of the donor such that the thing is to revert to the donor 
(unless the donor indicates otherwise) in case he should 
recOver. 14 

(iv) Any property which the deceased was entitled to and which 
' he has caused or may cause to be transferred to or vested 

in himself and any other person jointly whether by disposi- 
tion or otherwise, so that the beneficial interest therein 
or in some part thereof passes or accrues by survivorship 
on his death to such other person. 
This is reminiscent of an estate held in joint tenancy with 
one of its peculiar characteristics of jus accrescendi. There 
might be a problem of survivorship in a case where the joint 
tenants perish in a common disaster. In this situation it is 

likely that the common ‘law rule would‘apply allowing 
their heirs to hold as joint tenants so that there is no sur- 
vivorship. 15 ' 

'

- 

(v) A'ny property passing under any past or future settlement 
4 made by the deceased by deed or axiy other instrument 

not taking effect as a will, whereby an interest in‘such pro- 
perty for life or-any other period determinable by reference 
to death is reserved either expressly or by implication to the 
settler, or whereby the settler may have reserved to himself 
the right, by the exercise of any power, to restore to himself, 
or to reclaim thé absolute interest in such propefty. 
This creates a reversionary interest whereby the residue of 
the estate reverts to the grantor upon the determination of 
the prior estate as. opposed to a remainder which stands over 
for the remainder-man at the énd of the-particular estate. 

(vi) Any annuity or other interest purchased or provided by the 
deceased either by himself alone or in concert or by arrange- 
ment with any other person, to the extent of the beneficial‘ 
interest accruing or arising by survivorship or otherwise on 
the death of the deceased. 

‘ 

(b) Exemptions from CTT 
No CTT shall be' payable in respect of any family 
hquse. 16 Also, no CTT shall be payable in respect of 
such paintings, manuscripts, works of art or scientific 
collections as may be donated or bequeathed to any 
body or institution in Nigeria such as museums, uni- 
versities or other public institutions as may be specified 
by the'Federal Executive CounciL 17 

(c) Persons accountable for CTT 
The executor of the deceased is accountable for the 
CTT on all personal property wherésoever situate in the 
10. Sec. 7.

_ 

11. Re Dudman (1925), Ch.D. 553. See aléo Agnew v. Belfast 
Banking Co. (1896), 2 IR 204. 
12. Cain v. Mooh (1986), 2 QBD 283. 
13. (1952), 2 All ER 184. ’ I 

14. Delgoffe v. Fader (1939), 3 All ER 682. 
15. Bradshaw v. Toulmin (1784), Dick, 633. 
16. Sec. 17(1). Family house 'is defined by Sec. 17(2) as any 
house or part thereof used wholly by a particular family as the 
principal place of residence for that family and in respect of 
which no income accrues to such family or any member thereof. 
17. Sec. 17(3) and (4). 
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State concerned of which the deceased was competent 
to dispose at' his death, but shall not be liable for any 
tax in excess of the assets which he has received as 
executor, or might but for his own neglect or default 
have received. 13 ' 

Where by operation of any law property passes on the 
death of the deceased, and there is no executor, or the 
executor is not “accountable for the CTT in respect of 
such property, sub-section 2. of Section 11 deems the 
following responsible for the CTT on the property: 
(i)~ every person to whom any property so passes for 

any beneficial interest in possession,
I 

(ii) every trustee, guardian, committee or other person 
if) whom any interest in the property so passing or 

~ the management thereof is at any time vested, and 
(iii)évery' person in whom the 'same is vested in pos- 

session by alienation or other derivgtive title. 
These are subject to the proviso that a person who acts 
merely as agent or bailiff for another person in the 

- management of 
I 
property. shall not be held accountable 

for the_ tax.. Also a bona fide purchaser for value without. 
nOtice of tax attaching to. the property takes the pro- 
perty free from CTT liability. . 

_- 

IV. ADMINISTRATION AND GENERAL ~ 
..~.Th'e;-Deeree—i5‘ administered by"the smtéfiifléfiiéfi‘ thé

‘ 

property subject to CTT is _situated. CTT is under thé 
care and management of the Relevant State Tax Auth- 
or‘ity' charged-with responsibility for the assessment and:~ -mat State. 19_ In order that the Relevant Tax Authority 
of the State where the property is situated should- 
exercise jurisdiction over the‘assessment and collection 
of the CTT, it is not necessary that the deceased or 
transferor should be resident for income tax'purposes 
in that State. ~ ' 

‘ 

‘
‘ 

Section 9 provides that every person who is accountable 
for CTT, in the case of transfers on death, shall not later 
than. 12. months after the death of the deceased or six 
months after the transfer in the Case of transfer inter 
vivos prepare and deliver to the Relevant Tax Authority. 
the CTT Form. While in the case of the former the Form 
shall contain a true and perfect inventory 'and account 
of 'the estate of the deceased and a statement of the 
value of the estate, in the.caSe of a"transfer inter vivos 
the Form shall contain ,a description of the property an 
a statement of its value. '

' 

(a) Deternyipation of valhe of>property 

The value' of ‘any property is the'estimated price which, 
in the opinion of‘the Relevant Tax Authority,.,the pro- 
perty Would fetch if sold in the open market at the time 
Of the death of the deceased or of the transfer of the 
property. 20 For this purpose, the value can be ascer- 
tained by the Relevant Tax Authority in such manner 
as it thinks fit, such as by appointing valuers. 
In determining the value of a deceased’s estate for CTT,‘ 
allowance shall be made, subject to a fenceptions, 
© 1980 International Bureau of Fiscal Documentation -— BULLETIN 

for reasonable funeral expenses and for debts and in- 
cumbrances incurred bona fide for full consideration 
wholly for the deceased’s own benefit. 
Where an estate includes an interest in expectancy and 
CTT on such interest is paid together with the rest of 
the estate, the value of the interest is that at the date of 
the death of the deceased. Where, on the other hand, CTT 
is not paid until the interest falls into possession, the 
value of the interest is calculated according to its value 
when it falls into possession. 21 

(b) Rates of CTT and quiék succession relief 
The scale of rates of CTT on chargeable transfers is at 
a graduated rate ranging between 10 and 60 percent. 22 
However, Section 19 provides for a reduction of tax in 
the case of quick succession such as where within ten 
years of a first death a second death occurs subjecting 
the same property or any. part thereof to CTT for a 
second time. A tax reduction is given on the death of 
the donee or legatee based on a percentage, which de-

‘ 

pends upon how longthe- donee or legatee survived the 
gift or legacy, of the rate of tax originally paid on the 
property» by the transferee. The percentages, which de- 
crease with the increase in the length of time the trans- 
feree survived the property, range from 80 percent 
where the second death occurs within twelve mOnths of 
the first ApfiLOnpercentgwhere—ethe-second*death’ ’occurs‘ 
within ten years of the first death. The quick succession 
relief avails where CTT becomes payable,-on,any pro: 
perty consisting of land or a business (not being a business 
carried on by a ccraggy):1,Eg;agy;1nterestgin=1andmor 

Couggiiflgigfgtaxzongtheieincomeaoflpetsonswesiaéfirififlgsuclffiébfifihifi.”WITEI‘E,’ however, the value of the pro- 
perty on which the tax is payable on the second death 
exceeds the value on which'tax was payable on the first- 
death, the former value would be used to determine the 
amount of tax on which the quick succession relief is to 
be computed. 

(c) Disposition to relatives 

_Any disposition made by the deceased in favour of his 
relative .23 shall be treated as a gift unless: » 

18. Sec.11(1). 
19. Sec. 8(1). ‘ 

20. Sec. 10(1).
V 

21. Sec. 13(3) (a) and (b). Interest in expectancy may include 
future interests such. as remainders or reversions whether vested 
or contingent. 
22. Sec. 18. The rates are graduated as follows: 
Net value of the estate or Rate of CTT 
property transferred 

.. 
‘

% 
First 100,000 Nil 
Next 150,000 ’ 

* 10 
Next ' 150,000 ' 20 
Next 250,000 - 30 
Next 500,000 ' 

- 40 
Next 1,000,000 50 
Thereafter 60 
23. See paragraph 1 of Part I of the Schedule to Sec. 6. De- 
ceased’s relative means: (i) the wife or husband of the deceased; 
(ii) the father, mother, children, uncles and aunts of the deceased; 
and (iii) any issue of any person falling within (3) or (ii) and the 
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(i) the disposition was made for full consideration in 
money or money’s worth paid to the deceased for 
his own use or benefit, or 7 .

‘ 

(ii) the disposition was to discharge fiduciary obligation 
imposed on him; - 

‘ 
.

' 

Where, however, the consideration for the disposition 
was only partial, the value of the consideration shall-be 
allowed as adeduction from the value of the property 
for the purpose of CTT. . 

‘ ' ' 

(d) Payment options and recoyery actions 

Under Section 22, the Relevant Tax Authority may, 
on the application of any’ person accountable for 
CTT, accept any property (including interest in land)‘ 
in satisfaction ’of the Whole or any part of' such tax.- ' 

However, in order to alleviate the undue strain and 
excessive sacrifice of "lump sum «payment of CTT it is 
provided that the tax authority .may, on such terms ' 

as it thinks fit, allow. payment to‘ be postponed for-such 
‘ 

interest not exceeding 3 percent. 24 But under certain 
conditions 25 specified in the Dec‘ree; such 'as the 
difficulty in ascertaining the exact amount of CTT - 

payable, the Revenue has the'pov‘ver', on the application 
of any person accountable, to accept by way'of com- 
position for all the CTT payable, payment' of the sum 'sp 
assessed in full dischargez'of all clahhs for thetaxes in 
respect of such property or interest“: and shall givea 
certificate of discharge accordingly. The qertificate shall -- 

not, howevertdischarge any person from any tax in case 
of fraud or failure to disclose material facts. But under 
Section 20(3) a discharge certificate in, respect of any 
property included in the.certificate shall exonerate a 
bona ‘fide purchaser notwithstanding any such fraud; 
and failure. 

I 

‘ 

~ 7 

For the purposes of enforcing payment of CTT on any 
person accountable where that person fails, neglects, 
or refuses to pay the tax, the tax authority may for the 
non-payment of such tax distrajn: 
(i) .upon the land, premises or-‘place in respect 'of which 

the tax was charged; ' ' 

(ii) thq person charged'by his goods or other chattels- 
including money, bills of exéhange, bondsloi' other 
securities. 26 < 

'

- 

The amount of tax uhpaid may be recbvered by the salé 
of, anything so distrained. 
If after the' tax has been paid,‘it appears for any reason 
that too little tax was paid, an additional tax shall, unle§s 
a discharge certificate has been issued, by. ‘payable, ‘and 
be treated as tax'in‘arrears. 27 V . .

~ 

As a counterpoise to the provisions on raising additional 
tax in case of underpayment, the Decree provides that 
where the tax authority is satisfied that too much tax 
has been paid, a repayment of the excess shall be 
made. 28 Where the overpayment was due to. over- 
valuation of the property by the tax authority, the re- 
payment will attract an interest of 3 percent per annum. 

(e): Offenées, penalties, and appeals 

Aipervson accounfable for CTT who violates the ,pro- 
490 ' 

at; first instance. 32 

visions of Section 11-such as by his wilful failure .to 
supply requiréd information or to complete‘correctly 
the CTT Form shall beguilty of antoffenceand will be '- 

liable .on‘conviction to a fine of a sum jequal.tc$ doublé 
the' amount of the CTT, if any, remainingruhpaid for‘ 
which he! is accountable. 29 A_lso if any person makes 
any statement'in a ~CTT Fem which. false in any 

’ material particula: he shall be guiltjr “of an offence and 
liable on convictipli tofaffineof #10900 or.to 
Prisonmént for‘two yearsfio . v. 

r v ’ V 

’If 'any person is agglfigved by the .dé‘cis'i‘on‘of'thé Relevant.’ 
1 

Tax Authority with. respect to ,the' anioun‘t of CTT pay- 
able on any property (whether on the g'rbund'of thevalue. 

- of the property, for“ the rate‘charged, or_otherwise",--he 
may on payment 'of 50 percent' 6f thé tax lé'ss'essed, or 
of such. portion of _it is therein fiayable. by him, appeal I 

to the High Court of'the Staté 'co'ncern'ed'for the.deter-. 
mination of the amount bf the tax. 31 Any e'xcess pay- 
ment of tax will- be- repaid;*"and 'thé " High Court may, 
where it appears’ to it juSt, order the repayment of suéh 

. excessf,with interest at‘3 'percent per annurn‘ifor such 
period as appe'ars' to the clourt just. ‘Appé‘al's’shall lie 
from decisions of' the High 'COurt in the same m'ax'mér~ 
and to the same extent as appeals from the d'ecisioné‘of- 
the Court __in civil proceedings given by that Court sitting 

‘V."R'EV.|EW THE OBJECTIVE 0F TVHEIDECREE 
Whilé "introdu'c'i-ng the 

' 

Deére’e 
., the 1979-80'Fedéré1 

:Budget the? then Head of .State, Général Olusegun 
Qbasar'ljo, specifically meritioned the following factors 33 
as coptributing to the'prbmulgatjon of_ the Decreg:

‘ 

r
, 

‘ ~(i) the tendency among~ flle~youths to regard'the material:
7 

successes of their' parents 'as'xeasons for n'ot'wanting‘to make . 

any effort to improve themselves and earn their Own living; 
(ii) the belief that,every individual should work for-his or her 

livelihood because that is what self-respect dictates; ' 

(iii) the fact that in the process of wprking for a living, the in- 
dividual inevitably makes some contributib'n to the growth 

' and development of the society; ' 

- 
- 

’ 

- 
‘

7 

(iv) the noticeable trend“ among -children- and youths in On 
, educational institutions and elsewhere ‘of believing that 

‘ they should have no ambition and relying onrtheir parents’ 
wealth to see them through life;_ ‘ 4.: v 

: 
-;

_ 

(v). the imposition ofrsome measuge of. control' in the acquisition 
> 

of‘ personal wealth and fortune. by the affluent minority in 
, order to avoid futtiréfiisaffécpion and social explpsjon; . 

I» 

(vi) the‘édditional effect‘of providing, in die cqurse, one mbre 
[sauce 'for financing the‘economic .and social programme 
ofthe nation. ’- ‘ i - 

' 

' '~ 

other party to a marriage' with any such person of iésue. Children 
and issue include those born out of wedlock and those adopted. 
24; Sec. 12(9). 

‘ 
' 

' 
' ‘ ' 

’
' 

25. Seé Sec. 16. 
26: Sec. 524(1). 
27. Sec..’12(7). 
28. Sec. 12(10). , . 

'

_ 

29. Sec, 11(4). ; _ 

7 U , . _
w 

30. Sec. 11(5). _. .
. 

31. Sec; 21(1). ‘ 

32. Sec. 21(2). ~
’ 

33. New Nigerian, April 2, 1979, p. .IV. columns 3 and 4.
‘ 
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-‘Some«of‘ the.objectives for introducing this tax, which is 
a combination of .gift tax and death duty, in Nigeria 
appear to ,be' similar to some of the objectives for 
introducing it in the United Kingdom in 1974. This is 
because it has been claimed that “the object'of CTT 
is to reduce large individual holdings of wealth. in the 
Uhited Kingdom’.’ 34; it‘ is. also for “the redistribution 
of wealth as a means to greater justice and. equality in 
our society’fi 35 The similarity is not suprising since “as 
us'ual-I‘the Decreekis patterned after. the United Kingdom ‘ 

1aw”.-. 36 

It is believed that the social afn'd economic considerations 
whiéh motivated the promulgation _of the'Decree are 
laudable and“ that the 'Decree may have a far-reaching 
effect towards achieving the declared objective. This is 
particularly so :‘if the" provisions. of the Decree are. 
faithfully and efficiently implemented both by the tax: 
payers themselves and by the already over-worked staff 
of our various Revenue Departments. : -

' 

However commendablé tHe objectives may appear to be '
I 

when éXa'mined in isolation, some of-them aré self- 
defeating';whén looked atgin collectivity..'For instance; 
while- in».-one-‘ breath- the Decree tends to encourage 
youths to‘ remain self-sufficient through the process 
of ' working -‘ 'hard ‘ far 1a living '~ and having some 
ambition, in another breath‘ it, tends tb_i1_npoée some - 

' control in the acquisition of pe'r'sbnal wealtfi'and’fOrtune;
_ 

’ 

the objective ‘of redistributing wealth... 

used as a vehicle- for' restricting the acquisitioh of 
personal wealth andrfortune. 
CTT must not be considered in isolation. It must be 
emphasized that theré are 'other taxes such as iricome 
tax, capital gains tax and corporation tax, Which together 
with CTT may affect 'the' same persons who are‘sup'é 
posedly well-to-do. Apart from the fact that the tax- 
‘payers— may be suspicions of the multiplicity of the 
taxes, the government should not create a' situation 
.where:a taxpayer’s financial security will be endangered 
by his ‘desire’ to minimise tax liabilities. Therefore CTT should be regarded more as a means of wealth 
_redistribution rather than as a means of raising revenue. 
This appears to be the conception in Britain because, 
according to Ind, “the’ tax is not presented‘by Parliament 
as-a revenue-raising measure but as a social measure with 

although a man should' be allowed to accumulate wealth created 
by his own energies during his lifetime, that same 
wealth should not be too readily transferable to his 
children”,. 39 The principal “raison‘ d’ét're” of CTT' 
should be viewed from this perspective. " ‘ 

-

7 

It is doubtful whether'CT-T per sé can in fac‘t,'in all 
cases, curb the tendency'am’ong‘ youths to regard the 
material successes of their parents‘ as reasons for not 
wanting to make any effort to improve themselves and 

' earn their own living. If, a substantial;am_ount-of wealth? How far. does labouring towards self-sgffjgiengyvgo.:bpr_§+_is"beqUeathedétéfi’fi'fiéby.his‘ fatHérfCTT can make 
Fforefihe..:i_m;‘),osition_.of~ the control ' sets in? ‘It "‘a‘mé‘unts 
tb‘ blowing hot-and cold to require a person' to work 

1 V > V 'hai‘d foplhiseqon'qmic indepen‘denceand at .the same' “'“fu‘rthe'r improving himself. The dgsire to igpggéeggne "time requiriri’g him. to stop at some point in'that pursuit.,._ W " ‘ "H " 
social and political set up and self-discipline rather than :QnenofggthegreaSGnsifoEthis“‘cbfiizfilfiEifféfmwffiffiré 

disaffection- and social explosion since according to the 
Head QfState', ‘.‘self-jihterest is undeniably part of human; ' 

finature’ but'so is 'envy”-. 37 If everyone‘beco'mes self- 
.sufficient byI-working hard, then 'the issue of envy and 
disaffection‘ will not arise. The réference to envy and 
disaffection‘dmpofts- some degree of economic equality 
through some elements of socialism; But his has no 
validity in a capitalist set up. It has been emphasized 
that “we cannot impose socialist norms and dogma . . . 

on an essentially capitalist institution without ensuring 
that the ethos and 'core values are redefined and the 
institution redesigned to serve the new values”. 38 
Furthérmore, the issue of c'ontro'l of acquisition' ‘ 

personal wealth -is in cbnflict with the objective of 
using the- tax as a‘source of réVenue for the gdvemment.‘ 
The‘idea of restrainingsuch‘acquisition has an inherent 
disincentive effect, The government will nottther'éforef 
try to dis'cOuragg one of possible sources for financing 
its ‘eéonomic and social‘progrémmes. 

A >

. 

One of the‘ criticisms of taxing marginal inComes heavily 
is its disincentive effect to work. Therefdre if CTT bites 
seriously into a personal wealth sdch that hard work' and 
enterprise is dis’couraged,‘ it countervails some 5 of the 

‘ well-conceived intentions-of the: Decree. In particular, 
L it will be a Counter-offensiVe to the belief ’that every 
1 individual should ‘work for his or her livelihood and that 
in» ‘doing.so the individual inevitably contributes to.the 
growth and development of the society. Although; ex- 
cessive wealth ought to be 'taxed, CTT should 'not be 

I 
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~ 
only such a little dent on the whole bqést thatjghe. 
sgn who §9.dqsires can conveniently rely‘ on it without 
self gpd,have=onefs=ownedmbiti6fimféhfir of the 
of CTT.‘ 

7 

-
' 

VI. SHOR'TCOMINGS OF THE DEGREE; 
Since one of the objectives of the Decree is for the tax 
to serve as a revenue-yielding source, the fact that’all‘ 
property, within the federation is not aggregated en bloc 
reduces‘the yield from the tax. The yield from this 
source could have been more substantialufor financing 
our ecOnomic and social programmes if the aggregation 
were on national 1_evel rather than on piecemeal State 
levels. .HoWever, the problem of aggregation on a nation- 
wide level is 'to determine which of _the States will be 
responsible for the overall aggregation and how the tax 
yield will be distributed among the States having regard 
to such exemptions as the first #100,000 and the family 
house'and_also the debts to be paid out of the various, 
properties. 

_ 

' '
' 

34. Ronald C. Ind.Capit¢_11 Transfer Tax (Great Britaini Macdonald 
and Evans, 1977), p. 21. j 

' 
' 

'

. 35.‘ R.J. Clements, “Caipital Trains‘fer Tax: Plannirig for the 
V 
individuail”, Journal of the Institute of Bankers, Vol. 97, Part I, 
February, 1976, pp.'25-27.- ‘ 

. . 

36. C. Njokanma, Capital Transfer Tax Handbook (Ehugu-, 1980) 
p. 1 (unpublished). 

_ 

' 

,
. 

37. New'NigerianLOp'bit” p. IV. 
> ‘ ‘ 

38. Pius N. Okigbo, “The Capital Market and the Nigerian» 
Economy”, Management‘in Nigeria, Vol. 16, No. 3, March, 
1980, pp. 8-13. ' ” " ‘ '"

» 

39. Ronald C. Ind, 0p. cit., p. 278. 
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Also for the purposes of aggregation it is not clear from 
the Decree how property located outside Nigeria as well 
as shares and other such investments should be treated. . 

For example, is the location of shares to be based on 
where the share certificate is deposited or where the 
register of shareholders is_ maintained? 
The Decree provides that the value of any proprty for 
CTT shall be estimated to be the price such property 
would fetch if sold in the open market at that time. This 
may be fraught with difficulties. For instance,-a market 
may not exist for that property, or where it exists it may 
not be perfectly competitive. Besides, a quoted price for 
a property is strictly comparable with another only if _ 

the grade, quality, location, delivery terms, credit terms, 
and auxiliary services are exactly the same. Some isolated 
prices represent nothing but distress prices for quick 
disposition of property in. a financial emergency. Again 
there is the possibility that the property cannot be sold, 
or can only be sold to restricted persons, or can only be 
sold at a fixed price. Also, the Decree does not-provide 
for the costs of the realisation of the property. It is for 
the High Court to determine the issue of the open market 
valuation when a case goes on appeal. The following 
observations of Swinfen Eady, L.J. on the same issue 
in the English case of Commissioners of Inland Revenue 
v. Clay 40 may be persuasive: 
“A value, ascertained by reference to the amount obtainable in an 
open market, shows an intention to include every possible pur- 
chaser. The market is to be the open market, as distinguished 
from an offer to a limited class only, such as the members of the 
.family. The market is not necessarily an auction sale. The section- 
means such amount as the land 'might be expected to realize if 
offered under conditions enabling pvéry person desirous of 
purchasing to come in and make an offer, and if proper steps 

V 

were taken to advertise the property and let all likely purchasers 
know that the land is in the market for sale. . .. Not only is 
the probable buyer a competitor in the market, but other per- 
sons, such as property brokers, compete in the market for what 
they know another person wants, with a view to a resale’to him at 
an enhanced price, so as to realize a profit.” ‘ 

As reasonably persuasive as these explanations are, they ' 

are difficult conditions to fulfill. 
In determining the value of the state of a deceased per- 
son an allowance shall be made, inter alia, for reasonable 
funeral expenses which include reasonable expenditure in 
embalming and transporting the deceased to the burying 
place. However the Decee went beyond the requirement 
of reasonableness to put the ceiling of such admissible 
expenses at ELOOO in respect of a tombstone and 
£6,000 in respect of all other expenées. The restrictions 
completely ignored two important things which have 
remained with us, namely: the inflation and the dif- 
ferences in the status and place of the deceased. The 
Decree could have stopped short at the requirement of 
reasonableness which ought to vary with time and status 
of the deceased. Also the Decree does not provide for 
the apportionment of funeral expenses where the assets 
are located in more than one State. -'

‘ 

Although the CTT is a combination of gift tax 'and 
death duty, some' form of - the latter is not new in 
Nigeria. There are the Administrator—General’s Laws 41 
which apply to an estate of a deceased person in respect 
of which probate or letters of administration may be 
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granted by the High Court. Under these Laws, the 
Administrator-General may be appointed the sole 
executor of .a will, and in some circumstances a person 
who establishes his claim may be granted probate of 
the will or letters of administration. One of the duties of 
the Administrator-General under this Law is to dispose 
of the property of the estate in the prescribed manner 42 
which includes payment to the credit of the Consolidated 
Revenue Fund such percentage 43 as may be prescribed 
of the gross amount of money arising from the realization 
of the estate. This represents the duty on the estate of 
the deceased .person. Since’ this duty could be readily 
avoidable by the simple deiIice of transferring property 
inter vivos so as to reduce the taxable estate at death, 
the CTT has»a more far-reaching effect, ‘ 

One could have thought that like our predecessor, the 
United Kingdom, the CTT Decree which operates 
throughout Nigeria could have specifically repealed all 
the previous estate duty legislations. “The introduction 
of a far-reaching CTT [i.e. UK. Finance Act 1979] re- 
moved the need to retain the long-standing estate duty 
liability and no liability for 'this duty will arise in respect 

‘ of deaths océurring on or after March 13,1975”. 44 
On the contrary, the Decree does not repeal or amend 
the Administrator-General’s Laws and Ordinance, and 
one is-left with the prlem of determining their re- 
lationship with the Degree, . 

However; Section 20(4) provides that, where after 
filling the CTT Form by the person prima facie ‘re-' 

sponsible for accounting for the tax, the Revehhe Shall, 
if satisfied with the information disclosed therein that 
CTT is payable in respect of any estate, issue a certi- 
ficate‘ of provisional assessment to- him for the pur- 
poses 45 only of exempting him, if he applies to any 
conflict probate or.letters of administration in respect 
of the will or estate of, or of‘any matter connected with 
the distribution of the estate of; a_ deceased person, 
from payment of such fees as may be prescribed by any 
law including rules of court. It is further provided that 
such certificate shall not relieve any such person from 
payment of court fees chargeable for oaths or, subject 
to the Decree, of any probate fees where it is 'sub- 
sequently revealed that; the estate ~is not chargeable to 
CTT. . ‘ 

‘ « 

40. (1914), 3KB 466, 475. ' 

41. see; for example, Administrator-'Gerieral’s, Law (Eastern 
Nigeria) 1963 — Cap 4; Adminsitrator-General’s Law (Western 
Region of Nigeria) 1959 — Cap 2; and Administrator-General’s 
Ordinance (Federation of Nigeriqand Lagos) 1958 — Cap. 4: 
42.’ See Sec. 37 of Eastern Nigeria Law; Sec 35 of Western 
Region Law and Sec. 39 of Federal Ordinance. ' 

43. The schedule, of fees operating as per Eastern Nigeria Law 
‘ representing percentage of valueof assets collected under Sec. 16 

, oir gross amount realized under Sep. 37(2) (b) is as fqflows: , 

Not exceeding £100 
, 

4 perceht 
exceedihg £100 but not exceeding £300 ' 

, . ‘5 percent 
exceeding £300 but not exceeding £800 " ‘ 6 percent 
exceeding £800 ' 7 percent 
(The schedulé is subject to Sec. 55 bf the Law) ' 

44. K.R. Tingley,‘ Key to Capital Transfer Tax (Second edition) 
(U.K.: TaxatiOfi Publishing Co.),'p. 314. ‘ -‘ ' 

45. See Sec. 25. , 

* -
I 
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The implication of this, it would appear, is that both the 
CTT Decree and the Administrator-General’s Law will 
operate pari passu. Where the value of the estate trans- 
ferred on death exceeds #100,000 CTT will be imposed, 
but where it does not exceed N100,000 estate duty 
under the Administrator-General’s Law will be payable. 
In the case of transfer inter vivos, however, any property 
whose value is not greater than #100,000 stands exempt . 

from both taxes since transfer inter vivos does not come 
under the Adminstrator—General’s Law.; Being‘ federal 
legislation, it is expected that in the case of any conflict 
the Decree would take precedence over the estate duty 
laws. 
However, it would have been better if, as in the U.K., the 
estate duty legislation gave way to the CTT Decree for 
the sake of tidiness and unification and for the elim- 

ination of any doubts and possible confusion. The 
Decree could, where necessary, incorporate any portions 
of the Administrator-General’s Law and similar laws 

which should be saved. Moreover, some aspects of the 
Administrator-General’s Law, for example the rates of 
estate duty, are, in the light of current changes, out of 
alignment with some provisions of the Decree. 

VII. SUMMARY 
Although efforts have been made to highlight the 
principal issues involved in our Capital Transfer Tax 
Decree, there are a few obscure points which were 
deliberately left out. As a new piece of legislation 
some time is needed to put it in practice before a 
meaningful stock is taken. Until it is fully understood 
and practised, its merits, pitfalls as well as ways of 
mitigating the tax cannot be fully appreciated. However, 
the introduction of CTT is another landmark .in the 
development of taxation in Nigeria. 
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1.. The ngcessity of amending the fingnqialmephgnism 
‘3?“‘éfid’thé'léfiél'frameWor'k therefor. 

' 

‘7
‘ 

At the present time in the multilevel dévelopment of 
the entire national economy, based on the Programpf 

=the~-Romanianr€émmunist=Party;—*1='as=chénges*in=societ" 
rapidly occur, the constant perfection of economic and 
financial management and planning and improved 
efficiency in all fields of activity become imperative. 
From the point of vi‘éw of the Romanian Communist 
Party, the forms and methods of management, far from 
being immutable, must constantly be subject to improve- 
ment and adapted to ‘the pace of development; of 
economic and social life and at the same time to the 
objective requirements for the material and spiritual 
development of society. " 

In accordance with these facts and with exacting-def 
mands as to the quality of the management process its: 

well as great openness to new elements; the Romanian 
Communist Party acted, and is still acting, to eliminate 
everything which had become superannuated and which 
no longer 'corresponds to the targets necessitated by 
rapid progress in' constructing the socialist Society to 
improve permanently the management and planning 
of the entire socio-economic sphere; Decisive moments 
in this framework for drawing up the socio-economic 
development strategy for the country were the measures 
taken by the Romanian Communist Party at the 9th 
Congress and-the National Conference of 1967, the 10th 
and 11th Congresses and the National Conferences of 
1972 and 1977 ‘on perfecting socio-economic manage- 
ment and planning. ' 

' ‘V
' 

In conformity with the requirements of the present 
stage of development of the' national economy, the 
Plenum of the Central Committee of the ; Romanian 
Communist Party, 2 Which met on 22_and 23 March 
© 1980 International Bureau of Fiscal Documentation — BULLETIN
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1978, made decisions of exceptional importance on
_ economic’ and 1 financial management and planning, 

the raising of workers’ self-management to a higher 
level, and increasing role and responsibility of each 
separate work collectivity (party) in the administrationx 

_ 

with the goals of the most efficient utilization by the 
party of the national .experts involved in the sphere 
of management, and of reinforcing economic-financial 
self-management. The entire process of elaborating the 
Party’s documents 'and the laWs of the country, in- 
tended to lead‘to _the perfection of the economic-. 
financial mechanism, has been directly led' by President 
Nicolae Ceausescu, Secretary-General of the Romanian 
Communist Party. ' I ' 

The measures taken by the Plenum of the Central 
mCommittee'*'of"‘the’R’drfiéfiiiah"'COminuIiiEtflPEftyw’df ' 

22-23 March 1978 are intended to increase' the role 
70f _theA financial-banking System; which, while-ensuring 
the financial means necessary to the progress of eco- 
nomicmactivitygundexgthe=prope1=conditions; - mustzpay: 
more attention to the adequate use of these'funds to 
encourage'increasing economic efficiency. At the same 
time, the finanCial'-banking -system has to ensure per- 
manent systematic financial control in all sectors of the 
economy in order to intervene promptly in settling 
the various matters which arise in the multilevel pro- 
gress of our economy. 3 

With a view to implementing the measures decided upon 
by the Party on the further perfecting of financial and 
banking activity and the reinforcing of the role of finance 
to create better conditions for achieving the financial, 
monetary and foreign currency policies, the proper 
adjustment of the existing legal framework appeared to 
be neéessary. '

‘ 

The Finance Law (No. 9 of 1972) which éntered into 
force on 1 January 1973 was responsive to the goals set 
up by.the 10th Congres§ of the Party and the National 
Conference of the Party of July 1972? 

* Head of Legal Department, Ministry of Fi_n_ance. - 

1. Program of’ the Romanian Cbmmunist Party for creating a 
multilevel developed sqcialist society and Romania’s advancing to 
communism. Politic Publishing House, Bucharest, 1975, pages 
110-111. 

_ 

' ‘

» 

2. Decisibn of the Central Committee of tlie Romanian Com- 
munist Party on the improvement of self-management and eco- 
nomic-financial planning, published in Official Bulletin No. 28 
of April 8, 1978(1). 

‘ , _. 

3. Speech at .the Plenum of the Central Committee of the 
Romanian Communist Party, Mai-ch 23, 197 8 (Politic Publishing 
House, Buché’rest, 1978), page’ 10.. 
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— to raise to a higher level the planning, management 
and organization of the economy; and

' 

— to ensure, within this framework, the improvement 
of economic-financial activity. 

Coherently dealing with socialist financial matters at 
both a macro- and micro-economic level, the Finance 
Law was unique, not only nationally but also on the 
international scene. 4 

The decisions 'of the 11th Congress of the Romanian 
Communist Party, the National Conference of 1977 and 
the Plenum of the Central Committee of the Romanian 
Communist Party 22-23 March 1978, taken together 
with the requirements of the present stage of develop- 
ment of the national economy, call for the further 
improvement of the juridical framework of financial 
relations in .order to reflect the measures adopted to per- 
fect economic and financial management and planning. 
To this end, the Great National‘Assembly has adopted 
the Law Amending and Completing the Finance Law 
(No. 9 of 1972). 5 

The measures adopted to perfect economic and financial 
management and planning are reflected also in the fiscal 
law field. Thus, as of January 1, 1979, provisions relating 
to the contribution to sobiety of a part of the. net 
production value (the so-called “prelevarea pentru 
'societate a unei péryi din valoarea producgiei nete”) 
became effective (Decree No. 429/1978). 6 - 

2. The system of monetary funds within the national 
economy -

~ 

To best determine the proportions and .pace of economic 
growth, one must consider the role played by proper 
distribution of the national income between develop- 
ment and the consumption fund. 7 With this _in view, 
the Law has enacted many and various improvements 
which significantly fill out the provisions referring to 
the functioning of monetary funds in the national 
economy, thus creating a highly perfected legal system 
for the formation and distribution of these monetary 
funds. 
The national income serves as a basic source of monetary 
funds in the economy and is distributed between a fund 
for consumption and a national fund for the socio- 
economic development of the country. The latter, how- 
ever, is also funded through the depreciation fund as 
well as other sources. 
The national fund for socio-economic development func? 
tions as an overarching fund system, compfised of a 
central fund for socio-economic development, a local 
fund for sociol-economic development, the own funds 
for socio—economic development belonging to ‘the State 
economic units, the own funds for socio-economic 
development set up by co-operatives as well as by other 
public organizations, 8 and the funds used by the people 
for building houses, production and raising of livestock, 
and other similar purposes. 
From a material point of View, the national fund for 
socio-economic development is intended to finance new 
investments and the growth of material stocks out of 
The means contained in the fund for consumption are 
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remitted — in monetary form — to the working people 
through several channels, i.e. as a remuneration (ac- 
cording to the quantity, quality and social importance 
of the work performed), as profit sharing and as social 
retributions from the state budget or from the funds of 
the Socialist units. 
The Law reserves an important place and ensures a 
complete control to the own funds 9 of state economic . 

units, cooperatives and other public organizations. 
Within the framework of measures adopted by the 
Romanian Communist Party, the concept of ecOnomic 
management has been enriched, amplified and given new 
qualities, as the enterprises must now-cover their ex- 
penses from their own income, reimburse the amounts 
provided by society, ensure the self-financing of their 
own growth, provide material incentives for the working 
people and, at the same time, participate efficiently in 
the formation of the centralized _resources of the state 
which are earmarked for certain objects and activities. 
The material forms -in which the enterprises hold part of 
the financial resources for self-financing of development 
and for_creating incentives for the working people, 'as 
well as the conditions on which depend the amount of 
the resources held, both constitute component parts Of 
the economic-financial mechanism and reflect, as regards 
the content and manner of functioning of the system of 
the monetary funds belonging to the economic units, 
the principal framework which was approved by the 
Plenum of the Central Committee of the Romanian 
Communist Party of 22-23 March 1978. ‘ 

The amendments and completions to the Law of Finance 
effected by Law No. 2 of 1979 elaborate the measures 
by which these funds are legislatively instituted. The 

7 

‘ 

resources for the own funds of which state enterprises 

4. Iulian Vacz‘ire], Law of Finance, a favourable framework for 
the increase of economic efficiency, enforcement of order and 
discipline in all fields of activity (Finance and Credit Revue No. 
1/1973, page 4). '~ 

5. Law No. 2 of July 6, 1979, published in the Official Bulletin 
No. 59 of July 13, 1979. 
6. This tax is a new form of profits tax which, in the case of 
realization according to plan, taxes away a portion of the net 
production value which is not needed by the entreprise. In the 
case of plan overfulfillment, a part of the incremental production 
value is to be returned to society in the form of a higher tax, due 
to the increased tax base, similarly in the case of plan underful- 
fillment, the tax will be reduced. ' 

7. Constantin Inga, Perfecting of the financial relations in the 
conditions of the new .economic mechanism (Socialist Era No. 14 
of July 20, 1979, pages 18-21). 
8. The concept of “socialist units” comprises: the State eco- 
nomic units (enterprises and industrial centrals-enterprises assdcia- 
tion), state institutions (establishments), ministries and the 
other central' and local bodies, agricultural, handicraft and con- 
sumption co-opeljatives and other public organizations. These 
socialist units are, in general, economic units, except the State 
institutions, ministries and the other central and local bodies 
and, sometimes, other public organizations. 
9. M. Meheningu, Enterprise funds, economic-financial self- 

management and its characteristic features (Economic Review 
No. 6 of February 9, 1979, pages 24-25); T. Stolojan, Monetary 
funds system ' belonging to the economic units (Accounting 
Review No. 1, 1979, pages 9-16). 
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can dispose are constituted from ,profits, 10 the de- 
preciation of capital goods 11 and other sources estab- 
lished by law. ‘ ' 

.In order to enable the self-financing of their own 
development (Lev-financing from their own resources), 
the _state enterprises can use the fund for economic 
development and the working means fund. The industrial 
“trusts” (associations _of enterprises) may call upon the 
fund for the financing Of investments in new enterprises 
and for the financing of important 'developments as 
well as the reserve fund for working means. 
What is of paramount importance in the new regulations 
on self-financing is the basic principle that, from their 
funds, the enterprises must ensure the coverage of 
planned investments, the payment of installments due 
on the bank credits granted for investments, the planned 
annual growth of working means and the installments to 
be paid back to .the state budget from the amounts re- 
ceived by new enterprises to cover their needs of working 
means in their first year of activity. Thus, only the 
financing of investments in 'new enterprises and im- 
portant developments in existing enterprises, as provided 
for by‘the national one-time plan 12 (Appendix N o. 1 of 
the Law), is enSured from the fund “which has been set 
up for Such a goal by a “Central”. 
In order 50 increase the role of_ the _enterprises in satis- 
fying social needs and to provide incentives for the 

*workingpeopl'e‘ to increase profits, provision is madé for 
the establishment of a fund for housing construction and 
other investments with a sociaL character, a fund for 
profit sharing of the working people and a fund for 
SOCial aCtiVitieS. In addition to th'ésefifundsrr-the“enter? 'nété‘WS’Ww-aE-éE—fiéid {athe employees and other similar payments, 
prises may set up — based on production expenses -— as 
own funds: a fund for Scientific research, technological 
development and introduction of technical progress,_ a 

the economy to be set up and developed on the basis 
of an income and expenses budget as well as other 
financial plans, all comprising a uniform system. This 
system of financial plans which has been brought to 
fruition by the new law comprises: .the income and 
expenses budget; the state budget; the cash plan; the 
credit plans; the balance of income and expenses of the 
population, the foreign payments balance; the centra- 
lized financial plan; the territorial financial plans of the 
counties and the municipality of Bucharest. ' 

In comparison to the previous regulation, new elements 
of the Finance Law regarding the system of financial 
plans include the income and expenses budget, the 
foreign payments balance and the territorial financial 
plans of the counties and the municipality of Bucharest. 
In this way, a complete schedule of financial plans, 
each of which is separately defined in the Finance Law, 
has been accomplished, thus ensuring alega] delimitation 
of the contents of each of the plans. 
The income and expenses budget 13 has a central place 
and a special importance in the economic-financial 
activity of the state enterprises. The introduction 
thereof in all state enterprises and “industrial centrals” 

10. Law No. 29/1978 on the forming, planning, destination 
and payment: of profits, published. in the Official Bulletin, I, 
No. 114 of December 27, 1978. The law is also ‘intended to «apply_,‘ 
th‘e’m’éfisures 'éstfibliéh?d’ to b’e'rfEEt’mahagefin—‘izéfit Aaffid“ économig: 
and financial planning. In accordanée with the law, which entered 
into force on January ‘1, 1979, _“prqfit”.refers to‘ that portion

~ 
’ of 'the hewly eai'ned profits generated by an enterprise’s business 

fund for labor protecti‘on'and other funds provided for
_ by law. 

Provision is also made for the obligation of the enter- 
prise to repay the 

‘ 

funds _received from society for 
financing their investment as well as the funds received 
for covering the necessary working means to the new 
enterprises during thevfirst year of operation. For such 
new enterprises, the obligation to repay the amount 
received for financing the. investment begins in the year 
following that in which the project begins operations. 
There are also new and specific regulations with regard 
to the funds of the agricultural, handicraft and con- 
sumption co-operatives and also funds of other 'public 
organizatidns. ' 

-
» 

In this way a uniform, clear and precise legal framework 
is ensured for the own funds of the socialist units, which 

‘ 

facilitates a better knowledge, application and control 
of their means of formation, distribution and utilization. 

3. Income and expenses budget 
The main instrument implementing the measures which 
aim at perfecting the economic-financial mechanism - 
in the financial field e is represented by the income and 
expenses budget. In_this> context Finance Law No. 9 
of 1972 (amended by' Law No. 2 of 1979) provides 
'for ‘ financial activities on all organizational levels of 
© 1980 International—Bureau of Fiscal Documentation — BULLETIN 

activities whicluemgnigffgggdeguctiqn,of._the.,tax,discussed. infi~ 
research costs, including the costs for the introduction of new 
techniques, the‘ tax on total remuneration fund, contribution_ 
to social insurance and any other cost connected with the labor 
force. The anticipated profits for enterprises are pianned in 
advance on the basis of efficiency indicators and standards pre- 
scribed by law, and are then set forth in the enterprise’s income 
and costs budget. The planned profits of the State economic upit 
are applied to returning the funds received from society, to foxjm 
own funds in order to replenish or expand its own supply of 
funds and in payment of any outside obligations as provided by 
law. The sums remaining subsequent to such distributions re- 
present paymenfs to the State Hudget. In the event that an eco- 
nomic unit generates profits in excess of the planned profit'level, 
the law réquires that at least 35 percent of the excess amount 
must be paid to the State budget. The exact amount which must 
be paid is determined taking into account the relevant legal pro— 
visions concerning the allocation of over-planned (profits either 
to an enterprise’s own funds or in satisfaction of outside obli- 
gations. If the State economic unit is not successful in achieving 
its planned profit level, then it is only required to pay into the 
State budget the amount of profits it actually achieved. ' 

11. Law No. 62/1968 on the capital goods redemption, re- 
published in the Official Bulletin No. 6-7 of January 19, 1977. 
12: The national unic (single) plan for economic and social 
development can be — in the Romanian legal system — an 
annual (yearly) or five year plan. 
13. Ch. Boulescu, Income and expenses budgets, instruments 
of management of the economic-financial activity (Accounting 
Reveiw No. 10/1978, pages 1-5); Gh. Vilcu, Income and expenses 
budget for the state establishments (Accounting Review No. 
4/1979, pages 1-9); A. Bran, Income and expenses budget of the 
economic 'units (Economic Review No. 23/June 8, 1979, pages’ 
10—11); A. Sesan, Economic-financial self-management (Scinteia 
No. 10222 of Sept. 20, 1978). ' 

497



occurred during the second half of 1978, under the terms
_ 

of the previous legislation. 
This: budget has been conceived as a, basic instrument 
of the managing bodies in 

» 
enterprises, “industrial 

centrals”; establishments, ministries and the other 
'central and local bodies for the planningvof economic- 
financial activity, with the aim of ensuring the achieve- , 

ment of the targets of the economic and financial
1 

plans and guaranteeing the financial balance.
‘ 

In fact, the income and .expenses budget"is a basic 
instrument of the collective management of the State 
enterprises‘ in reinforcing economic-finahcial ' 

self: 
management and self-financing, because it constitutes 
a synthesis, in monetary form, of the _economic and 
social activity in every enterprise: it is a reflection of 
the conditions under which material 7and financial 
funds are managed'and ultimately of the results obtained 
and the efficiency with which these results are obtained. 
Using these budgets, the general assemblies of the 
working people and the collective managing bodies of 
the enterprises are able to consider and set up measures 
to» strengthen economic-financial self-management, the 
growth of economic efficiency and the degree of self- 
financing for their respective enterprises only. 
At the same tinie, the income and expenses budgets 

’are 'a useful tool in planning financial activity, used 
at 'the draft stage when proposals must be submitted 
for approval. The budget is drawn up by the collective 
managing body of the State enterprise on the basis of ' 

the proposals and is adopted by thegeneral assembly of 
the workers. . 

- 

.
- 

Finally, ’these budgets' are an instrument tQ analyze 
the implementation of financial activity and also the 
financial balance, for they can be uSéd to take ap- 
propriate measuresin fields. where defiéiencies or short- 
falls in economic andfinancial proposals or infringements 
of planning and financial discipline appear. ' 

The_ income and expenses budgets, at all levels, are con- 
ceived as part of an'integrated System, in correlation 
with the national one-time plan, the state'budget, the 
credit plans and the centralized state financial plan. 
Méasufes to implement the fierfected economic-financial 
mechanism are also relevant ;for the activity of the 
territorial administrative bodies' and the' state estab- 
lishments; In this. way emphasis has been pléced on 
the fact that self-management and self-financing require 
that each territorial administrative body, each town, 
each commune, would have its own income and ex- 
penses budget. It is‘intended that, within a few years, 
all localities in the cOuntry will _be ‘able to finance 
themselves without expecting allowances from the 
state budget. 14 Thus, the income and expenses budget 
of the administrative territorial bodies becomes the 
main instrument through which the- people’s councils 
try- to achieve more rapid development of the urban 
and rural communities“ . 

a ‘ 

The inereased reSources for the rise in the degree of‘self- 
financing are ensured by the increase in the income Of 
the local budgets, because a close relationship exists 
between the socio-economic development of each 
administrative territorial body and the strengthening 
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of its self-financing. Therefore, in addition to the 
introduction ,and application of a strict savings scheme 
so that the targets could be implemented with as re- 
duced an amount as possible of material and financial 
aid, it seemed 'neCessary to aim at; further enlarging 
the income basis of 'each locality throngh the develop- 
ment of industrial activities relating to local needs for 
services; and handicrafts and other income-producing 
activities utilizing to the utmostlocal raw materials, 15 

4. Amended forms of financing and crediting the 
national economy » 

The measures taken to perfect the economic-financial 
' 

system have also impos'ed‘new regulations in thelfields‘ 
of financing and granting credits for production, turn- 
over and investments. An improVement ‘can be seen in 
the system which established the level of the funds for 
the Working means» and the methods for COVering them 
financially. 3 

The working means fund is partially constitutéd‘ffroni 
profits expressed as a" rate of the yealjly increase. 915 the 
total working means and approved through the state 
budget. The other part of the increased 'need for working 
means is Covered ‘by bank 'credits. In the first ye'én.‘ of 
activity, the financing of. the heeded working means of a ' 

new state enterprise is guaranteed from the‘ state budget: ’ 

In succeeding years thé financing of the working means. 
is secured from the working means funds and othef 
resources which are'temporarily available; according to 
law. ‘ 

- -

~ 

Financing and crediting‘ of. investment projects which 
have been approved through the national one-time plan 
for economic and 50Cial development are provided for 
as follows; 

‘ 

. 

' 

.
_ — investments in new enterprises and' important ex: 

pansiOns (detailed in Annex 1 to the Law) are 
financed from the _fund established by the “industrial 
centrals” and, where this 'fund is insufficient, re- 

- distribution can be made Within’the 'same‘ ministry; 
' should the planned needs not 'be in‘et, the difference 
is to be covered by allowances from'the central fund 
for socid-economic development which is included 

' in the state budget; 
I 

, 

- 

' 
'

v — 'investments in existing enterprises, except important 
expansions (mentioned in Annex 1 to the Law), are 
financed from the enterprise’s own fund for eco- 
nomic development, supplemented by bank credits; —‘ house building and‘other investments with a social 
character are financed from an own fund which has 
been especially set up for this purpose by the enter; 
prise, supplemented by bank credits; . — ' investments of 'the state éstablishments are financed 
from the state budget, 

' 

’ 

., 
~ , f 

1'4. Nicolae ~Ceausescu, Speech at the Confefenée 6f presidents 
of the, people’s councils, 29-31 March 1978 (Politic Publishing 
House; Bucharest 1978, page 20). 
15. I.‘Condor, L. Va‘rlam, Forms' of materiai incéntiyes 'applied in , 

the field of’local budgets (Economic Review; supplement No. 28 
of July 13, 1979, pages 10-11); I. Pitrascu, Self-financing,"in- 
centive in development of localities (Romania Libera of January 
9, 1979). ~ * 

- y

' 
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Through the means of financing and granting credits in 
the field of investment, emphasis is placed on the 
stimulation of state enterprises to provide themselves 
with sufficient resources and to finance the investments 
first out of their own funds. 
Funds which the enterprises have received for financing 
investments and covering the need for working means in. 
the first year of activity are to be repaid out of the' 
redemption of capital investments as well as out of pro- 
fits. ‘- 

A
‘ 

The Law 'provides an important explanation for the'r 

jurisdictidnal character of the credit. 'It provides for 
credit relations between banks and economic units to be 
established on a contract basis containing; the amount 

' of credits to be granted, the terms for the granting and 
reimbursing of the credits, the interest rate and 'the” 
obligations 
parties. 

Of particular importance are the provisions regarding 
the measures for economic-financial recovery which 
are established by law in order to strengthen discipline 

and responsibilities 'of the contracting 

in the management of material and financial means. 
fér those economic units which are not fulfilling their 
plan targets, are immobilizing the working means and 
arerunable to reimburse Within the time limit the credits 
received. These measures are essentially the following: — setting up of-bank control on payments which have 

W1qbggnfdue .for lmoré: then-'60 days;-the financing-bank”: -- 

h'aving fl'i‘e' right to refuse to effect those payments 
which. breacthe legal rules related to reasonable 
management of material and financial means, 
planning and financial discipline and _to, introduce 

'instrurfiéflft‘b‘f p‘ayfneni; based. on the prior 
' liquidity of the enterprise. At the swim time, the 
‘ banks are obligated, together with the next-highest 
ranking body' of the concerned unit, to examine 
the economic-financial" condition of the'enterprise 
and to 'propose or even' establish measures intended 
to lead to the recovery of the activity;

V 4 examination of the 'ebonomic-financiél situation of 
those units whose working means are frequently 
immobilized and which are unable to reimburse on 
time the‘ credits received. The examination is to be 
made by fthe bank, together with the managing 
(bodies .of the respective enterprises, “industrial 
centrals”, __ministries and other central or local 
bodies, with the. assistance of the State Committee - 

of Planning, Ministry of Finance, Ministry of Tech— 
nical Material Supply and Capital Goods Manage- 
ment Control, Ministry of Foreign Trade and Inter- 
national Economic Co-operation. On‘the basis of 
the examination and subsequent .debate in the 
general assembly of the working people from the 
respective enterprises, effective measures are set up 
in order. to restore a sound economic-financial 
situation. The means for achieving the established 

. 
measures are controlled by the Ministry of Finance 

' together with the Central Board of Workers Control 
of Economic and Social Activity and the Superior 
Court of Financial Control; - establishment of a special regime of economic- 
financial supervision, set up for those economic 
units which continue to be unable to make pay- 7 
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ments despite the measures taken, or which incur 
losses or seriously breach the rules of fund manage- 
ment. The setting up of this regime is intended to 
take measures aiming at the profitability and re- 
covery of the enterprise ’5 economic-financial activity, 
and to establish the reasons for such unprofitable 
activity ,and the responsibilities of the persons, in 
charge of the management of the enterprise. The 
special regime is set up by the Counc_il of Minister's,_ 

. 

on the proposal of the Central Board of Workers 
Control of Economic and 

K 
Social Activity, -the 

Superior Court of Financial Control and the Ministry‘ 
of Finance. During the period established by the 
Council of Ministers for this special regime, an 
economic-financial supervisory board is constituted 
which must analyse the reasons for the unprofit- 
ability of- the enterprise and establish compulsory 
measures to restore econoniic-finanéial soundness, 
which prppdsals are subsequently debated in' the 
general assembly of Working people. The responsi- 
bility for the recovery of economic-financial‘sound- 
ness lies by law with the‘working people’s board 
together with the- economic-financial supervisory 
board. Should it appear that the condition of the 
economic unit is a result of the actions of the 
manager or another person of the unit leadership, 
the superVisory board can propose the dismissal 
of such individuals and forbid them gsggggi_rr_1g:_ 

’w—efurther’managefiél'pfiitibfifér 'a'l'ififited Fe’i‘ioli’. g
‘ 

5. 
' Prov‘isions referi’ing to financial-foreign 'exchange 
relations 7 

A new Chapter (V) was introduced-by Law No. 2 of 
1979 which, for the first time in the framework of 
the Finance Law, governs financial-foreign exchange ‘ 

relations. 
’

‘ 

The Law establishes the uniform system of plans, which 
forms the basis for the functioning of financial-foreign 
exchange activity and which is comprised of : the 
balance of foreign payments, the plan of payments and 
receivables in foreign currency of enterprises, “industrial 
centrals”, ministries and other central ahd local bodies 
and the balance of foreign rights and liabilities.» 
The balance of foreign exchange 16 is drawn up by the 
Ministry of Finance, the State Committee of Planning, 
the Ministry of Foreign Trade and International Eco— 
nomic Co-operation and.the banks together‘fwith the 
ministries and other governmental bodies, keeping in 
mind the indicators of the national plan and the state 
budget and the need for an even balance in foreign 
exchange. It is submitted to the Council of Ministers 
and approved simultaneously with the national one- 
time plan for socio-economic development, annual or 
five-year. '

- 

Law No. 2 of 1979 introduces, for the first time, such 
a plan for foreign exchange receipts and payments 
of enterprises, “industrial centrals” and ministries. This 

16. CC. Kiritescu, International currency-financial relations 
(Scientific encyclopedia Publishing House, Bucharest 1978, 
page 170); I. Bituleanu, The trade balance and its role in economy 
(Romania Libera No. 10742 of May 11, 1979). 
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plan encompasses the total of foreign exchange receipts 
and payments, drawn up in conjunction with the 
economic and financial plan and the balance of foreign 
payments situation. 
The economic units and central bodies are authorized 
to engage in importation and to make payments within 
the limits of the provisions of the plan, dependent upon 
the availability of foreign exchange resources from ex- 
pdrts. In cases where export rec'eipts do not meet the 
quota established in the quarterly plan approved for the 
_ministries and such a condition affects the planned 
foreign exchange balance, the ministries involved 
cannot contract new imports within the limits of the 
unfulfilled receipt amounts. At the same time, the 
central bodies are obligated to report to the Council of 
Ministers On the measures taken in order to meet the 
receipts and ensure the planned foreign exchange balance. 
The balance of foreign receipts and liabilities 17 is drawn 
up by the Ministry of Finance, the State Committee of 
Planning, the Ministry of Foreign Trade and Inter- 
national Economic Cooperation and the bans It is 

submitted to the Council of Ministers at the same time 
with the yearly and five-year plans. 
The socialist entities, from the enterprises up to the 
ministries and banks, keep records in both foreign and 
domestic currency of the receipts and liabilities resulting 
from foreign trade and other foreign activities and are 
responsible for collecting receivables in foreign currency 
and for payments of debts engaged abroad, and for 
periodically 

_ 

reporting their position to the Ministry 
of Finance. 

The basic legal regulation of foreign credits and pay- 
ments is also established by the Finance Law. In this 
way, provision is made for setting up foreign credit 
relations on the basis of foreign contracts, agreements, 
conventions and other understandings. Foreign Credits 
are granted and received through banks, foreign trade 
enterprises and other authorized bodies. There are also 
regulations for those financial resources from which 
foreign credits are granted and for obligations of eco- 
nomic units which engage in foreign trade and of banks 
with regard to the performance of credit transactions 
abroad, as well as their obligation to keep records thereof 
and to make proper provisions in the foreign contracts 
in order to ensure receiptvof the rights to which they are 
entitled and to fulfil due procedure to collect all rights 
and obtain the due amount. At the same time, the 
Finance Law established the duties of the central bodies 
and those of the economic and financial central synthesis 
bodies charged with collecting by the due date the rights 
resulting from the granted credits and also the repay- 
ments due on credits received. 

Law No.. 2 of 1979 has added to the Finance Law 
(No. 9/1972) rules with regard to the financing and 
crediting of foreign trade and ‘ regulations as to the 
crediting of Romanian economic units which participate 
in joint ventures. ' 

We can therefore see that this new:chapter of the~Finance 
Law, which is justified by the unprecedented upward 
trend of foreign trade and international economic co- 
operation of Romania, is madeup of the major regulations 
which form the general legal framework of financial- 
foreign exchange relations. This is necessaryvbecause 
Romania’s growing participation in world-wide economic 
trade imposes the necessity of perfecting the national 
monetary system and financial-foreign exchange and 
credit relations, in the light of the close inter-influence 
among international economic co-Qperation, foreign 
exchange relations and finances. 

6. Conclusion 
In implementing the measures taken to perfeét the 
economic-financial mechanism, ;encompassed in the 
a1hendments made to the Finance Law, the enlarged 
role, duties and responsibilities of all state units in" 

strengthening the workers’ self-management, economic- 
financial self-management and discipline in handling 
financial funds is ensured. ' 

These same ameliorated pro'visions of the Finance Law 
also ensure'the enlarged role, duties and responsibilities 
of the Ministry of Finance and the banks in working 
out and implementing the national one-time plan, the 
state budget, the centralized Financial plan, the foreign 
payments balance, the plans of receipts and payments 
in foreign currency, the balance of receipts and liabilities 
abroad, and other plans, and also ensure obtaining peak 
efficiency in the conditions necessary to maintain a 
general economic and financial balance, and prompt and. 
firm action in solving economic-financial problems. In 
the same way, the duties and responsibilities of financial 
accounting departments have increased as have those 
of the staff charged with the task of exercising financial 
control from the outset which must both observe 
planning, contractual and financial discipline. 

17. The balance comprises the rights and obligations towards 
foreign countries, at a certain moment, from export, import and 
international economic co-operation activities, construction, 
services, tourism and other activities, as well as the external 
credits received and allowed, related interest and fees, parti- ' 

cipants in joint ventures and international financial-banking 
bodies, liquidity in foreign currency abroad and liquidity of 
foreign partners with Romanian banks and other rights and 
liabilities in foreign currency in foreign relations. 
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Economic Development, 
Foreign Investment 
and Taxation 
inthe'li'ustTerritory of 
the Pacific Islands

' 

by Elizabeth S. Udui* 

I. INTRODUCTION 
~ThesT-YrustrrTerritoryrrof the 'Pdcific’IslandS inélude‘s'." 

virtually all-(2,203) Micronesian islands in the North 
Western Pacific except the US. Territory of. Guam, 
the Republic of Nauru, Tuvalu and Kiribati. Spread 
over a three; million square mile expanse of water; these 
islands together amount to less than 720 square miles 
of land area. ' 

The Trust Territory is administered by the United 
States under a Trusteeship Agreement with the United 
Nations. This agreement was never intended to be a 
permanent arrangement. In 1976, the Northern Marianas 
group became a Commonwealth of the United Stafes. 
The other three entities, the Federated States of Micro- 
nesia (comprised of Kosrae, Yap, Truk and Ponape 
States), the Marshall Islands and Palau will have separate 
constitutional governments and will sign future agree- 
ments with the United States,‘ scheduled for 1981. 
Major commodity exports include coconut oil, copra 
cake, frozen tuna fish, copi‘a, and handicraft; The 
entities also receive “invisible exports” from tourism 
.and the sale of fishing rights .within their 200-mile 
'economic zones to foreign fishing companies. 
The Northern Marianas, as a Commonwealth of the 
United States, will follow the United .States tax system 
and will be excluded from this discussion. For the 
moment the three remaining entities of Micronesia 
have a relatively simple tax system based on gross 
receipts and gross wages with no deductions. The tax_ 
burden ,is low. In 1978, for example, only about 4 
percent of the more then $138 million‘in grants and 
revenues to the Trust Territory Government was made 
up of local tax revenues. So far, Palau has been the only 
area_ which export incentive tax measures have been 
passed. 

' ' 
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II. . ECONOMY 
The Micronesian economy is based primarily on.Govem- 
ment employment and services arising therefrdm. In 
the private sector, it depends on agriculture, fishing and 
tourism. Similar to other developing areas. its rural 
population derives its primary income from subsistence 
activities. - - 

Estimates based on the 1973 Census of Population in- 
dicate that the population of Micronesia in 1980 is 
about 121,000, of which about 70 percent live on or 
near the six administrative centers. 
There are 16,500 people employed for .wages; average 
wage is US$3,412. The average government wage is 
about 1.5 times the average private sector wage. Average 
per capita income is $820. ‘ "

‘ 

Micronesia has an overall deficit in its balance of frade, 
which varies from entity to entity. Palau, with more 
" Economist, Bureau of Resources, Office of the High Com- 
missioner, Saipan, Mariana Islands. 
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than 60 percent of all exports, has a favorable trade 
balance; Government imports are not taken into account- 
in‘ these calculations. 
There are about $18 million worth of aggregate assets 
of foreign investment in Micronesia. Of this, more than 
half is in Palau in a coconut oil plant, tuna freezing 
plant, POL‘distributionV center and hotel. 
US. currency is used; U.S. postal services and branches " ’ 

of US. banks are in all administrative centers. ' 

-|II. INVESTMENT OPPORTUNIES AND 
PROCEDURES .

" 

Because of the overall dependency of the Territory on 
US. grants, the development of the private sector has 
been relatively limited. Nevertheless, there are invest}- 
ment opportunities in tourism, marine resources, agrh 
culture and related industries.- 

A. Tourism 

Tourism offers the .most immediate opportunities for 
expansion. Although tourist numbers are small (25,700 
visitors during 1979), growth has averaged over 11 
percent forlthe past five years. Major constraints to the

' 

development of tourism include hotels (there are only. 
367 rooms throughoutthe Territory) and airline seats: - 

About 50 percent of visitors are .from the United 
States and 25 percent from Japan. Over one third of 
all tourists visit Palau. Development of tourism is 

monitored carefully to prdtect the fragile islandv en-. 
vironments. 

B. Marine Resources 

Micronesia’s millions of miles of ocean' and hundreds 
of' square miles of fringing reef and lagoons present 
many opportunities for development. The offshore 
resources are presently being harvested by Japanese, 
Taiwanese and American fishing vessels under various 
agreements with local maritime authorities. The only 
local harvesting of the offshore tuna, resources is'done 
in Palau where between three and five thousand tons 
of skipjack are harvested annually and exported 'to 
canneries abroad. ‘ ‘ 

v 

' 

r 
-

' 

Agriculture 
- 

..

V 

Agficuiture is the largest pfdductive sector. 6f the 
economy, constituting the major activity of more‘than 
50 percent of all households.

‘ 

Commercial agriculture; development will require in- 
tensive use of land, involving substantial capital invest- 

. ment and technology. Copra oil mills in Palau and the 
Marshalls are, the' major investments in agriculture- 
related business. Other areas .with potential for develop- 
me'nt for production and processing include coconut 
products, staple crops, vegetable and frflit' crops, black 
pepper, livestock and poultry (eggs). ‘ ~ ~ 

D. _Prqcedures 
‘

‘ 

1. Foreign investment permits.‘ Permits to conduct 
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business are * issued in accordance with the Foreign 
Investors. Business Permit .Act. Under this law, ap:_ 
plications from foreign investors are reveiwed by foreign' 
investment boards in the variofis states prior to approval 
or disapproval byChief Executives.-.Further information 
on this procedure may be obtained from foreign invest- 
ment boards in Palau and the Marshalls and from the 
Director of the Department of Resources and Develop- 
ment of the Federated States of Micr'one‘Sia‘. 

2. Workpermitsr .Impbrt of alien ‘labor is regulated-by.- 
the Protection Of Resident Workers Act. Under this law, 
alien workers may be granted‘one 'Year.~work permits 
after it has beendeterrhinéd- that no local person is 
available with 'requisite skills. 

3. Corpbrations and partnerships. Corporations and 
partnerships may be chartered or registered with Re- . 

_gistrars of Corporations in the Marshalls, Palau and 
Federated States of Micronesia. 
4. Licenses. Other licensing requirements are in forge. 
in various localities and vary from state to state. ‘ 

IV. TAXES 
Because of the present emergence of three separate 
entities (Marshalls, Palau "and Federated States ‘of 
Micronesia) in the Trust Territory, it_ is extremely 
difficult to discuss the' tax administration», of each 
separate entity and of states-within entities..1n general, 
tax laws derive.from general taxing and licensing laws 
which were in. force prior to the transfer— of these 
functions to the new constitutional governments of 
Micronesia. ’ '

‘ 

The followingTéconomié controlsbxe generally held by 
the Marshalls, Palau and Federated States of Micronesia 
central governments, . 

'

V 

A. Economic ééntrols and taxation a'uthority' 

1. Central governments," 
The Central Governmentsvfulf‘ill the following tasks: 
(a) Control of ‘banking, organization ofi business cor- 

porations, business associations, credit unions and 
cooperatives, insurance, sale'of securities; and publié" 
utilities, including the exclusive_ licensing of such 
activities. P_ersons and companies} ‘engaged in these 
activities 'are subject to local general taxation, but 
not subject to any local licensing requirements or 
payment of license fees-for: these‘activities other. 
than to the central government. 

'

‘ 

(b) Control of the establishment and operation of and 
investment-in business ’and corporations by‘non- 
citizens.- 

' 

‘ \~ 
- 

~ 
' ‘ 

(c) Establishment and control of the terms and con- 
ditions under- ‘which importing and exporting 
licences shall be issued; ' ' 

. v 

(d) Exclusive control of import, ‘export, and income 
‘taxes including any excise taxes which are actually 
collected on the basis of imports. ’ 

'
‘ 
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2. State governments 
State governments are charged with: 
(a) Liquor control, including the right to collect whole- 

sale liquor license fees and to impose taxes Qn al- 
coholic beverages; however, neither of these shall be 
on imports or volume or value of imports. . 

(b) Exclusive issuance of licenses for wholesale business, 
- other._than banking, insurance, sale of securities; and 
public. utilities, including 'the exclusive right to c01- 
lect fees for 'such licenses, pro'vided theserare not 
based on imports or volume or value of imports. 

(c) The imposition and collection of sales' taxes, and the 
' 

auth'orizing of municipalities to impose and collect 
. ‘exci's‘e‘ taxes—on any items; other than foodstuffs». 

B. Taxes, leviés, Charges, du’ties, "etc. 

1. 
' 

lmpgrt taxes,
I 

All entitiés‘ lév3} taxes '0‘n éertain goods imported into 
and. exported from their jurisdictions -and-» on the use, 
distribution, and sale of gasoline and diesel fuel within 
their jurisdictions.

‘ 

(a) Cigarettes — seven cents, per every 20 cigarettes; 
(b) Tobacco; other than cigahettes '— 50 percent ad 

valorem;. 
‘ 

' 
' 

‘ ‘ ‘ 

(C) Perfumery, cosmetics ‘and toiletries, includirig 
cologne and" other' toilet water's, 'articles of per- 

-_._-. .fumery,..,_whether in ‘sachets or_,otherwise;~and- all 
preparations used as applications to the hair or 
skin, lipsticks, pomades, powders and other toilet 
preparations not having medicinal properties — 

v 25 percent advalorem; . -: - i 7 v . 

(d) Soft drinks and non-alcoholic bevérages'— at.the 
rate of two cents on each 12 fluid ounces or frac- 

. tional part thereof; . . , 
1 

. «. 

(e) .Beer and malt beverages - at the “rate of four cents 
' per can or bottle of 12 fluid ounces or fractional 
part thereof; - .

‘ 

(f) Distilled alcoholic beverages :— at the rate of seven 
' ’ 

dollars per‘ wine gallpn, except that any person 
permitted by applicable law to “possess, consume 
and use distilled 'alcoholic beverages may bring 
into such district/state of the Trust Territory tax 
free, an amount of liquor .not to exceed two fifths 
of a wine gallon'.per trip", if such liquor is for his 
personal. use and consumption and, not for resale; 

(g) Wine »— at the rate of two dollars 'per wine gallon, 
éxcept that this tax ‘shall not apply to any religious 
'organization which is importingor teceiving'into 
"the Trust Territory sacrazrien'tal wine for Use in- the 
religious rites} of such organization;’ 

. 

' 
'

Q 

(h) Foodstuffs for human conSumption — one perCent 
ad valorem; ’- 

. 
-

' 

(i) 
' All’ other imported products; exceptithose specified 
above and gasoline"and diesel fuel ‘— three'percent 
advalorem. 7 ~ 7 

'

‘ 

2. Export taxes 
The'following export taxes have been levied on all scrap 
metal exported from’the various jurisdictions: 
(a) L'Nonferrous — 25 percent ad valorem;.

4 

(b) Ferrous: five percentad valorem; '

\ 

(c) Lead and lead covered cable—ten percent ad valorem. 
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“a 

3. Gasoline‘and diesel fuel tax. 
An excise tax is levied upon the use; distribution or sale 
within the Trust TerritOry of all gasoline and diesel fuel 
at the rate of five cents per gallon so used, distributed or 
sold. The- tax is paid by the importing company directly 
to the three entities. ' 

' 

‘ 

' ‘ ’ ‘ '

' 

4. Income tax ' " I 

All entities impOse a tax of five to ten percent upon the 
gross wages and salaries rgegeived by every employee, 
except that those employees whosevgross annual wages 
and salaries are $5,000 or more are‘allowed a deduction 
of $1,000 per year from. all wages and salaries subject 
to tax. Employeé is generally defined as any individual 
who; under the usual common law rules applicable in 
determining the employer-employee relationship, has 
the status of an employee. , 

5. Business tax 
A forty dollar tax per year is levied upon that pprtion of 
the an'xount of gross revenues earned by every business 
which does not exceed $10,000 per year and‘ an ad- 
ditional tax of 2.5 .percent to 3 percent per year is levied 
upOn that portion of ‘the amount of gross revenues 
earned by eVery business which is in éxcess of $10,000 
per year. Businesses which earn gross reVenues of not more than $2,000 per_year are exempted'from‘tagatjon: . 

6. Meaning of income . ,

> 

Although taxable' income in' the ' ordinary éense ex- 
cludes certain types of expenses, fof Trust‘Territory 
entities’ income tax purposes, income is divided into 
two major categories: gross wages and salaries of em- 
ployees and gross revenue. of businessesJThe following 
is the statutory definition of income: .

r 

(a) Wages or salaries mean and include commissions, 
fees, compensation, emoluments; .bonuses, ‘and 
every and all other kinds of compensation paid 
for, cr'edited or attributable to personal services 
performed by an individual, which services have 
been performed by .such person as an employee. 

' Wages and salaries shall not include the following: - Wages and salaries_received from _phe United States 
by members of-the Military or Néval Forces of the 
United States or the Armed Forces of the United 
States. - 

. i
- 

'1— Reasonable per .diem and travel allowances to the 
extent that ,they do not_exceed any comparable 
Trust Territory Government rates. .

l 

-- Rental value of a home furnished to any employee 
or a reasonable rental allowance paid to any em- 
ployee (to the extent such allowance is Used by 

. 
the employee to rent or provide a home). 

-:-- Any payment _on account of sickness or accident 
, disability", any payment "of medical or hospitaliz- 
ation expenses, made by an‘ employer to or on 

- behalf of an.-employee. Normal wages or. salaries 
paid to an employee for a periodofatime during 
which. he is excused from 2work because of sickness 
are not excluded from‘wages and salaries. 

-..v- Remuneration paid for casual or intermittent labor 
' not performedxin the ordinary courseof the em- 
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ployer’s trade or business and for not more than one 
week in each calendar month. - Any payment in the form of a scholarship, fellow- 
,ship, or stipend made to any employee while he is 
a full-time, bona fide student at an educational 
institution within the Trust Territory. - 

—- Wages and salaries received by a minister of the 
gospel, or clergyman from a religious group or 
organization. — Wages and salaries received by an employee for 
services performed or rendered in the capacity of a 
domestic or household employee for a private 
individual or family.

' 

— Wages and salaries received by a non-Trust Ter- 
ritory citizen employee for services performed or 
rendered within the Trust Territory for a total 
of‘ not more than 90 days or less during any one 
calendar year. ' 

(b) Gross revenue means the gross receipts, cash or 
accrued, of the taxpayer received as compensation 
for personal services not in the form of salaries 
or wages and the gross receipts of the taxpayer 
derived from trade, business, commerce or sales 
and the value proceeding or accruing from the sale 
of tangible persbnal property, or service, or both, 
and all receipts, actual or accrued by reason of the 
capital of the business engaged in, including interest, 
discount, rentals, royalties, fees, or other emolu- 
ments however designated, and without any de- 
ductions on account of the cost of property sold, 
the cost of materials used, labor cost, taxes, royalties, 

I 
interest or discount paid or any other expenses 
whatsoever.

' 

' 

Gross. revenue does not include the'following: — refunds, rebates and returns; . 

—- monies held in a fiduciary capacity;
. — income in the form of wages and salaries which is 

taxed separately. 
_ 

~ . 

Income has also been administrativelyinterpreted. to 
include casual sales as follows:

‘ 

Sales made in performance of any profession, trade, 
manufacture or any other. undertaking that re- 

quires different skills, materials and tools than 
‘ _ 

those normally used in the conduct of the taxpayer’s 
activity. Casual sales are limited to 12 individual 
transactiOns per calendar year and $2,000 in annual ’ 

gross revenue. . - Casual sales intlude annual gross revenue of $200 
or more from the sale of farm prpduce, fish or native 
handicraft. 

7. Rules governing apportionment of' income
' 

(a) If an employee is credited or paid salaries or wages 
derived from, or attributable to, personal services 
performed or rendered both within and without the 
jurisdiction during any given month, then the whole 
of the salaries or wages is presumed to have been 
‘earned Within the jurisdiction. The employer paying 
the _tax - or the employee whose compensation is 

taxed may file for an apportionment of the tax. 
(b) If any business earns or derives its gross' revenue 

from business activities or undertakings both within 
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and without the jurisdiction during the taxable 
year, then the whole of its gross revenue is presumed 
to have been derived from sources within the 
jurisdiction. The business may file for an apportion- 
ment Of the tax. ' 

8. Ascertainment of income 
The tax imposed is collected by the employer by 
withholding the appropriate tax from the employee’s 
wages and salaries. The employer is liable for payment 
of the tax withheld on a quarterly basis. All taxes with- 
held by the employer are held in trust by such employer 
for the government. Employees whose taxes have been ' 

withheld by their employers do not file a return. Annual 
wage and tax statements and reconciliation. of income 
tax withheld coupled with field audits serve as‘ a basis 
for compliance. Any individual who is paid _or credited 
wages or salaries from an employer who does not have 
a place of business in the Trust'Territory and does not 
have an agent within the T1151: Territoryrresponsible 
for withholding the appropriate tax is required to file 
an individual return. ~ 

‘As a practical matter, all taxes may be passed on .to 
consumers. However, specific ‘notation 'on an invoice 
showing taxes as additional charges to consumers is 

misleading and such a practice has been administratively 
interpreted‘to be unlawful. 

’ 

9. Ascertainment of income from businesses 
Business means any profession, trade; manufacture or 
other undertaking carried on. for pecuniary profit and 
includes all activities, whether personal, professional or 
incorporated, carried on within the Trust Territory of 
the Pacific Islands for economic benefit either direct or 
indirect, and excludes casual sales. One who qualifies 
as an employee is not considered as a business; 
A business is exempted from tax if its gross revenue is . 

$2,000 or less during any one tax year. Since the tax is 
on gross revenues or groés receipts the following receipts 
are not considered gross‘revenue: — Refunds, rebates and returns. — Monies held in a fiduciary capacity. ,

I — Income in the form of wages and salaries which has 
been taxed under “other provisions of the law. ‘ 

Businesses are also exempted from taxation on revenues 
which are accrued but which subsequently are found to 
be uncollectible (bad' debts). The amount of such bad 
debts will be allowed as a deduction only in the year in‘ 
which it is determined to be uncollectible. The law does 
not allow deduction and exemption from taxation of 
business expenses such as direptors’ remuneration, 
management fees, rents, interest expense, travelling, 
accounting and consultancy expense, entertainment 
expense, and research. 
The only item of pure income exempted specifically 
by law is income from copra production by unincor- 
porated copra producers either collectively or severally. - 

This was intended to encourage production and export 
of copra, a major income earner of a large proportion 
of those engaged in subsistence activities.

' 
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10. Tax treatment of special sources of income 
Dividends, interest, technical service fees, management 
remuneration, film leasing, rents, etc. are taxed on their 
gross amount if they are attributable to the engagement 
of business capital or if they are connected with the 
carrying on of a business. 
Again, the tax on businesses is on gross revenues.,as gross 
receipts. Rules governing ascertainment of profits, 
conditions of expenses and other deductions from gross 
revenue do not apply. “ - 

1 1. Treatment of losses 
The tax on' gross revenues does not allow deduction for 
losses sustained by 'a business ' except for bad debts 
which have been determined to be uncollectible; pro- 
vided, however; that accrual of revenue was made for 
which the tax had been paid. Allowable losses incurred 
by a business arising out of change of ownership may be 
taken in the same manner as an additional tax liability. 
Setting off refunds and additional tai: liability may be 
made provided that the refunds and the additibnal tax 
liabilities have been determined using the appropriate 
tax rate in the year incurred or otherwise accrued. Carry 
forward or carry backward of losses is not provided for 
by law. " ' 

‘
' 

12. Tax treatment of corporate gptitigs - 

7 

C6E5rgtioh§are taxed at the same rate and in thé same 
manner as any other business. For purposes of reporting, 
businesses are classified in three major categories: 
(a) Unincorporated “Unitary Business”. A 

7 
“unitary 

business” is one carrying on one kind ofbusin'ess‘of ' 

which the component parts are_too,closely .con- 
nected and necessary .to each other to justify division 
or separate consideration. 

(b) Unincorporated “non-unitary businesses”. A “non- 
unitary” business is one which shows units of 
substantial separateness and completeness, each of 
which might be maintained as an independent 
business and be capable of producing profit in and 
of itself. Each unit is taxed as a separate business. 

(c) Incorporated businesses. A corporation c'onsistin’g of 
two- or more separate .and distinct businesses would 
pay the tax on the combined gross revenues of all 
the business as one entity. ' 

13. Tax‘ treatment ‘of the family: head, wife, children 
and dependents. ’ 

The tax on personal income is a tax on gross wages and 
salaries of an individual who qualifies as an employee. 
As the tax is on gross wages and salaries, the liability is 
determined on the basis pf each individual employee 
and no _regard is giVen as to dependents, head of house- 
hold, spouse or any .other kind 'of support v‘vhich'an 
individual taxpayer may provide for his family. 
As the only income _tax applicable within the Trust 
Territory is on wages and salaries, a tax liability exists 
only if an individual qualifies as an employee. There is 
no liability for wealth tax, gift tax or any other tax 
(with the exception of social security) as there is neither 
law nor statute imposing such taxes. Considerations 
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relative to property ownership; property held by mem- 
bers of a family do not apply therefore. '

, 

14. Liability of non-citi'z‘envs, non-residents (individuals 
,and companies) ' 

Individuals. Non-resident means any' individual who 
received income from sources within the Trust Territory 
but does not reside or perform services within the Trust 
Territory ‘for a period of 90 days or more during any 
one calendar year (tax year). Non-residents do not pay 
thetax but are required to file aretum for ascertainment 
of status. Non-citizen means any individual who is not 
a .citizen of the Trust Territory of the Pacific Islands 

' and who performs services within the Trust Territory. 
Non-citizens are required -to pay the Trust Territory 
income tax in the same‘manner as that required for 
citizens, .‘except ‘that .the, tax rates 'for non-citizens 
are limited to'three percent if they,are employees of 
the United States Government, - agencies, instrumen- 
talities thereof, and contractors if their purpose is not 
in the interest ofthe Government. - 

'- 

Compqniés. Non-resident compémylmeans a business 
activity which operates ,both within and without the 
Trust Territory and whose' principal place of business 
is located outside the Trast Territory. Non-resident 
companies are taxed in the same manner as resident 
companies except 'that that tax rate is limited toione 
percent if 'they are ‘con‘tractors'of the United States, 
Uhited“Statés"agéfiéiés ‘afidrs‘ihsti'ur'ne'ntalitieéi pfévid’ed, 
however, that their‘activities are not in 'the interest of 
the Government. ' ‘7 ‘ 

15.’ Liability of partnerships and joint ventufes’itO‘tax 
The gross revenue tax applies to all businesses as defined, 
without regard to the business formation such as sole 
proprietorship,; partnership, corporation, or joint 
venture. A partnership must file a‘return and pay the 
tax in the same manner as any other business. 

.16. Liability of foreign states, foreign statelrading 
enterprise ' ' 

Although it was not the intent to tax enterprise activities 
of other government units, agencies or instrumentalities, 
the tax would apply to a specific government enterprise, 
only is such activity was determined to be carried on 
for pecuniary profit and is considered a non-essential 
government service. ' 

17._Trusts 
There are generally n-o trust companies esta-blished‘lévithin‘ 
the Trust Territory.. - 

V.’ DOU‘BLE' TAXATION, EVASION, AVOIDANCE 
A. Double taxation 
Foreign enterprises .(non-resident ’ companies) and 
permanent establishments .(resident companies) .are 
subject to tax only on that portion of income which is 
earned. in or derived from spurces or transactions or 

' parts of transactions within the Trust Territory. This. 
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scheme eliminates double taxation on that portion of 
the revenue earned outside the Trust Territory. It is 

presumed that the same principle applies to other 
countries. 
Although there is no statute in the Trust Territory 
governing the exchange of information with other 
countries, data and information of a general nature 
may be made available to other countries. Specific 
details pertaining to a particular taxpayer cannot be 
exchanged, however, except for the purpose of carrying 
into effect the tax law or any other enactment imposing 
taxes or duties payable to the governments. For the pur- 
pose of ascertaining the correctness of any return and 
determining the liability of any person for any income 
tax the particular government is authorized to: ‘ 

- Examine any books, papers, records, or other'data 
which may be’relevant’ or material to such inquiry. 
The required records shall be made‘aVailable no later 
than ten days beginning with the date that the 
request is received. ‘ — Summon the person liable for tax or required to 
perform the act, or any person having possession, 
custody, or care of books of account containing 
entries relating to the business of the person liable 
for tax or required to perform the act, or any other 
person the Director or his designee may deem 
proper, to appear before the Director or his delegate 
at the time and place named in the summons and to 
produce such books, papers, records, or Other data, 
and .to give such testimony, under path, as may 
be relevant or material to such inquiry. . 

—- Take such testimony of the person concerned, under 
oath, as may be relevant or material to such inquiry. 

B. Avoidance, evasion 

The Trust Territory income tax law has the following 
provisions as anti-avbidance statute. 

1. Assessment. 
Upon the failure ‘of any person, business, or employer to 
make and file a return required by law within the time 
and in the manner and form prescribed, or upon failure 
to pay any amount due, the Director may notify such 
person, business or employer of such failure and demand 
that a return be made and filed and the tax paid as 
required. ' ' 

If such person, business or employer upon notice and 
demand by the Director fails or refuses within 30 days 
after receipt of said notice and demand to make and 
file a return and pay the tax required,’ the DirectOr 
may make a return for such person, business or émployer 
from any information and records obtainable, and may 
levy and assess the appropriate amount of tax. Such 
assessment shall be presumed to be correct unless and. 
until it is proved incorrect by the person, business or 
employer disputing the amount of the assessment. 

2. Records randwaudit. 
All persOns, employees, and businesses required to make 
and file returns shall keep and maintain accurate records, 
which may be inspected and audited'at any reasonable 
time by the Director. 
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3. Criminal penalties. 
Any person or business convicted for tax evasion shall 
be fined not more than $1,000, or (if a natural person) 
imprisoned for not more than one year, or both. 

4. Separate civil penalties. 
The criminal penalties imposed for violation of pro- 
visions of the law are separate from, and in addition 
to, all other penalties or interest. The following civil 
penalties are levied and may be assessed and collected. 
(a) Failure to file return on time. If any taxpayer fails 

to make and file a required return on or before the 
date set, unless prior to that date such taxpayer 
applied for and received an extension for reasonable 
cause, one percent of the tax shall be added for each 
30 days or fraction thereof elapsing between the due 
date of the return and the date on which it is actually 
filed. The minimum penalty is five dollars. 

(b) Failure by employer to file statement. Any employer 
required to furnish a written statement who will- 

: fully' failed to file such statement on the date pre- 
scribed, except with regard to any extension of time 
for filing, is subject to a five dollar penalty for each 
statement not so filed.

7 

(0) Failure to file return and pay tax after demand. In 
any case where the Director makes a return and 
assesses a tax after a taxpayer’s failure or refusal to 
make and file a return and pay the required tax, 25 

‘ 

percent of the tax assessed, in addition to penalties, 
is added. 

((1) False and fraudulent returns. If any part of any 
deficiency is due to fraud with intent to evade the 
tax, or any portion thereof, 50 percent of the total 
amount of such deficiency, in addition to penalties, 
is assessed and added to the deficiency assessment. 

(e) Interest. If any tax or penalty impoSed is not paid 
' on or before the date prescribed for such payment, 

interest is collected, in addition to such tax and 
penalties, on the unpaid balance of the tax principal 
at the rate of six percent per annum from its due 
date until the date it is paid.

‘ 

(f)'Lien on property. All taxes imposed or authorized 
under the law are a lien upon any property of the 
person or business obligated to pay these taxes and 
may be collected by levy upon the property. 

The Trust Territory income tax laws have provided’that 
all tax information is considered privileged and that 
secrecy is required. - 

VI. FISCAL AND OTHER INCENTIVES FOR TRADE 
‘ 
AND INVESTMENT 

Except for a few isolated cases, the Trust Territory does - 

not specifically allow deductions or any other form of 
tax holiday to promote trade and investment‘within the 
Trust Territory. Copra production from unincorporated 
copra producers whether severally or collectively is 
exempted from tax. This promotes copra production 
and exportation of the major cash crop. 

© 1980 International Bureau of Fiscal Documentation ‘— BULLETIN



No import taxes are levied on raw materials imported ' 

into the Trust Territory .for manufacturing. 
No customs charges are levied on equipment and 
machinery required to establish and maintain a business 
in Micronesia. Customs charges are levied when the 
equipment or machinery is sold locally. 
Tax rebates or refunds are allowed on goods imported 
into the Territory and then exported to a buyer outside 
of the Territory. 
Tax rebates or refunds are allo'wed on goods damaged. 
or not received by importers. 

Export incentives tax (Palau) 
In January 1980, the Palau District Legislature enacted 
the first tax incentives law in the history of the Trust 
Territory. This law basically relieves exporters of com- 
modities manufactured, processed, assembled, and 
packaged in Palau of the tax on gross revenues on these 
exports. Instead, in lieu of the gross revenue tax, it 
levies a special export tax of one percent per year 
upon the net profit derived from the exempted export 
activities. ' 

£1 ,:;s g- s ' > e'vt 5' 

APPENDIX 
SoUrces of information 

Code of the Trust Territory of the Pacific Islands, with 
supplements. Available from the Publications Division, 
Trust. Territory of the Pacific Islands, Saipan, CM 

_96950. 7 

Compilation of Tax and Revenue Laws in Micronesia, 
1978. Available from the Director of Finance, Trust 
Territory of thePacific Islands, Saipan, CM 96950. 
Invest in Micronesia; 1979. Available from the Director, 
Bureau of Resources, Trust Territory of the Pacific 
Islands, Sajpan, CM 96950. 
Other sources of information 
Director, Bureau of Resources, Trust Territory of the 
Pacific Islands, Saipan,‘CM 96950. 
Director, Bureau of Finance, Trust Territory Of the 
Pacific Islands, Saipan, GM 96950. ' 

President, Marshall Islands Government, Majuro, Marshall 
.lfland596960. 
President, Federated States of Micronesia, Kolonia, 
Ponape' 96941. ' 

District Administrator, Palau District, Koror, Palau 

MITCHELL B. CARROLL PRIZE 
FOB BOKILA LOFUMBWA 

IFA. 

On September 19, 1980, at the final meeting 
of the General Assembly of IFA during the 
Paris Congress, the Mitchell B. Carroll prize 
was presented to Mr. Bokfla Lofumbwa for 
his work entitled: Les régimes fiscaux uisant‘ 
d encourager ‘les inuestissements directs et‘ 
de portefeuille dans,les pays en voie de 
développement, l’interaction du systéme fiscal 
za'z'rois et des régimes préférentiels des Pays 
de l’OCDE. The medal which goes wigh the 
prize was awarded in the presence of its 
founder, Dr. Mitchell B. Carroll, whose 
advanced age does not prevent him from 
taking an active part in the proceedings of 
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SUDAN: New Investment Law 
by Elizabeth De Brauw-Hay‘" 

The Sudan’s new investment law has beén in force since April 26 of this 
year. The law, entitled the Encouragement of Investment Act, repeals and 
replaces the three laws which previously.regulate.d investment in the Sudan= 
namely the Encouragement of Investment in Economic Services Act, 1973, 
the Development and EncOuragement of Industrial Investment Act, 1974 
and the Development and Encouragement .of Agricultural Investment Act, 
1976. 

The Inew Act relates both to foreign and 
domestic investment and a clause in the 
Act expressly forbids‘ discrimination on r 

account of the nationality of the project. 
Investment is encouraged in the-Act in the 
agricultural, animal, mining, 'industrial,‘ 

transport, tourism; storage and housing 
fields and any other economic field sub- 
sequently prescribed by the Ministerial 
Committee for Investment. ' 

Within these sectqrs investment will be 
encouraged generally in projegts which: 
“(a) contribute effectively to' the increase 

of national income_and widening of 
the base of national economy and the 
strengthening of its activity, or 

(b) contribute to‘ the removal of any 
bottlenecks obstructing development, 
or 

(c) make available necessary services which 
- contribute in the consolidation of 

economic and social~ development, 01'. 

(d) the production of which depends on 
local material or the establishment of 
which is encouraged for prOduction 
'of such materials, or - 

,

‘ 

(e) assist_ in the realization of self suf- 
ficiency and creation of surpluses for 
export, or 

(f) assist effectively in the consolidation 
' 

bf balance of payments, or 
(g) make available directly or indireétly 

(i) contribute in the realization of the ob- 
jects of economic cqoperation. or 
integration with 
countries”,1

' 

Incentives under the Act 

A number of incentives, fiscal and other- 
.wise, are available. Thes‘ejginclude the

_ 

following:
_ 

(a) Total or partial exemption for a period 
of up to five years from the business

' 

profits tax from the date of commence- 
ment of production. This exemption 
may be extended for a further‘p‘eriod 
of up to five years in the case of so- 
called “integrated projects”. These 
are projects requiring large investments 
or which, .in addition to production, 
provide, for the building of roads 
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Arab and African
‘ 

and provision [of other 
' 

eSsential 
services. This- latter provision is of 
major importance in the Sudan where' 
development in many sectors of the 

‘_ economy is, severly hampered by the 
lack of infrastructure. 

. Losses incurred during the ekem'ptiqh‘
_ 

period will be deemed to have been 
incurred during the last year of that 

, 
period. 

(b) Total or partial exemption may also 
V be granted from the following duties: 

(i)‘ custgoms duties on machines, equip- 
. ment, apparatus and imported spare 

v parts necessary for the project, and im- 
ported raw, manufactured and inter-v 
mediary materials necessary for the 

.project which cannotbe found locally 
in the required quality and quantity; 

(ii) import duties on manufactured or 
‘ semi-manufactured goods arising from 
g the project; 

' 

.— 

(iii) any other duties and taxes imposed on 
the project.‘ This would presumably 
include the development tax imposed' 

‘ on virtually all imports and exports 
and import surcharges; - 

.'(iv) exemption - total or partial — from 
excise duties on locally produced 
materials and commodities required 

. _ 
for the project. 

'(c); Projects will also be given exemption 
_ 

chances of employment for citizens, 'or . 

.

‘ 

' 

(b) have defense or strategic importance, or-
' 

from local taxes unless the locality 
involved obtains the consent'of thé 

. Minister of ‘finanCe to impose such 
taxes, 

‘ ‘- 

Other incentives' of .a" non-fiscal , nélture 
include reductions in electricity and freight , 

rates, allotment 'of land necesSaryl—for‘the 
establishment of the project at reduced 
prices, protection of the production of a . 

new project for a- limited (but unspecified) 
.'period by means of raising customs duties 
on or restricting imports of competing 
products and preferential facilities for 
projects established in less.' developed 
regions. 

' 

.
' 

'Guara‘ntees under the Act 

Remittance is guaranteed of profits from 
foreign capital invested in a project and 
interest on foreign loims after taxes, duties, 
dues and other obligations due to the 

Sudanese govemment- have been paid or 
fulfilled :in the currency in which the 
capital or loan was imported or in any 
other agreed currency. Also guaranteed 
is the remittance of profits arising on 

. liquidation, sale or transfer Of the invest- 
ment project in the currency‘ in which the 
capital was imported or in any other agreed 
currency. Foreign capital is defined in the 
law 2 as: 
“_(a) the foreign hard currency transferred 

to the Sudan‘ at the exchange price 
current at the time of transfer through 
a bank working in the Sudan for the" ' 

utilization thereof in execution of a 
project. ', 

(b) ‘imported machinery, equipment and 
means of transport financed from 

. abroad and necessary for the execution 
of the project and compatible with the 
technical development suitable for 

filthe .Sudan, answering such speci- 
fication as prescribed by the Minister. 

(c) the foreign hard currency utilized on 
preliminary studies, feasibility studies 
and foundations undertaken by the 
investor within the limits approved by 
the Minister. ‘

- 

(d) the profits realized by the project if 
capitalized with the consent of the 
Minister or if invested with his consent 
in another project in accordance with ‘ 

the provisions of this Act. 
' 

(e) intahgible assets, i.e.,4patents, trade- 
marks, technical experience, etc, re- 
gistered by the foreign investor for 
utilization in the project”. 

A provision does, however, exist in the 
new law prohibiting liquidation of a pro- 
ject within five years from the commence- 
ment of production. I - 

The Act, aiso contains a guarantee against 
nationalisation except where the public 
good is involved. Where nationalisation 
does, nevertheless, occur then “just” com- , 

pensation at the price current at. the time 
of nationalisation must be paid. Such 
compensation must be evaluated within' 
six months from the date of national- 
isation and paid within a period of five 
years therefrom in the currency in which 
‘the investment was originally made or 
in any other agreed currency. 

Miscellaneous 

Other provisions of ,the Act deal with the 
procedure to be followed for obtaining 
the required license and the varioixs available 
incentives. The conditions of cancellation 
thereof are also covered as is the arbitration 
procedure for settlement of investment 
disputes. - 

* Senior staff membé‘r of the Inter- 
national Bureau of Fiscal Documentation. 
1. The Encouragément of Investment Act, 
1980, Article 6. »

. 

2. Ibid. Article 3: 
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BIAC’S*Responseto the OECD’S Report onTransfer Pricing 
_ . 

- and Multinational Enterprises -

‘ 

This paper has been prepared to supplement the com- 
ments contained in the OECD report, which it is hoped, 
will add to the value of the OECD report in the hands of 
readers. 

I 

I. INTRODUCTION 
The OECD-report on “Transfer Pricing and Multination- 
a1 Enterprises” is welcomed by BIAC. It is a useful con- 
tribution to efforts being made: to achieve some degree 
of uniformity in this overly complex field, which, as the 
report rightly notes, is- in the intere'st of both govern- 
ments and multinational enterprises (MNE’s). As noted 
in the report, the fact that international business and in- 
dustry can be a victim of conflicting national require- 
ments occurs all too frequently in practice. It is hoped 
that the report will contribute towards reducing th 
number of cases in which this does occur. ,

' 

BIAC cdfiéide'rS" that the OECD report clearly >reflect_s 
the'complicated nature of the problem of intercompany 
transfer pricing, with all the many and varied aspects . 

inherent in it. BIAC also warmly endorses the comment 
in the report that it is not possible to ‘.‘lay down ‘rules 
that are appropriate to every aspect of every case.” 
This comment constitutes recognition of the fact that 
to draw up a manual establishing a procedure for deter- 
mining whether the transfer prices Within a group con- 
form to the arm’s length principle is simply not possible 
or feasible. 
BIAC regards as significant the fact that the report pro-

V 

_ 
vides a se__t of parameters which can be applied by tax 
authorities in forming a judgement on transfer prices 
and pricing structures within a group. The implicit re- 
cognition .that there is no such thing as “the right 
price”, but that, in fact, the ‘arm’s length principle con- 
templates a range of prices, prompts BIAC again to ex- 
press the view that managerial flexibility in regard to 
transfer pricing policywithin a. group must not be pre- 
empted by revenue authorities. Once it has been estab- 
lished by appropriate‘ means that prices and pricing 
within a group are maintained within this range, tax 
authorities should refrain from attempting to apply 
adjustments. In such a situation the transfer pricing 
policy of an MNE group should simply not be suscept- 
ible to change under pressure from a Revenue examiner; 
in other words, it should be respected and accepted. 
BIAC concurs enthusiastically with the ,view of the OECD report that the “so-called global methods” of 
allocating profits within a group of companies are ‘en- 
tirely inappropriate to a proper determination of an 
arm’s length pride. 'Such an approach is not only in- 
compatible With the arm’s length principle, but it opens 
the door to taxation on an arbitrary basis and thus po— 
© 1980 International Bureau of Fiscal Documentation — BULLETIN4 

tential double taxation. Accordingly, BIAC commends OECD for including this comment in the report, with 
the anticipation that it will deter the use of the global 
method by OECD member states as well as non-mem- 
ber states whose MNEs engage in transactions with 

' MNEs in member states. ’ 

While in the more detailed analysis of the OECD report 
to follow, some criticism is expressed on certain points, OECD should understand ‘that this has not been done 
with any intent to detract from the overall impact of 
the report. As already mentioned, BIAC considers that 
the OECD study provides a clear picture of the myriad 
of problems in the area of transfer pricing. 
On the other hand, as expected, the report has been pre-’ 
pared from the vantage point of the tax authorities, who 
are~confronted with a formidable task of having to pass 
judgement on a countless variety of intragroup pricing 
practices. This inevitably leads to an approach to the 
problem from a perspective which differs in anumber of 
respects from the perspectivg of business and industry. 
These points are dealt with in'more detail below. ' 

' 

V 
BIAC emphasizes that ‘fiscal authorities should not per— 
mit themselves the luxury of hindsight when‘ making 
adjustment to transfer prices. This point is partially met 
in the report where it is stated that tax authorities 
should not substitute hypothetical transactions o_r their 
own~ commercial judgement in relation to the transac- 
tions at the time they were concluded. BIAC would 
have liked to see a more positive statement-that when 
examining the actual transactions and the commercial 
judgement of the enterprises, it is not permissible to use 

' 

facts which were not available to the enterprise at the 
time. 

_ V 

II. GENERAL 
_1_. The language in séveral places in the text conveys 
the view that an MNE can use transfer pricing as adevice 
for artificially shifting profits so as to minimize its 

_ 

world-wide tax burden. The report seems to emphasize 
the battle by revenue authorities against tax evasion. 
This approach, however, fails to recognize the fact that 
the possibility of tax evasion, as well as the means of 
combating it, are only one, perhaps minor, aspect of the 
problem. In fact; it should be noted that actual cases of 
abuse in the transfer pricing area in recent years are 
probably minimal since pricing policies are generally 
established from a business point of view. The more 
significant aspect of the problem stems from the fact 

* Published with the kind permission of BIAC (Business and 
Advisory Committee to OECD). This BIAC report was drafted 
in January 1980. ~ 

*

_ 
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that transnatiorial movements; of goods and services 
within an MNE involve the fiscal sovereignty of differ- 
ent cpuntries,xand that an MNE is faced with the Some- ., 

times' conflicting views of th'eSe countries regarding their 
reSpective right to levy taxes on the income generated 
by cross border transactions. Where, for example, there 
are transactions within_an MNE involving two countries 
having the same approximate rate' of taxation, then it 
will generally not matter to the MN E where the profit is 
allocated, since the total tax liability of the group will 
riot be substantially affected. The'two tax authorities 
involved, however; view ,thé-matter-‘differently, since 
each of these has a fisca1"interest‘in the income alloca- 
tion process and, therefore, in- the observance of the 
arm’s length principle. " -

‘ 

The fact that this aspect of the application of the arm’s 
length. principle has been overlooked in the report sur- 
faces with particular impact in thediScussion (or lack of 
discussion) in. the area ‘of. corresponding adjustments

’ 

and’ the discussion'of central costs} ' - '— 

‘

. 

With regard to' corresponding adjustments, the OECD 
takes the view that~ this Subject need not be dealt with 
since‘it is “a related problem, but outside 'the scope of 
this‘ report.” BIAC emphatically disagrees with this' ap- 
proach. 'Understanding- that "OECD' will in the near - 

future commence a study of this Subject, BIAC'urges 
this study to be undertaken and concluded ‘expeditio‘us- 
ly because of the uncertainties created during the period 
from issuance of the 'OECD report until some clear- in—' 
temationally a‘ccepted rules .éu‘e accepted. "No topic-Ts 
more directly concerned with the entire area of transfer 
pricing than is the topic of corresponding adjustments, 
because it is inextricably wound up ,in establishing .the 
demarcation _of the< power of the different‘qountries in- 
volved to‘levy their tax. An argument is oftenheard that 
the absence of_ a definitive rule ,iéquiring‘cori‘espénding 
adjustments is-in the _interest ‘of tax authorities, on the 
grounds that.the possibility of double'taxation will pro: 
vide an additional obstacle to prevent, MNEs from eit- 

tempting tohljeduce' their, tax liabilities through Artificial 
pricing .schemes. Not only does .this proposi’cionhck 
Validity in today’s economic climate, but it impqsesra 
heavy burden upon taxpayers by making, them Vulner- 
able to arbitrary and capricious pricing adjustments pro- 
posed by examining revenue agents. The application of 
the arm’s length principle is equally a concern of the 
two countries involved in the cross border transaction. 
Therefore, BIAC considersthat the OECD report shou1d 
have set forth and endorsed a mandatory Systemlof cor- 
responding adjustments -bindinglon‘a11’ members of the . 

OECD.. : 

~
. 

BfAC 
_ 

cOnsiders this'esseh’giél fdf thezfollgiing reas'ons:
V 

o The report indicates that each-situation should 'be exam- ‘ 

ined in light' of ifs own particuq facts and circum- 
stances. SinceIthe tax authorities in Idiffergnt countries 
will very probablygttach different weight to the .various 
elements in a transfer pricing practjce of,an MNE, the 
wish expressed by_ the OECD that ‘fa common approach 

. should help. to reducethe need for any such corres- 
ponding adjustments” will be of little value of taxpayers 
in reducing double taxation. I. 

' 
- ‘ 

o The same rationale may apply as to the methods men— 
510 

~ tioned in the report for determining whether prices con- 
form to the arm’s length principle, in that, if one coun- 

_' try adopts the “cost plus” method and another adopts 
the “resalev‘ minus” method for the same transfer priCe, 
the. result may well lead to double taxation, to_ ‘the detri-. 

‘ nient‘ of the taxpayer. 
Although the report will obviously have a direct impact 

. on relations between OECD countries, it seems to BIAC 
that it may well influence relations between member 
and- non-member states, as well as among'non-member 
states. Since it seems that suchvnon-member’countries 
base their taxation policies on a mixture 'of OECD con- 
cepts and principles other than those adopted in the 
OECD countries, the failure to deal adequately with cor- 
responding adjustments may raise the specter of increas- 
ing cases of double taxation in non-member states opt- 
ing to follow the principles laid out in this report. 

In‘ summary, 'BIAC concludes that it is essential to the 
effectiveness of what OECD is attempting to accom- 
pli'sh in the transfer pricing report that the subject of 
correspondihg adjustment be definitely dealt. with. The 

' fact that this was not done is regrettable, BIAC hopes 
that consideration of this subject-be undertaken and 
concluded as rapidly as possible. 
With regard to the treatment of costs of central services 
and activities, the OECD .report devotes a great deal of 
attention to the means by which tax authorities can 
determine Whether or not is is-appropriate for subsidiary 
companies_to bear_ all or Some portion of such costs.‘I’§ is 
not stated in the report, hdwever, that such costs 
should, in any. event, be deductible in some jdfisdiction. 
The report should have’ackn'owledged this fact, to pro- 
vide assurance that 'MNEs will not .suffer- double taxa- 
tion arising out of disputes with the tax antho'rities of 
the MNE’s home and hostcOuntries. ‘ ' ‘ 

Although BIAC realizes that su‘bdividing the subjecf 
into its separate components; dealing with each in a 

‘ Separate chapter'of the report; was necessary for analy- 
tical purpd'ses, this approach could conceivably give rise 
to misunderstandings between taxpayers 'and the tax 
authorities. This fact should‘have been recognized _‘and 
pointed out in the preface of the report to avoid such a 
potential misapplication of the report. It is indicated that 
it‘is not always possible. to draw a cle'ar‘distinction be— 
tween;- for "example, the transfer Of ‘know—hQW‘and'ser- 
vice‘s related' thereto: BIAC believes that‘fthe 'various 
concérned taX'authorities are extremély likely to {lse'the 
specific methods set forth in the. OECD report in their 

. review of each individual type of intercompany transac; 
tiOn within an MNE. The danger arises that, without 
specific guidanée in the report, an' oxierall consideration 
of 'thé totality of relationships betweeh‘the entities of 
the group will be igndred; In effect, tax 6fficials 'will not 
see the forest for the trees. In‘ su‘ch' cases, although it 
may seem that the arm’s length principle'has not been . 

observed with regard to certain of the individual inter: , 

company transactions. between,.two associated. énter- ‘ 

prises, conformity to _‘the_ arm’s length principle .will 
nevertheless have been achieved when the picture ‘is re— 
viewedas a whole,_ as foyexample, by means ofpackage 
deals or set-offs. Inthis regard, incidentally, BIAC notes 
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that, contrary to the implication in the OECD report, ' 

such arrangements are not uncommon in third-party 
relationships. ' 

For this reason BIAC wishes to emphasize that, in any 
scrutiny of transfer priCing with an MNE, initial em- 
phasis should be placed on a judgment of the totality'o'f 
overall 'relations‘ within the enterprise, Over a reas'onable' 
period of time, and this should be borne in mind while 
reviev'ving- the separate categories of 'tra'nsactions within" 
the area of transfer pricing. ' 

v 

'

v 

V 

Ill. PARTICULAR POINTS 
1. Burden of proof 

As noted above, the OECD report appears 'to' eépous'e“ ‘ 

the concept that generally MN Es adopt transfer pricing 
schemes as a device to reduce artificially their tax liabi-

_ 

lities (a view.with> which BIAC does not concur). This 
could lead to the assumption that the burden of proof 
(of ‘the appropiateness of transfer prices) is to be placed ua the MNEs. In BIAC.’s View, the initial burden of 
proof (that a particular transfer price does not comply 
with the arm’s length principle) should ;rest with the 
relevant tax authorities. 

' 

» . .
- 

‘ 2.2:.Benefittest
' 

In‘ the chapters Covering transfer of technology and in- 
tragroup services, the report suggests_ that a group mem- 
ber must demonstrate that it has derived .a benefit (or 
was expected to derive a benefit) in consideration for 
payments made to another affiliate (often the parent) 
for services or certain intangible property rightshis 
concept is acceptable insofar as it relates to specific 
services rendered and specific property transferred; In 
addition, however, a parent company of a group often' 
incurs "substantial costs for central activities carried on_ 
to benefit the group as a whole, rather than to benefit 
any one or more specific affiliates. For example, know- 
how of all kinds is available centrally for all members 
of the group to avail themselves of, if desirable or- 

necessary; and a continuous stream of information of 
all sorts (e.g., marketing, advertising, technical, etc.) 
flows to the subsidiary companies. It seems to BIAC 
that the members of a group should‘make an appropri- 
'ate contribution toward defraying these costs, whether 
or not specific benefit (actual or( intended) can be 
demonstrated. . 

'

. 

The perfor'mance of central services and central activi- 
ties is inherent in the very nature of a multinational 
group, and, accordingly, it is logical to conclude that the 
enterprise as a whole is benefited by the costs incurred 
for activities carried on by the headquarters unit. In 
many cases, however, it will not be possible to substan- 
tiate that an immediate benefit has been conferred upon 
the group members, even though they are called upon to 
bear an allocable portion of such central costs. BIAC be- 
lieves that it is reasonable that every group member of 
an MNE should pay its share of, those central costs from 
which it can expect to benefit collectively, each respec- 
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tive share being determined by an appropriaté appor- 
tionment formula. 

3. Information 

In dealing with the subject of information flows, both 
the~- provision of information by the enterprises itself 
and the exchange of information between the tax-autho- 
rities of therelevant States should be considered. 

A. ‘Information'prdvided».by the enterprise. 
BIAC rebognizes _the obligation of MNEs to co-operate 
with the tax authorities in a pricing examination agre- 
gards the providing of information, as’ long as the infor- 
matidn i'equesjzed by‘the authorities. is re_1evant to the 
examination in process and is necessary to allow the au-' 

A 

thorities a basis upon which to form a firoper judgement 
of the pricing structure under study. It must be empha— 
sized, ‘however, that the tax authorities involved in a 
pricing examination should not request from any mem- 
ber of the group detailed information on transfer pricing 

7 in transactions in which the particular tax authority has 
- no direct interest. 
Moreover; where there is 'no actual evidence' that the 
arm’s léngth principle has not been"observed,'the tax' 
authorities should not be permitted to go on a “fishing 
expedition”. If.thé__obligatio‘n -_tlo‘.provide, information- 
‘Were; “fri' fictj‘tdé’éfiébmpassm the 'typé of- data mentioned, 
in the preceding two sentences, it would impose a heavy 
and unjustifiable burden on an MNE, particularly since 
the MNE could be confronted with such requests from 
tax authorities in many; countries of the world. 

B; Exchange of information betwéen States
, 

BIAC strongly? recommends that information 'to be ex- 
changed between _states on transfer pricing should relate 
only to such matters as are relevant to an actual pricing 
examination; furthermore, such information as is ex- 
changed, 'shodld only be used for the specific purpose of 
the particular examination. Further, it is important that; 
any exchange: of 'information does not involve the dis— 
closure of business secrets; BIAC also believes that, be- 
fore any such eXchange of data takes place betwéen tax 
authorities, the enterprise concefned Should be inform— 

' ed and given an opportunity to register any objection it 
might have to such exchange. 

4. Marginal pricing '- 

BIAC believes that proper attention should be devoted 
to the subject of marginal pricing,iwhich is missing from . 

the report. The failure to discuss this concept conveys 
an impression that marginal pricing occurs only by way 
of exception». BIAC wishes to emphasize that marginal 
costing and pricing are normal practices. As a result of 
the non-treatment of the subject, BIAC fears that tax 
authorities in a pricing examination of one or more affi- 
liates of an MNE may reach erroneous conclusions in 
cases in which intercompany pricing has been based on a 
marginal costing method. Accordingly, BIAC strongly 
urges that the_ OECD consider this subject for inclusion 
in a subsequent report and, in fact, is undertaking a 
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< 
study of this topic for the use of OECD in its delibera- 
tions. 

5. Accounting methods 

The tax authorities of two countries, when reviewing 
the transaction between. two affiliates of an MNE in 
each of their countries, should be required to accept 
uniform methods of calculating transfer prices with re- 
spect’ to the transactions under study. To do otherwise 
would open up a potential for distortion and ultimately 
result in double taxation (i.e., taxation of an amount of 
profit in both countries in the aggregate exceeding the 
actual profit). BIAC therefore makes a plea that ,the 
MNE’s own method of 'calculating prices'should be ac- 
cepted if in conformity with generally accepted ac- 
counting practices consistently applied. _ 

'

. 

6. Shareholders‘ costs 

BIAC concurs with the report insofar as_ it treats share- 
holder (stewardship) costs as costs of the parent com- 
pany only, not alloc'able to other members of the group. 
BIAC does not agree, however, with the overly broad in- 
terpretation of what constitutes shareholders costs. 

Shareholders costs should be limited to only those‘Costs 
incurred by a parent company solely in its capacity as a 
shareholder (investor) in the other group affiliates. It 
should not include any costs attributable to coordinat- 
ing the various business activities of the group. The costs 
of internal auditors, for example, should not be in- 
cluded as a shareholder cost. Since examinations carried» 
out by internal auditors are primm intended to pro- 
vide information to the parent and .the group members 
which is, inter alia, used for management purposes, the 
tion that the result of an internal audit merely serves 
to protect the investment of the parent company is not 
correct, and is a misconception of the role of the intem- 
a1 audit function. 
BIAC cautions against interpreting the concept of share: 
holders costs too broadly, inasmuch as the result could 
be to create a sitution where a significant portion of the 
central costs of a group would effectively not;. be deduct- 
ible anywhere. 

_ 

payer’s viewpoint. r v 

7‘; Retroactivity 

In view of the fact that the transfer price in every cross 
border transaction involves at least two jurisdictions and 
that an MNE must, for business considerations, be af- 
forded the opportunity to arrange a suitable transfer 
pricing structure, any. pricing structure, once acceptable 
to the tax authorities in question, should not subse- 
quently be challenged by such tax authorities, unless cir- 
cumstances have substantially changed since original ac- 
ceptance. Even in such a situation, tax authorities 
should proceed very cautiously in proposing any retro- 
active price adjustments, as this may create particularly 

' difficult problems, including the threat of double taxa- 
tion, for the MNE concerned. 
.8. 

' Advance rulings 

BIAC considers it desirable to‘ offer an MNE the oppor- 
tunity to satisfy itself in advance whether Or not a par- 
ticular approach, structure or system cOntemplated for. 
use in intercompany transfer pricing is fiscally accept- 
able. This can be accomplished through the mechanism 
of advance rulings whereby an MNE could consult with 
the tax administration(s) in advance'of implementing a 
pricing structure and request the views of the admini- 
stration(s) involved. This could be dOne formally or in- 
formally, depending upon the customs of the particular 
country. Once approved, however, the pricing system 
'should not be subject to challenge; in other words, the - 

ruling should be binding on the tax administration. 
BIAC believes that further study of this matter is war- 
ranted. . 

' 

IV. CONCLUSION 
BIAC wishes once again to express its appreciation to 
‘the OECD for the Report on Transfer Pricing and Mul- 
tinational Enterprises. It is a signal achievement. It is 
evident, however, that the transfer price problem has 
many and varied aspects, and that it is not possible to 
treat the subject in its entirety in a report of this scope;

V 

Moreover, several of the issues discussed, including those 
commented upon above, have been treated primarily 
from the‘ perspective of the government (i.e., the reve- 
nue authorities), without giving full weight to the tax- 

As we are. informed that OECD will continue its Work’ 
on éreas not coilered in the report, BIAC'is pleased to 
offer its assistance (and co—operation in such endeavor. 
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SOME HIGHLIGHTS; 
FROM THE SECRETARY GENERAL'S 
1979-80 REPORT PRESENTED AT ’ 

THE PARIS CONGRESS 1980. ~

' 

IN GENERAL 
The Secretary General, Prof. Dr.» Jan H. Christiaanse, paid special 
attention to the administrative aspects qf IFA. The appointment 
of Prof. Dr. J.'C.L. Huiskamp (Director of the Fiscal Economic 
Institute of the Erasmus University in Rotterdam) as Assistant 
Secretary General will enable IFA to fulfill better certain tasks 
which have in the past received toolittle attention. Prof. Huiskamp 
will in particular be involved with the preparatory work for Sem-' 

3 Hiha‘rs held at Congresses. This year he edited the papers for the 
Seminar entitled: “Recourse to' Tax Havens —- Use and Abuse” 
for the Paris Congress. Prof. Hqiskamp_1s:_further responsible‘for 

' the 'contact With TFA' liai'séhi'éffi'éérs 'tb"various internatibnal 
organizations and he takes part in the sessions of the Permanent 
Scientific Committee which is 'the scientific arm of IFA. He will 
also coordinate the work and the promotion of the Mitchell B. 
Carroll Prize. A

~ 

The Permanent Scientific Committee’s decision to prepare for 
Congresses two years in advance has added to the work load of 
the General Secretariat, which has been busy with preparations 
for the Paris, Berlin and Montreal Congresses in 1979-80. 
Recent changes in the Dutch legislation governing associations 
made it necessary to amend the statutes of IFA. This proved to 
be a time-consuming task which took much of the General 
Secretariat’s time. 
The General Secretariat, desirous to be kept informed of the 
activities of the national branches, has requested the supply Of 
information-on a regular basis. This information will be pub- 
lished under the heading “IFA News” in the Bulletin for inter- 
national fiscal documentation. It is, of course, vital that the 
national branches keep the General Secyetariat informed of their 
work. . 

COPENHAG EN CQNG R ESS 
The 33rd Congress held in Copenhagen organized bylthe Danish- 
Branch under the supervision‘of Mr. Aa. Spang-Hansen was very 
successful. General reporters were Prof. Th. Nielsen (Denmark) 
and Mr. Gerhard Laule (Germany) and discussion leaders Mr. J.F. 
Avery-Jones (U.K.) and Prof. I. Claeys Bofu’laert (Belgium). Two 
highly interesting seminars were held, one chaired by Prof. Stanley 
Surrey (U.S.A.) and the other by Prof. Dr. Gustaf Lindencrona 
(Sweden) and booklets containing information as a basis for these 
discussions were distributed by IFA. 

MITCHELL B. CARROLL PRIZE 
At the Copenhagen Congress Prof. Dr. Klaus Vogel (Germany), 
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chairman of the jury, handed the medal to Mr. Edwardes-Ker for 
his work: “International Tax Treaties Service”. For the 1980 
prize_there are four competitors: - 

HM Liebman (Belgium): 
'- A Formula for Tax-Sparing Credits in US. Tax Treaties with 

Developing Countries. 
Jean-Pierre Pam's (Fra‘nce): - Tax Harmonisation and Industrial Policy within the EEC; 

Company Taxation: Corporate Income Tax. 
Dr. A. Storck (Germany):

_ — Ausléindische Betriebstéitten im Ertrags— und Vermégens- 
sbeuerrecht. 

Lofumbwa Bokila (Belgium): 
~- Les régimes fiscaux visant 5 encourager les investissements 

directs et.de portefeuille dans les pays ,en voie de dévelop- 
pement, l’interaction du systéme fiscal zai'rois et des régimes 
préférenu'els des Pays de l’OCDE.* 

PARIS CONGRESS 1980 
The two subjects of the Paris Congress are in the capable hands of 
the two General Reporters: . M Mr. Guy Delorme (France) for Subject I, “The dialogue 

between the tax administration and taxpayer up to the filing 
of the tax return”; and — Mr. Robert J. Patrick (U.S.A.) for Subject II, “Rules for 
determining income and expenses as domestic or foreign”. 

Prof. J. van Houtte (Belgium), honorary president of IFA, is 
prepared to act as discussion leader for Subject I and Mr. P. 
Kerlan (France) for Subject II. Prof." Vedel (France) will be the 
chairman of the working session on Subject I and Prof. Dr. Th. 
Nielsen (Denmark) of the working session on Subject II. 

FUTURE CONGRESSES 
1. Berlin Congress 1981 
During the Spring meeting of the Permanent Scientific Com- 
mittee (PSC) the directives for the Berlin Congress were dis- 
cussed. The topics are: 
Subjéct I — Mutual agreement — procedure and practice 

General reporter: Dr. K. Koch (German Federal 
Republic) 

Subject II — Unilateral measures to prevent double taxation 
General reporter: Dr. D. Juch (Netherlands) 

The PSC decided to hold Seminar I on the subject “Taxation of 
income arising from the international seabed” (this title may be 
subject to rephrasing) instead of on “The OECD Model Con- 
vention on Estate. Taxes” since the pertinent OECD Report 
scheduled to be published in Spring 1981 may be delayed. 
The Berlin Congress will be held from September 21-25, 1981. 

* see page 507. 
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2. Montreal Congress 1982 
At the same PSC meeting the topics for the Montreal Congress 
were established: .- 

Subject-I —‘The tax "treatment of interest in inbemational 
economic transactions 

V 
V

’ 

General reporter: Prof. E: Héhn (Switzerland) 
Subject II —Taxation of transportation of péssengets and 

goods in international traffic . 

General reporter: Mr. G. Coulombe (Canada) 

3. Other Congresses 
Further congresses are scheduled in=Venice' (Italy) in 1983, 
in Buenos Aires (Argentina) in 1984 andflin. London (United 
Kingdom) in 1985. .I . 

‘ 
, x .

' 

IFA OFFICERS COME AND GO 
Mr. C.J. Berg (Australia) and Mr. R. Baconnier (France) joined 
the Permanent Scientific Committee whereas.Mr. P. Kerlan 
(France) left after along and active‘participation. .

‘ 

Mr. K. Beusch (Germany), Mr. A. Elvinger (Luxembourgyand Dr. 
A. Toffoli Tavolaro (Brazil), elected at the Copenhagen Congress, 
took their posts in the Executive Committtee.- **

. 

Prof. P. Sibille was welcomed as President of the Editorial Com- 
mittee. Mr. M. Laxan will be~proposed for nomination as President- 
Elect of IFA during the Paris Congress. 1 Mr. R.M. Hammer 
(U.S.A.), Mr. J.L. Perez (Spain) and Mr. K. Beusch (Germany) 
‘were elected as 1st, 2nd and 3rd Vice Presidents respectively. 
Mr. P.F. Vineberg (Canada) will be due forstatutory'retirement 
at the meeting of the Executive Committee at the Paris Congress. 
Mr. D.E. Richards acted. for the last tin'ué 'as Pre‘sident 9f the 
Nominations Committee; 

_ 

'

’ 

x. 

NATIONAL BRANCHES 
"During thé Copenhagen Congress tWo new" national branches 
were recognized: Hong'Kong and Colombia. Applications for 
such recognition were received from Indonesia and Malaysia 
which will be recognized during the Paris congress. 2 

NUMBER OF MEMBERS 
IFA had 5,659 members in January 1980 (the_ last count 1;; March 
1979 was 5,427). 

MEMBERSHIP FEE'S‘ ' 

. The membership fees will be inci'eased for 1980/81:
I 

US$ 38 for individual members of national IFA branches; 
US$ 40 for direct individual members of IFA; - 

US$ 90 for corporate members, both direct and of national 
branches. 

_ 

.
I 

1. His nomination was approved by the General Assembly of 
IFA during its session on September 19, 1980. .. 

2. Their recognition was approved by the General Assembly, 
in the above meeting (gate 1). - 

3. The increase was approved by the Generhl‘fissembly in thé 
abov'e meeting (note 1). 
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AUSTRIA - 

The Austrian Branch of IFA reports the following on its activities 
r during the fit-St half ‘of 1980." ‘ 

1 . Meetings 
On May 9 and 10, 1980 the Austrian and German Branches 
organised a Workshop in Salzburg. The' following subjects were 
discussed: . 

(i) _ 

The German VAT reform which bgcame effective on January 
.1, 1980 and which was‘partly based“ (in the Eighth; EEC 
Directive on VAT. Special attention was paid to the place of 
rendering of services, the refund procedure and the limitation 
of the tax jurisdiction. 

_ 

' ‘l
. 

(ii) The current tax situation in Austria and‘ the Federal Republic 
of,Ge_1:m_a_ny_. During World War 11 German tax law was? 
applicablenin Austria and the papers 'read'showed to what 
extent the developments in Austrian and German tax law have 
diverged, but in some cases tend to similar solutions. , _ 

(iii) Dr. Bechinie, the President of the Austrian Branch, read a 
paper dealing with the work of the Austrian Tax Reform 
“Committee” which concluded its Work in the beginning-of 

' 1980. He'reported in detail‘o'n the1 Committee’s proposals 
but pointed out that their implementation will necessarily 
depend on budgetary. circumstances; 'since, it is not intended 
to reduce or increase taxes.. 

' 

_ 

' 

'. 
-

‘ 

He also mentioned some silbjects which are currently,'in-the 
' ‘center of interest, like the _reform 6t: tax 'rates 'and the intro; r_ 

-:. 

duction of _a withholding taxon interest'from sayirigs accouiits" ' " 

and bonds'. Although thelTax Reform Committee has coni- 
pleted its task, some Sub-committees continue to study the 
structure of the Austrian income’tax law and‘the reform of 

' " 'the present investment incentives. 
' 

- ‘ 

' 

.. -

_ 

(ix?) A German speaker discussed some‘fundamenta] problems 
with respect to taxation of families, the envisaged tax rate 
reform and amendments of the unilateral relief for double 
taxation. 

' 
‘ 

' " ' 
‘ 

-

7 

(v) Officials of Austrian and: German local tax administrations 
(frOm ‘the;ci‘ty of Salzburg and from Bavaria, respectively) 
discussed 'the functioxiing. 6f the mutual agreement pro- 
cedure under the Austrian-German double taxation treaty. 
The results are very‘favorable and the fact that also lower 

v tax administrations have been involved leads to asubstantially 
less time-consuming procedure. 

On June 17, 1980 the General Assembly of the Austrian Branch ‘ 

convened. Considering. the success of the meeting in Salzburg 
the members? expressed their 'wish .to continue thecooperation 
with the German Branch in 1981. '

v 

2. Members honored 
' Dr. Robert Halpern, vice-president of the Austrian Branch, mem- 

Dr. Alexan’dér- Hértlehnen Prof. Dr. Robert Halpern 
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ber of the General Council of Central 'IFA afid Chairman of its ' 

Finance Committee, received from the President of the Austrian 
Federal Republic-the title of “Professor”. ‘

' 

Dr. Alexander Hértlehner, the Secretary of the Austrian Branch, 
reée‘ivedthe Gold Medal for Merit of the Austrian Republic during 
a ceremony at the Ministry for Trade. _ ,

. 

'The‘hrazilian Branch anhounces that from November 16-21, 
1980 a‘joint congress will be held entitled: ' 

u -
‘ 

I Cbngresso Internacional de ~Estudios Tfibutéfioé 
I_V Congresso Interamericého de Tributaqé’o '

‘ 

The subject of these congresses is: Municipal tax policy facing 
'urban concentration - a search fdr a new system. 

I ~ 
Speakers will include: 
Ives Gandra da Silva Martins, 
Geraldo Ataliba, ,

‘ 

Ruy' Ba‘rbosa Nogueira,
V 

Bernardo Ribeiro de Moraes, ~ Brazil 
-Aires Fernandina Barreto, '

’ 

Gilberto de Ulh6a Canto, 
Souto Major Borges 

‘ I 

,Manuel de Ju’ano‘? Argentina A 

Carlos A. Mersan 'Paraguay 
' Rainén Valdés Costa 

. 
Uruguay 

, Euzébio-Gpnzales Garcia ~ ' ’ Spain ' 

Victo Uckmar - Italy 
Sergio Francisco de la Garza‘ " 

' 

- 

' Mexico 
K1aus.Vogel : ‘ 

'- 
‘ 

- Germany 
Further information from the Secretariat: 
Rua Juataba no. 20 ., 

CEP 05441 SAO PAULO 
Brasi] 

SPAIN 
The Spanish Branch of IFA reports that their, membership is‘ ‘ 

gradually increasing: from 70 to 79 during 1979 and it is hoped 
that this trend will continue in 1980. With respect to its activities 
it indicates that it is involved in the preparation of the national 
reports for the Paris Congressbf IFA and that it took part in the 
COng'ress of the I.I.F.P. Its members will also contribute to the . IX “Jomadas Luso-Hispano-Americanas de Derecho Financeiro” 
which will take place during 29 September — 2 October 1980 
in Oporto (Portugal). Subjects to be discussed at this meeting 
include: (i) the influencé of taxation 01f the financing‘of‘enter- 
prises, and (ii) the family a_s a taxable unit. v 

' ' 

The foundation of a tax journal in the Portuguese and Spanish 
~lzmguagesjs envisaged, which will act as the official organ of the 
Portuguese and" Spanish-speaking Branches of IFA and which 
will be entitled “Fiscus”. Contact .for this purpose has been 
established with the Argenfine and Portuguese Branches. 
The Spanish Branéh 'of IFA is also involved in'the creation of a“ 
national associationof taxpayers. At~this moment the charter 
and by-laws have been drafted-and officially approved. 

'Finally, the Spanish branch participates with the Chamber of 
Commerce and Industry in a center for the study of taxation 

>

~ 

and economics which was created in 1960. The_ main goal of 
this center is the training of tax experts, accountants and business 
consultants. The center is managed by Latin American experts. 

SWEDEN 
The annual general meeting of -the Swedish Branch, chaired by 
Mr. C.0. Sandstrém, was held on May 28, 1980. After the meeting 
Mr. Hans Pehrson of the National Tax Board spoke on “The 
development in Sweden of international tax control”. 

The Animal General Meeting of the British Branch. of IFA was 
held on May 29, 1980. ' '

. 

Mr. R.T. Esamwas reelected Chairman, 'and Mr. D.A.-Clarke, 
Mr. C.J. Crowe and Mr. D.F.A. Davidsonwerelreelected Vice 
Chairmen. For 1980-81 the Branch’s Committee comprises 
the following persons: 
Mr. J.F-tAvery Jones Mr. E.J. Henbrey 

I 
Mr. I.D. Barnett 

‘ 
Mr. A. Lord 

Mr. J.B. Bracewell-Milnes Mr. J,D.B. Oliver 
Mr. J.F. Chown Mr'. J.S. Phillips~ 
Mr. I'LL. Duncan Mr. H.R. Roe r Erskine ' 

. Mr. B. Sabine 
Mr. W.K. Evans 

_ 
Mr. F.H. Scale 

Mr. D.E. Evennett 
. 

Mr. C.H. Thomas 
Mr. M.J. Gammie 

V 

‘ Mr. D.N.C. Gray 
TherU.K: Branch met on September 30, 1980 to discuss the 
draft national report on the first subject for the 1981 Congress 
in Berlin: “Mutual agreement — procedure and practice”. The 
national- reporter on the first subject is Mr. Ivor Barnett, Tax 
Adviser, Beecham Group Ltd. On October 21, 1980 the meeting 
discussed the draft national? report on the second subject: “Uni- 
lateral measures to prevent double taxation”. Reporter is Mr. 
Harvey McGregor, Q.C. 

_
' 

On November 4, 1980 there will be a talk on “Recent develop- 
ments in U.S. tax” by Mr. W. Donald Knight, Jr. ‘ 

IFA Manchester Sub-branch 
The following programme .was established: 
October V9, ;980i Mr. John Avery Jones on “VAT pitfalls”. 
November 4, 1980: Mr. Walter Richards (GKN Ltd) will lead .a 
tax workship dealing with interest 'paid to non-residents. If is 
hoped to examine (and provoke discussion on) grey areas sur- 
rounding foréign loans, foreign borrowing vehicles, Eurobonds, 
Sections 248,and 249, interaction of interest payments" and 
double taxation" relief, the effect of double taxation agreements 
etc.

' 

December 3, 1980: Mr. John Stevenson (Inland Revenue, Somerset 
House) on “Practical problems relating to Section 485”. 
February 17, 1981: Sir Norman Price (former Chairman of the 
Board of Inland Revenue) 0n “EEC finance, including Revenue- 
aspects such as‘ the U.K.'contribution”. ' ' 

Maréh 4, 1981: Mr. Peter Holdstock .(Price Waterhouse Co, 
London) will lead a tax workship on “Outward direct invest- 
ments”; '

- 
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People’s RepUblic of ‘ 

China 
Promulgation of the Regulations on 
Special Economic Zones in Guangdong Province 

On August 26, 1980, the 15th Session of the Standing 
Committee of the Fifth National People’s Congress of 
the People’s Republic of China passed the Regulations 
on Special Economic Zones in Guangdong' Province as 
submitted by the State Council. - 

’

r 

Plans for the establishment of such Special Economic 
Zones in China have been in existence for sometime 
now, and, indeed, some work has been done towards' 

The present regulations concern the Special Economic 
Zones in an area in the South of Guangdong Province, 
namely in Shenzhen (Shekou), Zhuhaj and Shantou. 
The Shenzhen (Shekou) Zone was established earlier 
this year; the BULLETIN FOR INTERNATIONAL 
FISCAL DOCUMENTATION repOrted on this Zone. 2 
One of the most significant differences between the 
rules then established for Shenzhen (Shekou) and the 
present Regulations concerns the tax rate. This was 
originally set at 10 percent of taxable profit whereas the 
Regulations for the entire Guangdong Province ‘have 
now promulgated a rate of 15 peICent. We have béen 
informed by the competent authority that the 10 per- 
cent rate will apply for all the agljeements in Shenzhen 
(Shekou) which were .signed before August 27, 1980; 
agreements Vsigned after that date will, however, be 
governed by the Regulations below. 
The following translation has been released By XINHUA. 
The headings preceding the Articles were ,‘however, added the- establishment thereof particularly in Guangdong 

and Fujian Provinces. 1 by the International Bureau of Fiscal Documentation.
' 

REGULATIONS OF THE PEOPLE'S REPUBLIC OF CHINA 0N 
SPECIAL ECONOMIC ZONES IN GUANGDONG PROVINCE 

Chapter I — General principles 
Article 1 - T-ncation and type of activities 
Certain areas are delineated from the three 
cities of Shenzhen, Zhuhai and Shantou 
in Guangdong Province to form special 
economic zones (hereinafter referred to as 
special zones) in order to develop external 
economic cooperation and technical ex- 
changes and promote the socialist modem- 
ization program. In the special 'zones, 
foreign citizens, overseas Chinese, com'- 
patfiots in Hong Kong and Macau and their 
companies and enterprises (hereinafter re- 
ferred to as investors) are encouraged to 
open factories or set up enterprises and 
other establishments with their own 
investment or undertake joint ventures with 
Chinese investment, and their assets, due 
profits and other legitimate rights and in- 
terests are legally protected. 

Article 2 — Legal framework - 

Enterprises and individuals in the special 
zones must abide by the laws, deciees and 
related regulations of the People’s Republic 
of China. Where there are specific provisions , 

eontajned in the present regulations, they 
have to be observed as stipulated herewith. 

Article 3 —Administrative authority , 

A Guangdong Provincial Administration of 
Special Economic Zones is set up to exercise 
unified management of the special zones 
on behalf of the Guangdong Pi‘ovincial 
People’s Government. ' 

Article 4 — Scope of operation 
In the special zones investors are offered: 
a wide scope of operation, favourable 
conditions for such operation are created, 
afid stable business sites are guaranteed. ‘ 

All items of industry, agriculture, livestock 
breeding, fish breeding and poultry farming, 
tourism, housing and construction, research 
and manufacture involving high tech- 
nologies and techniques that have positive 
significance in international economic 
cooperation and technical exchanges, as 
well as other trades of common interest to 
investors and the Chinese side, can be 
established with foreign investment or in 
joint venture with Chinese investment. 

Article 5 — Development of ' the infra- 
structure 
Land-levelling pfojects and vhrious public

A 

ptilities in the special zones such as water 
supply, drainage, power supply, roads, 
wharves, communications and warehouses, 
are undertaken by the Guangdong Pro- 
vincial Administration of Special Economic 
Zones. When necessary, foreign. capital 
participation in their development can be 
conSidered. 

Article 6 —Advisory board ' 

Specialists at home and abroad and per- 
sonages who are enthusiastic about China’s 
modernization program will be invited 
by each of, the special zones to form an 
advisory board, as a consultative body for 
that special zone. 

Chapter II — Registration 5nd oberation _ . 

'. 

Article 7 ~Registration application 
Investors wishing to open factories or take 
up various economic undertakings with 
investment should apply to the Guangdong 
Provincial Administration of the Special 
Economic Zones, and ‘will be issued licenses 
of registry and use of land after examination 
and approval. 

Article 8 —Banking and insurance 
Investors can open accounts and deal with 
matters related to foreign exchange in the 
Bank of China in the special zones or other 
banks set up in the special zones with 
China’s approval. ' 

Investors can apply for insurance policies 
at the People’s Insurance Company of China 
in the special zones and other insurance 
companies set up in the special zones with 
China’s approval. . 

Article 9 4 Sale‘ of products 
Products of the Enterprises in the special 
zones are to be sold on the international 
market. If an enterprise wants to sell its 

products in the domestic market in China, 
it must have the approval of the Guangdong 
Provincial Administration of Special Eco- 
nomic Zones and pay customs duties. - 

Article 10 ~— Operation; Employment of 
fqreign personnel 7: 

r I 

Investors ,can operate their enterprises 
independently in the special zones and 

.of China. 1. A detailed survey of Special Economic Zones in the People’s ' 

Republic of China will be included in a forthcoming supplement ' 

of our loose-leaf publication: TAXES AND “INVESTMENT IN 
ASIA AND THE PACIFIC, Chapter on the People’s Republic 
516 

2. BULLETIN I FOR INTERNATIONAL FISCAL DOCU- 
MENTATION, April 1980, at 171 ff. .

' 
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employ foreign personnel for technical 
and administrative work. 

Article 11 — Termination of activities 
If investors want to terminate their business 
in the special zones, they should submit 
the reasons for their termination to the 
Guangdong Provincial Administration of 
Special Economic Zones, go through related 
procedures and clear the debts. The assets 
of the closed enterprises can be transferred 
and the funds can be remitted out of China. 

Chapter III — Preferential treatment 
Article 12 —Provision of land 
The land in the special zones remains the 
property of the People’s Republic of China. 
Land 'to be used by investors will be pro- 
vided accOrding to the actual needs, and 
the length of tenure, rent and method of 
payment will be given favourable consider- 
ation according to the different trades and . 

(Isles. Concrete methogs will be specified 
separately. 

Articlé 13 -Importation of equipment 
Machinery, spare parts, raw materials, 
vehicles and other means of production for 
the enterprises in the special zones are 

' exempted from ififiiort duties. The ne- 
cessary consumer goods shall be subjected 
to full or lower import duties or exempted, 
depending on the merits of each case. 
Imports of the above-mentioned goods and 
exports of products of the special zones 
must go through existing customs pro- 
cedures. 

Article 14 —Income tax on enterprises 
The rate of income tax levied on the 
enterprises in the special zones is to be 15 
percent. Special preferential treatment 
will be given to enterprises established 
within two years of the promulgation 
of these regulations, enterprises with an 
investment of US$5 million or more, 
and enterprises involving higher tech- 
nologies or having a longer cycle of capital 
turnover.

‘ 

Article 15 -Remittance abroad 
Legitimate after-tax profits of the investors, 
salaries and other proper earnings after 
paying personal income tax of the foreign, 
overseas Chinese and Hong Kong and Macao 
workers and staff members of the enter- 
prises in the special zones can be remitted 
out of China through the Bankc of China 
or other banks in the special zones in line 
with the zone’s foreign exchange control 
measures. 

Article 16 — Reinvestment 
Investors Who lfeinvest their profits in the 
special zones for five years and longer may 

apply for exemption of income tax on 
profits from such reinvestment. 

Article 1 7 - Use of domestic items 
Enterprises in the special zones are en- 
couraged to use China-made machinery, 
raw materials and other goods. Preferential 
prices will_be offered on the basis of the 
export prices of China’s similar com- 
modities and settled in foreign exchange. 
These'products and materials can be shipped 
direct to the special zones with the vouchers 
of the selling units. 

Article 18 — Entry and exit procedures 
Entry and exit procedures will be simplified 
and convenience offered to the foreign, 
overseas Chinese and compatriots in Hong 
Kong and Macau going in and out of the 
special zones. 

Chapter IV — Labour management 
Article 19 —Pfovision of labour 

_ 
Labour service companies are to be set up 
in each of the special zones. Chinese staff 
members and workers to be employed by 
enterprises in the special zones are to be 
recommended by the local labour service 

_ 
companies or recruited by the investors 
with the consent of the Guangdong Pro- 
vincial Administration of Special Eco- 
nomic Zones. Enterprises can test them 
before employment and sign. labour con- 

1 

tracts with them. 

Article 20 —Performance and dismissal 
The employees of the enterprises in the 
special zones are to be managed by the 
enterprises according to their business 
requirements, and, if necessary, (San be 
dismissed in line with the provisions of 
the labour contracts. 
Employees of the enterprises in the special 
zones can submit resignation to their enter- 
prises according to the provisions of the 
labour contracts. 

Article 21 —Remuneration
_ 

Scales and forms of the wages, award 
methods, labour insurance and various 
state subsidies of the Chinese staff membels 
and workers in the enterprises are to be 
included in the contracts signed between 
the enterprises and the employees in ac- 
cordance with the stipulations of the 
Guangdong Provincial Administration of 
Special Economic Zones in Guangdong 
province, = 

Article 22 -— Labour pro tection 
Enterprises in the special zones should 
have the necessary measures for labour pro- 
tection to ensure that the staff members 
and workers work in safe and hygienic 
conditions. 

Chapter V —- Administration 
Article 23 — Supervisory body 
The Guangdong Provincial Administration 
of Special Economic Zones exercises the 
following functions: 
1. Draw up development plans for the 

special zones and organize for their 
implementation. 

2. Examine and approve investment pro- 
jects of investors in the special zones. 

3. Deal with the registration of industrial 
and commercial enterprises in the 
special zones and with land allotment. 

4. Coordinate the working relations among 
the banking, insurance, taxation, cus- 
toms, frontier inspection, postal and 
telecommunications and other organ- 
izations in the special zones. 

5. Provide staff members and workers 
needed by the enterprises in the special 
zones and protect the legitimate rights 
and interests of these staff members 
and workers. 

6. Run education, cultural, health and 
other public welfare facilities in the 
special zones. 

- ‘7. Maintain law and order in thé special 
zones and protect according to law the 
'persons and properties in the special 
zonesfromuencroachmentg -_ r 

2, 

Article 24 - Administrative agencies 
The Shenzhen Spécial Zone is under the 
direct jurisdiction of the Guangdong 
Provincial Administration of Special Eco- 
nomic Zones. Necessary agencies are to be 
set up in the Zhuhai and Shantou Special 
Zones. . 

Article 25 —Business promotion company A Guangdong Provincial Special Economic 
Zones Development Company is to be set 
up to cope with the economic activities in 
the special zones. Its scope of business 
includes fund-raising and trust investment, 
operating enterprises or joint ventures 
with investors in the special zones, acting 
as.agents for the investors _in the special 
zones in matters related to sales and pur- 
chases with other parts of China outside 
the special zones, and providing services - 

for business talks. ' 

Chapter VI — Appendix 
Article 26 —En try in to force 
These regulations shall be enforced after 
their adoption by the Guangdong Pro- 
vincial People’s Congress and after they 
have been submitted to and approved by the 
Standing Committee of the National 
People’s Congress of the People’s Republic 
of China. 
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TAXossnnv 
by H_'.‘W.T. PEPPER *

' 

TAX SPARING - Where one cofintfy. 
' grants a tax holiday in respect of. 

profits, e.g., from a “pioneer” enter- 
prise, and/or to the dividends de- 
élared out of those profits, and the 
"income belongs to a. resident of 

‘ another country with which a double 
tax treaty has been made, the other 
country: may grant “tax-spai'ing’-’ re- 
lief. 
“recoghition”, by the 'county' of 
residence, of the tax given 'up by the 
other country in its tax holidays and 
giving relief as if the tax haid actually 
been charged and paid in the country 
where the enterprise is operaiing. The 
tax- thus recognized is sometimes 
known as PHANTOM TAX (q.v.). 

TAX THRESHOLD ‘— The level (of in-, 

cpme, 'capitzil, sales, etc.)>at Which ta); 
,‘commences to be 'levied. A-taxpayer 
with income below the threshold level 
would be exempt from income tax, 
an estate below a'certain value Would 
be exempt from death duties, and a 
trader whose sales are below a" certain 
threshold is exclfided from Value 
Added Tax (though in that case the 
goods he buys will contain a tax ele- 
ment which will not ordinarily _be 
available for refund). 

TAXABLE BASE ,— The “taxable base” '0'; 
“tax base” is a term used ‘in connec; 

7‘ tion with a tax or duty to indicate 
‘ 
what is covered by the‘ levy. For 
example, an income ,tax might apply 
to all income received within a coun- 
try and foreign income remitted to 
the taxing 'country by resident tax- 
payers. In the case of death duties, 
the duty might apply to all assets 
situated within the country where 
the deceased person..was domiciled, 
and also to all .the foreign assets of 

' such a deceased person. (See also 
‘SCOPE OF TAX, TAX-INCLUSIVE 
BASE.) - - 

V ; 

TAXABLE CAPACITY — A somewhat 
abstract concept as far as individuals 
are concerned (as regards taxes on 
goods where the maximum “capacity” 
for tax may be regarded as a point 

518
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The “sparing”-. amounts £0 a.. 

beyond 'Whiéh additions :to the tax 
chargé would result in DIMINISHING r 

RETURNS (q.v.) of revenue). The 
: 

capacity 'of individuals to pay tax is 

~TA 

TA 

TA 

proportionate to per capita income, 
to the political stability of the coun- 
try, the efficiency of the tax ad- 
ministration, and probably to the 
proportion of the total revenue which 
comes .from lindirect, rather than 
direct taxes. (See also UNMERK- 
LICHKEIT.-) 
XABLE EVENT? This term is used 
mainly in condection with sales 

‘t'axation' which may. be ,chargeabl‘e,’ 
e.g., upon a sale taking place, (in 
delivery of goods’ to £1 customer, of on 
the movement of goods from the 
trader’s premises, including in each 
case those goods for the internal or 
personal or domeStic use of the busi- 
ness or the proprietors thereof.‘ (See 
Also TAX POINT.) 
XABLE INCOME — Some income tax 
sysfems' use th_e term "‘taxable 'in-' 

come’-’ to refer to all income which’ 
is by definition taxable, and undér 
other tax codes the 'term may relate 
to. the income which is actually sub- 
‘jected to tax rates, representing the 
gross or assessable income less de- 
ductions for items 'su‘ch as deprecia- 
tion, losses, and personal reliefs. 
XABLE PERIOD — Many taxes are 
re1_ated. to a particular period of time, 
such as a fisgal year in the case of 

- income taxes (which are applied to 
the incbme of the whole year). In the 
case of sales taxes,.the tax is usually 
payable by- reference to the sales of, 
transactions in," 
goods,. or the rendering of services, 
within a_ particular period of time, 
and the taxpayer is usually required 
to pay tax on the basis of each period 
within aAfairly short time of the end 
of it. ,Typically, the taxable period for 
sales taxation is either a month or‘a 

‘ 
‘ quarter of a year, but there are some 
instances where tax has been collected 
at shorter intervals, and others where, 

' 
' éxceptionally, it has been related to a 
period of six months or a year. 

or movements of' 

TAXABLE PRICE — In the case of sales 
taxes, and ad valorem customs duties, 
where the duty or tax is a percentage 
of the price or value of the goods, it 
is usual to define the price in the tax 
law. For example, a manufacturer’s 
sales tax-would make a levy on certain 
classes of goods on the price at which 
the manufacturer would ordinarily 
sell (at arm’s length) to a wholesaler, 
and a wholesale tax would normally 
define the taxable price as that at 
which a wholesaler would ordinarily 
sell the goods (in the ropen market) 
to a retailer (note, for example, the 
British purchase tax which adopts 
this definition of. wholesale value. 
(See also TAXABLE VALUE.) 

TAXABLE VALUE — The value upon 
-which various duties and taxes are 
to be levied. In the case of imports, 
the taxable value for ad valorem 
customs duties is generally taken to 
be the price, either C.I.F. (q.v.) or 
,“F.O.B.” (domestic price in country 
of origin) at which goods are sold, 
and the rules enur‘xciated'in the Brus- 
sels Tariff Nomenclature (B.T.N.) 
(q.v.) represent those Which are most 
widely followed, even among countries 
which .do not yet use the B.T.N. The 
concept of “value” rather than actual 
price has to be adopted in certain 
cases with regard to sales tax, e.g., 
where goods are transferred from One 
part of a business to another for 
internal use or to the proprietor for 
personal consumption, so that the 
arm’s length, or open market, price is 
not necessarily charged, and in other 
instances where the buyer controls, 
or is controlled by, the seller, or both 

.are controlled by a third person. In 
practice the tax charge is often re- 
,lated to “value” which is then defined 
in the tax law as being the open 
market price, Where this‘ price is 

~ available, and, where it is not, rules 
are laid down for determining a value‘ 
equivalent to open ’market price. 
Other instances of the value concept 
being used as the basis for charging 
duty or tax include death duties, 
which aim bésed on the value of assets 
as at the date of death, wealth taxes 
upon the aggregate wealth .of an in- 
dividual at specified dates, e.g. each 
31 December, and transfer taxes which 
extend to transfers of assets other than 
for full cash consideration. (See 
also TAXABLE PRICE, ANNUAL 
VALUE.) - 

TAXATION AT SOURCE — A system of 
tax collection pioneered in the U.‘K. 
where the payer of certain typeslof 

With the assistance of the staff of the Interna- 
.tional Bureau of Fiscal Documentation. 
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income to others was-required by law 
to deduct tax (and account for it to - 

the Revenue) at the STANDARD 
RATE (q.v.) from the payments, in 
effect as a prepayment by the reci- 
pient of the income who would be 
credited with the tax deducted. 
Deductions were required from in- 

lterest on loans and mortgages, alimo- 
ny, ground rents on land, dividends 
paid by companies and interest on 
Government securities. The system 
was extended to tax on salaries and 
wages ,by tax deduction schemes 
culminating (in the P.A.Y.E. system; 
deduction at source, or withholding, 
is now widely adopted in other coun- 
tries. See, for example, PRECOMPTE. 

TAXATION YEAR e Income taxes are 
normally “annualised”, i.e., levied for 
successive 12-month periods, whereas 
sales taxes may be levied on a month- 
ly, quarterly or annual basis. Reliefs r. 

are given from income tax on thé basis 
of the circumstances of the year when 
the tax is payable (or of the basis year 
where this is different). The tax year 
usually, though not'necessarily, coin- 
cidesv with the Government’s fiscal 
year. See also TAXABLE BASE. 

TAXE D’ APPRENTISSAGE 4 (Belgium, 
France, Luxembourg) Apprentice tax. 

TAXE LOCALE — The retail sales tax in 
Francé, which was abolished when 
V.A.T. was extended to the retail 
level. 

TAXE OCCULTE —'Tax charged upon the 
incredients or components of an 

- article which is not easy to quantify, 
and hence difficult to relieve where 
the goods are exported, represents a 
“hidden tax” or “taxe occulte”. At- 
tempts have been made to relieve 
such tax when embodied in goods for 
'export, e.g., by EXPORT REBATES 
(q.v.) and by border adjustments as a 
means of tax equalisation on imports. 
The difficulties regarding exports 
involved have also been. tackled in 
another way, i.e., by adoption of 
V.A.T. (q.v.). (Note, also, the SAND- 
WICH EFFECT IN V.A.T.) 

TAXE SUR LES ACTIVITES,-FINANCI- 
ERES — (Belgium, France, Luxem- 
bourg) Turnover tax on certain finan- 
cial transactions. 

TAXE UNIQUE — In the context of 3 cas: 
cade tax, certain articles of commerce 
may be specially treated by being 
charged with a composite tax levied 
at a single stage and exempted at all 
other stages of distribution. SuchAa 
composite tax is sometimes known as 
a “taxe unique”, 'but the terms “For- 

faitaire” and “Phasenpauschalierung” 
have also been applied. 

TAXE SURY LA VALEUR AJOUTEE 
(T.V.A.) '—- (Belgium, France, Luxem- 
bourg) Value-added tax (V.A.T.). 

TAXFLATION — Term used in USA. for 
FISCAL DRAG (q.v.). 

TEILWERT — This term refers to the’ 
system in Federal Germany whereby 
in calculating income tax depreciation 
on assets the sale proceeds of an asset 
may be taken to be a proportion of 
the sale price of the business where it 
is sold as a going concern if this figure 
is less than the WRITTEN-DOWN 
VALUE (q.v.) for tax purposes. 

TELEVISION ADVERTISEMENT DUTY- — A duty levied in Britain on adver- 
tisements inserted~ in television pro- 
‘grammes provided by private sector 
contractors. 

TELEVISION LICENCE FEES‘— Annual 
fees collected in some countries from 
.users of television sets as a contribu- ' 

tion towards the cost of broadcasting ~ 

programmes by the television broad- 
casting authority appointed by.t1_1e

7 

government. In the UK, prepayments ' 

by purchase of stamps has recently_ 
been revived in respect of television: 
licence fees. Being payable once yearly 
these 'fees are a substantial liability for 
those in lower-income groups who 
may spread payment by buying special 
television stamps to fix to the licence 
renewal application form in due 
course. 

TEMPORARY ENTRY (IMPORTATION) — Many countries allow the temporary 
importation (without levying customs 
duty and sales taxes) of items which 
'are to be within their borders fgr only.

. 

a'short time. Examples include motor 
cars brought in by'visitors, including 
those temporarily employed in the 
country. Work done in the country by 
foreign contractors may involve the 
temporary importation of specialised 
equipment not available in the coun- 
try: While some countries allow 
temporary duty-free import another 
treatment some time's adépted is to 
charge a proportion of duties and tax 
based on the ratio (if the period' thé‘ 
items are employed in. the country to 
the period of the normal working life 
of the equipment. See also PERFEC- 
TION‘OF ENTRY. 

TENTHS - A 14th century tax on real 
property in England ‘charged at the 
rate of 1/10 of value. (_See also FIF-. 
'TEENTHS.) 

© 1980 tnternatibnal Bureau of Fiscal Documentation — BULLETIN 

TERMINAL ADJUSTMENTS '— See BAL- AN CIN G ALLOWANCES AND 
CHARGES: CESSATION ADJUST- 
MENTS. . 

. TERMINAL LOSSES~ —- Losses in the final 
year of a business cannot obviously be 
carried forward because the business 
has ceased, but some tax codes provide 
for a carry-back against eai'lier profits 
and an offset against other income of 
the same taxpayer for the same year. 
In the U.K. and the U.S.A. the carry- 
back period is 3 years,

' 

TERMINAL PAYMENTS — See GOLDEN 
HANDSHAKE, LOSS OF OFFICE, REDUNDANCY PAYMENTS, SEV- 
ERANCE PAYMENTS. 

TERRITORIALITE -’See TERRITORI- 
. 
ALITY. - 

TERRITORIALITY ‘~ The scope anh inci- 
denée of a tax is usually related to a 
'particular geographical area; in that 
residents of that area may be subjected 
to tank. In addition, assets, income, 01" 

'transactions located within that terri-
I 

tory may be taxed, even thohgh , 

respectively belonging to, or carried 
0112b}; QLQn _bej;a1_f of, (non-residents.

» The tgrritori'alpon’cept has relevance, 
é.g., to income tax,‘ where residents 
may be taxed on their wqd-wide 
income and non-residents on_ their 
income that arises within the térritory. 
In the case. of death duties the world 
assets of those domiciled "in. the 
territory may be taxed, and the assets 
in” the territory. of those domiciled 
outside it may also be taxed. For sales' 
taxation, tax may apply to trans- 
actions taking place within the terri- 
to‘ry other than exports to customers 
fesident outside the territorial limits. 
See also SALES AND USE TAXES. 

THERMAL INSULATION — As in the case 
of expeiiditure on fire prevention, 
safety measures, anti-pollution, etc" 

'the tax treatment of the cost of fuel 
economy, including thermal insula- 
tion, is usually favourable. In the 
U.K., for example, expenditure on 
heat insulation in industrial buildings 
by the person carrying on trade is 
regarded as equivalent to expenditure 
on plant and machinery, thus quali- 
fying for CAPITAL ALLOWANCES. 
See ‘also RESIDENTIAL ENERGY 
CREDIT. 

[to be continued] 
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Books 
The publications listed in this bibliography have 
recently been acquired by‘the Bureau’s library which 
will gladly supply further information upon request” 
(please quote the refer_ence numbers). They should, 
however, be ordered through a bookseller or dir'ect 
from the publisher indicated, and not through the 
Bureau. 

' '

. 

ARGENTINA 
BUSINESS OPERATIONS ARGENTINA 
By Adolfo Atchabahian. Washington, Tax Management, Inc., 
1976.86 pp. ' 

. 

‘ 

_

- 

Guide containing information for doing business in Argentina 
from taxation and legal points of view. (B.‘102.733) 

AUSTRALIA 
BUSINESS OPERATIbN IN AUSTRALIA 
'By Charles J. Berg. Washington, Tax Management, Inc., 1979. 
146 pp. 
Guide providing basic information relating to the tax and general 
legal problems affecting a foreign business conducting its opera- 
tions in Australia. Supplements will' report latest developments. 
(B. 102.723) 

TAXATION IN AUSTRALIA 
International Tax and Business Service. New ‘ 

York, Deloitte 
Haskins 8: Sells, 1979. 87 pp. " ' 

Comprehensive outline of taxation in Australia. After an ihtroi 
duction to the tax system, income taxes and other taxes are ‘ 

covered. (B. 51.570) 

AUSTRIA 
BUNDESABGABENORDNUNG ’ 

Stand 1.57.1980. Vienna, Industrieverlag Peter Lindé, 1980. 191 
pp., 180 OS. ' 

Consolidated text of the Austridn Fiscal Code as per May 1,
V 

1980, thus reflecting the changes set forth by the law of March 
19, 1980. References to the fdrmer text of the amended 
provisions are also published. (B. 102.672)

‘ 

BUSINESS OPERATIONS IN' AUSTRIA 
By Herbert Kotrnoch and Wolfgang Schoenstein. Washington, 
Tax Management, Inc., 1977. 146 pp. ' 

'
' 

Guide to asSist American and other foreign business in evaluating 
the problems of doing business in Austria, from both taxation‘ 
and general legal points of view. (B. 102.731) ‘ 
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INVESTMENT AND TAXATION: AUSTRIA 
- London, Touche Ross International, 1979, 29 pp. 
Brochure providing basic information on investment incentives, 
business entities and taxation in Austria for those intending to do 
business there. (B. 102.713) - 

WEITERE ANDERUNGEN UND ERGANZUNGEN ZU ESTG 
(Einkommensteuergesetz 1972). 3. Auflage 1978. Nach dem 
Stande vom 1. Juni 1980. By Walter Schéigl, Werner Wiesner and 
Wolfgang Nolz. Vienna, Manzsghe Verlags- und Universitiits- 
buchhandlung, 1980. 50 pp., 42 OS. 
Pamphlet updating the original 1978 edition of a book, contain- 
ing the text of and comments on the Austrian Individual Income 
Tax Law as per June 1, 1980. (B. 102.679) 

BELGIUM 
BUSINESS OPERATIONS IN BELGIUM 
By Jacques Malherbe. Washington, Tax Management, Inc., 1979. 
11 5 pp. ' 

Guide to taxation of business operations in Belgium. Business 
regulations, company law and the tax system in Belgium affecting 
business operations are explained. Supplements will provide latest 
developments. (B. 102.721) 

BRAZIL 
REGULAMENTO DO IMPOSTO DE RENDA 
Actualizado para 1980. Rio de Janeiro, Gréfica Auriverde, Ltda., 
1980. 698 pp.

V 

Regulations to the income tax and complementary laws. 
(B. 15.993) 

TAXATION IN BRAZIL 
International Tax and Business Service. New York, Deloitte 
Haskins & Sells, 1979. 74 pp. 
Comprehensive outline of taxation in Brazil. After an introduc- 
tion to the tax system, income taxes and other taxes are covered. 
(B. 15.992) 

VESTIGING ALS BEDRIJF IN BRAZILIE 
“5th Editibn, April 1980. By R. Voogd. The Hague, Fenedex, 
1980. 25 pp. 
Brochure providing basic information for businessmen doing 
business or investing 'in Brazil from general legal, business and 
taxation points of View. (B. 15.983) 

' 

CANADA 
BUSINESS OPERATIONS IN CANADA 
By pert Couzin. Washingtan, Tax Management, Inc., 197 8. 135 
PP- 

’ Guide providing general information to enable us. businessmen 
to understand the commercial and tax law problems arising from 
business dealings with Canada. (B. 102.715) 
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CHINA (People’s Rep.) 
ECONOMIC STATISTICS FOR THE PEOPLE’S REPUBLIC OF 
CHINA 1977-1978 AND CHINA’S NATIONAL BUDGET AND 
ECONOMIC PLAN FOR 1979 

' Hong Kong, The Hong Kong and Shanghai Banking Corporation, 
China Desk, 1979. 20'pp. (B. 51.5372) 

THE HONG KONG AND SHANGHAI BANKING CORPORA- 
TION 
China Desk - Special Business Report: the People’s Republic of 
China. Hong Kong, The Hong Kong and Shanghai Banking 
Corporation, China Desk, March 1980. 18 pp. (13.51.5173) 

MAIN DOCUMENTS OF THE SECOND SESSION OF THE 
FIFTH NATIONAL PEOPLE’S CONGRESS OF THE PEOPLE'S 
REPUBLIC OF CHINA 
Beijing, Foreign Languages Press, 1979. 249 pp. (B. 51.580) 

COLOMBIA 
BUSINESS OPERATIONS IN COLOMBIA 
By Domenic A. Perenzin. Washington, Tax Management, Inc., 
1978. 85 pp. 
Guide describing the existing legal business and tax laws affecting ‘ 

the foreign investor in Colombia. (B. 102.734) 

COMMON MARKET (EEC) 

GERMANY (FED. REP.) 
DIE ABGRENZUNG DEB BETRIEBS- ODER BERUFSSPHKRE VON DER PRIVATSPHARE IM EINKOMMENSTEUERRECHT 
By Hartmut Séhn. Cologne, Verlag Dr. Otto Schmidt, 1980. 482 
PP- . 

Source book discussing the business (or professional) and private 
spheres in German income tax law and the delimitation thereof.’ 
The book also contains a brief discussion of the relevant 
provisions under the income tax laws of the United States, 
Sweden and Switzefland. (B. 102.676) 
BUSINESS OPERATIONS IN WEST GERMANY 
By Juergen Killius. Washington, Tax Management, Inc., '1978. 
145 pp. 
Guide containing information for foreign businesses on haw to 
operate in West Germany from both the tax and general legal 
points of View. Latest developments will be supplemented. 
(B. 102.729) ' 

OECD ECONOMIC SURVEYS: GERMANY 
Paris, Organisation for Econdmic Co-operation and Development, 
1980.75 pp. (B. 102.744) 

VERWALTUNGSVORSCHRIFTEN ZUR BESCHRANKUNG DER SACHVERHALTSERMITTLUNG. 
By Joachim Martens. Cologne, Arbeitskreis fiir Steuerrecht, 1980. 
Schriftenreihe “Kfilner Steuerthemen”, 'No. 3'. 184 pp., 60 DM. 
Monograph on the possibilities to limit the determination of facts 
and events in tax matters and on the existing administrative 
regulations in this respect. The author concludes that these 
regulations, the so-called GNOFA, are not in conformity with<the . 

. HARMONISATION FISCALE ET POLITIQUE INDUSTRIELLE‘V " “remand” “mam” fiscal pr°°ed“”s' (B' 102'673) DANS LE CADRE DE LA CEE . 

L’impfit sut les sociétés. By Jean-Pierre Panis. Toulouse, Univer- 
sité des Sciences Sociales de Toulouse, 1979. 600 pp. . 

Thesis on tax harmonization and industrial policy in the EEC 
with emphasis on the connection with the corporate income tax. 
(B. 102.702) 

REPORT FROM THE COMMISSION TO THE COUNCIL ON 
SCOPE FOR CONVERGENCE OF TAX SYSTEMS IN THE COMMUNITY ' 

COM (80) 139 final. Brussels, Commission of the European 
Communities, 1980. 108 pp. (B. 102.429) ‘ . 

DOMINICAN REPUBLIC 
BUSINESS OPERATIONS IN THE DOMINICAN REPUBLIC 
By Luis Heredia Bonetti and Gregory G. L‘etterman. Washington, 
Tax Management, Inc.,‘1'979. 123 pp. ' 

Guide explaining the impact of Dominican taxes as they affect 
businesses and individuals conducting income-producing activities 
in the Dominican Republic. (B. 102.738) 

FRANCE 
BUSINESS OPERATIONS IN FRANCE 
By Jean-Claude Goldsmith. Washington, Tax Management, Inc., 
1976. 160 pp. 
Guide designed to provide information to enable foreign interests 
to assess relevant problems encountered in conducting business in 
France from both the tax and legal points of view. (B. 102.714) 

1980 GUIDE PRATIQUE DU CONTRIBUABLE 
Paris, Revue de l’Enregistrement et des' Inlpéts, 1980. 144 
pp. -

, 

Annual guide providing information for filing 1979 income tax 
return. (B. 102.742) ' 

© 1980 International Bureau of Fiscal Documentation — BULLETIN 

The Hong Kong and Shanghai Banking Corporation has 
published introductory guides in the “Business Profile 
Series” dealing with'legal and business aspects, including 
taxation, in the following countries: 

Bahrain. 1978, 20 pp. (B. 51.599) 
State of Brunei. 1980, 16 pp.' (B. 51.587) 
'lhe People’s Republic of China. 1979, 36 pp. (B. 51.574) 
The People’s Republic of China. Third edition, 1980, ‘84 
pp. (B. 51.591) - 

Hong Kong. 1979,44 pp. (B. 51.596) 
India. 1979, 32 pp. (B. 51.602) 
Indonesia. 1979, 24 pp. (B. 51.603) 
Jordan. 1979,16 pp. (B. 51.597) 
Malaysia. 1979, 28 pp. (B. 51.600) 
Mauritius. 1978, 16 pp. (B. 13.063) 
Sultanate of Oman. 1979, 20 pp, (B. 51.592) 
Papua New Guinea. 1980, 24 pp. 
Philippines. 1979, 20 pp. (B. 51.604) 
Qatar. 1979, 16 pp. (B. 51.598) 
Saudi Arabia. 1979, 28 pp. (B. 51.571) 
Singapore. 1980, 24 pp. (B. 51.605) 
Sri Lanka. 1979, 28 pp. (B. 51.606) 
Thailand. 1979, 16 pp. (B. 51.601) 
United Arab Emirates. 1979, 32 pp. (B. 51.593) 
Yemen Arab Republic. 1980, 20 pp. (B. 51.594) 

INDIA 
BUSINESS OPERATIONS IN INDIA 
By Matthew J. Kust. Washington, Tax Management, Inc., 1977. 
137 pp. -

, 

Guide explaining important aspects of India’s company law, 
licensing procedure and income itax law for successful business 
operations in India. Latest developments will be supplemented on 
pink pages. (B. 102.720) 
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< 
INDONESIA 
PERUNDANG-UNDANGANPA JAK INDONESIA 
Supplement ‘VII. Volume's VI and VII. By Rochmat Soemitto. 
Bandung, Eresco, ."1980. 889 pp. 

, V 

.
_ 

Supplement VII encompasses about 900 pages in two loose-leaf 
binders containing the texts 'of tax laws, comprehensive double 
taxation treaties with the Netherlands, Belgium and the United 
Kingdom, the OECD Model Tax Convention and the Vienna 
Convention‘o'f 1961 on Diplomatic Relations, as well as statutes 
On‘ the capital and'money'market in connection with companies 
going public through the Jakarta stock exchange. (B. 51.585/586) 

INTERNATIONAL 
THE EUROPA YEARBOOK‘1980 
A wofld shrvey. _Volume 2: Cameroonr-‘Zimbabwe. Lofidon, 
Europa Publications, Ltd., 1980. 1835‘ pp. 
Information including 'recent history, economic and statistical,

. 

surveys, cohstitution, government diplomatic representation, 
political parties, legal system, religions,- etc. (B. 102.749) 

THE LEGAL NATURE OF THE MUTUAL AGREEMENT 
PROCEDURE UNDER THE OECD‘MODEL CONVENTION 
By John F. Avery Jones: London, Sweet & Maxwell, Ltd., 
37 pp. 

’ 

‘5 
_ 

j . 
.' 

Reprint from "The British Tax Review’, 1979, No. 6; 1980, No. 1.‘
, 

(*B:102.661‘) H 
" 

7 I I 

' 7 ‘ 

TAX HAVENS FOR CORPORATIONS 
I

’ 

'By Adam Starchild. Houston, Gulf Publishing Company,.‘_1979..i‘ 
176pp. a M .. . 

Monograph providing information about tax havens for corporate 
business operations including statistical data on tax havens. The? 
book is available from MTP Press Limited,' Falcon House, Cable' 
Street, Lancaster, Lanés. L'Al 1 PE, United Kingdom at the price 
of £9.50 (B. 102.748.). ‘

. 

IRELAND
. 

BUSINESS OPERATIONS INJTHE-REPUBLIC OF IRELAND 
By Declan COllins-and Don Reid. Washington, Tax Management, 
Inc., 11972. 155 pp. ' 

‘ 
- W ' “ ' ‘ 

Guide providingmajor factors to be considered in doing business 
in the Republic of Ireland. .L'atest developments willbe reported 
in supplements. (B. 102.722) . 

A ., 

ISRAEL 
BUSINESS OPERATIONS IN 

_ By Jerome C. Bachrach. Washington,: Tax.Management,‘ Inc.,“ 
1974. 228pp.‘ '_ 

‘ 

“ 
a. .

~ 

Guide for American businessmen contemplating doing business in 
Israel, considered from both taxation and general legal 'points of 
view. (B. 102.732) ‘ 

‘ 

' U 

. 
ITALY 
BUSINESS OPERATIONS IN ITALY ‘ ' 

': 

K t

- 

By Herbert E. Schepps'. Washington, Tax- Management,’ I‘nAc.,’ 

1974. 75 pp. '1 ' 

.

. 

Guide providing a brief introduction to various aspects of Italian 
corporate activites including taxation in order to facilitate the set_ 
up and operation of businesses in Italy. Latest developments will 
be supplemented. (B. 102.719) ' ‘ ‘- 

- 
' 1 ‘ 

‘ JAPAN 
BUSINESS OPERATIONS'IN JAPAN/ 

I I _ 

By Griffith ‘Way, Rosser Brockman and‘ Masatémi Otsuka': 
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. MEXICO 

' be reported in supplements. (B. 102.724). 

Washington, Tax Management, Inc., 1978. 215 pp. » _ 

Guide dealing with the most common legal and tax problems 
encountered by foreign enterprises doing business with Japan. 
Latest developments will be reported .'in ‘Suppléments. 
(B. 102.716) 

' 

v x. ' '

~ 

LUXEMBOURG
‘ 

BUSINESS OPERATIONS IN LUXEMBOURG -
a 

By George Kioes and finest Lecgit. >W4a'svhjygjzgn, Tax Manage- 
ment, Inc., 1978. 80' pp. ‘ 

' 

_ 

H A—""- 
1 > 'J

‘ 

Guidé explaining business op’erations if: Luxembourg from both 
the tax and the general‘ legal points of view. The statutory and 
procedural framework of Luxembourg income tax as applied to 
individuals, corporations and holding .cpmpanies is covered, 
Latest developments will be 'reported in forthcoming supple- 
ments. (B. 102.727) ‘ - ' ‘ “ 

MALAYSIA 
ECONOMIC REPORT 1979-80 
Ministry of Finance, Malaysia. Kuala Lumpur, Government 
Printer, 1979. 263 pp. ‘. I 7' 

‘ 
4 

-

j 

Annual economic report 1979/80, prepared by the Ministry of 
Firiance. (B. 51.576) 

' ‘ 

‘ 

I

‘ 

~ 
-. 

BUSINESS OPERATIONS IN MEXICO 
' By Alberto Rosas. Washihgton, Tax Managefnent,'lnc.,‘1'979. 110 
Guide designed to provide information on the impact 10f the 
Mexican income tax ,law as‘it affects enterprisés and individuals 
conducting business activities in Mex'ico‘. Latest developments‘wjll' 

THE NETHERLANDS 
V , 

BU'SINESSVOPERATIONS IN THENEZI‘HERLANDS
_ 

By Kees vvan Raad.‘ Washington, Tax Management, Inc., if” 6. 140).. 
p. f 

'

. 

Guidé to the taxation of business operations in the Nethérlands. 
Business regulations, patents, corporation_1aw. and the tax sjrstém 
are explained. Texts of the U.S.-'Netherlands income tax and 
estate duty treaties are appended. Latest developmentslwill be 
supplexi1ented. (B. 102.726) 

OMZETBELASTINGIN _DE HORECA 
By A.M. Essed. 

I 

Deventer, Kluwer, ‘1980. Kluwers fiscalex en 
juridische wegwijzers, No. 4. 69 pp. ~ _ . . , _ 

_'_'._l
" 

Discussion of‘ the value added tax as it" affects businesses in the 
field of’restauzjant operations. (B. 102.747) 

' 

' ' 

PERSONENASSOCIATIES 
Editors: W;J. Slagter and J.W. Zwemmer. Deventer, Kluwer, 
1980. 

r 

V ‘- ' 

Loose-leaf publication explaining ‘the concept of partnership 
under Dutch law and its‘effect on business operations, as well as 
the taxation aspects thereof. (B. 102.743) 

' 

:

' 

NETHERLANDS ANTILLES
‘ 

BUSINESS OPERATIONS IN THE NETHERLANDS ANTILLES 
By Robert D. Kramer, Leendert Roeloffs and Karl F. Walboom. 
Washington, Tax Management, Inc., 1972. 106 pp. ’ 

' 
a ‘ V 

‘

' 

Guide describing the existing business and.ta.x laws affectingvthe 
foreign investor in the Netherlands Antilles. Latest-developments 
are given on pink pages. The text of»the U.S.-Netherlands Antilles 
tax treaty is appended. (B. 102.735) ' 

, :
I 

, 
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fi’i 
NEW ZEALAND 
U.S. BUSINESS OPERATIONS IN NEW ZEALAND 
By John - K. Connor and C.J. Fernyhough. Washington; Tax 
Management, Inc., 1978. 242 pp.

_ Guide containing basic information designed to enable American 
businessmen to choose the best method of conducting operations 

-_ in New Zealand from both the tax and the general legal points of 
'view. (B. 102.728) 2‘ '

' 

O.E.C.D. 
OECD ECONOMIC OUTLOOK 
‘No. 27, July 1980. Paris, Organisation for Ec'onomic Co-opera- 

1 tion and Development, 1980. 157 pp. (B. 102.745) 

PERU ' 

BUSINESS OPERATIONS’IN PERU
7 

By Stanley F. Rose. Washington, Tax Managément, Inc., 1979. 
105 pp. ' 

- 

7 A Guide designed to assist businessmen in doing business in Peru 
and to introduce them to the taxation and corporate aspects of 

' the legal system in Peru. (B. 102.740) . 

PUERTO RICO
, 

BUSINESS oéERATIQfis INVP‘UERTO RICO 
By Barry A: Woods. Washington, Tax Management, Inc., 1979. 
222 PP; 

'

. Guide providing tax laws affecting enterprises and individuals 
.conducting» business activities in Puerto Rico. Latest develop- 
mentsgvillzlggaggeported in forthcoming supplements. (B. 102.725) 

SAUDI ARABIA 
DOING-BUSINESS iN SAUDI ARABIA 
International Tax and BuSiness Service. New York, Deloitte 
Haskins & Sells, 1980. 98 pp. 
Comprehensive outline of taxation in Saudi Arabia. After an 1 

introduction to the tax system, income taxes and other taxes are 
covered. (3.61.569) '

v 

SPAIN 
BUSINESS} OPERATIONS IN SPAIN 
By Jonathan R‘u'ssin, Enfique Pastor :Vinardell and David H. 
Bralove. Washington, Tax Management, Inc., 1979. 79 pp. 
Guide describing the‘existing legal business and tax laws affecting 
the foreign investor in Spain; (B. 102.736) 

SWITZERLAND 
BUSINESS OPERATIONS IN SWITZERLAND 
By Silvio Bianchi. Washington, Tax Management, Inc., 1976. 146 
pp. 

. 
-_ 

‘ 

' '

. 

Guide containing business information that will‘ enable an 
American business to consider the problems likely to be 
encountered in conducting business or “base company” opera- 
tions in Switzerland. (B. 102.718) 

EIDGENCSSISCHE WEHRSTEUER 
Statistik den“ 18. Periode (1975-1976). Bearbeitet von der 
Eidgenfissischen Steuerverwaltung. Bern, Bundesamt fiir Statistik, 
1980. Statistische Quellenwerke d_er Schweiz, Heft 646. 58 pp. ' 

Statistical data on the national defense tax in the 18th period 
(1975-1976) in comparison with prior periods. (B. 102.750) 

TAIWAN 
BUSINESS OPERATIONS IN TAIWAN ,_ 

' ’ 

By Kuang ‘Hsung‘Joseph Chuang and T.C.' Huang. Washington, 
Tax Management, Inc., 1975. 79 pp. 

_

' 

Basic information fpr doing business with and in Taiwan as 
viewed from both tax and—general legal points of view. Latest 
developments are supplemented on pink pagés. (B. 102.739) 

UNITED KINGDOM 
BUSINESS OPERATIONS IN THE UNITED KINGDOM 
By Eugene Louis Gomeche. Washington, Tax Management, Inc., 
1976. 225 pp. 
Guide containing basic information for U.S. and other foreign 
enterprises conducting business operations in the AUniteding— 
dom, from both the tax and legal business points of view. 
(B. 102.717) - 

WHITEMAN‘ANDZWHEATCROF'T 0N’1NCOMETAX? " ‘ 

By Peter G. Whiteman and David C. Milne. Seéond cumulative 
supplement to athe second edition. Up to date to January 1, 1980. 
By J.D.R.' Adams. London, Sweet & Maxwell; Edinburgh, W. 
Green & Son, 1980. British Tax cyclopedia. 64 pp. 

> 

(B. 102.525) 

U.S.A.
1 

BUSINESS OPERATIONS IN THE UNITED‘STATES 
ABy Ulrico A. Reale and Matthew J. Kust. Washingtoxfi; Tax 
Management, Inc., 1973. 166 pp.

. Guide describing the existing legal business and tax laws affectmg 
the foreign investor in the U.S.A. (B. 102.737) 

U.S. VIRGIN ISLANDS 
BUSINESS OPERATIONS IN THE U.S. VIRGIN ISLANDS 
By Gustav A. Danielson. Washington, Tax Management, Inc., 
1978. 166 pp. 
Guide designed to explain the Virgin Islands’ corporation, tax and 
other laws applicable to residents and non-residents of the U.S. 
Virgin Islands with emphasis on U.S.‘ahd Virgin Islands income 
tax problems arising from enterprises doing business in the Virgin 
Islands. (B. 102.740) . 
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Loose-Leaf. Services 
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AUSTRALIA 
AUSTRALIAN INCOME TAX — LAW AND PRACTICE: ' 

- Bulletin 
releases 13-17 - Cases 
releases 15-19 — Replacement pa‘ges 
releases 11, 12 and 13 

Butterworths, Pty., Ltd., Chatswood. . 

BELGIUM 
DOORLOPENDE DOCUMENTATIE 
INZAKE BTW/LE DOSSIER PERMANENT DE LA TVA 
release 118 
Editions Service, Brussels 

FISCALE DOCUMENTATIE VANDEWINCKELE 
Tome V, release 41 
Tome IX, release 112 ' 

Tome XIII, release 28 
Tome XIV, release 127 
CED-Samsom, Brussels. 
GUIDE FISCAL PERMANENT 
release 417 

'

, 

Editions Service, Brussels. 

GUIDE PRATIQUE DE FISCALITE 
Tome I, release 2

I 

CED-Samsom, Brussels. 
VAKCURSUSSEN 
release 1 17

' 

Ministry of Finance, Brussels. 

WETBOEK VAN DE INKOMSTEN- 
BELASTING 
release 56 
Ministry of Finance, Brussels 
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CANADA 
‘ CANADA INCOME TAX GUIDE 
REPORTS 
release 141 
CCH Calnadian, Ltd., Don Mills. 

CANADA TAX LETTER 
réléase 321 
Richard de Boo, Ltd., Toronto. 

CANADA TAX SERVICE — RELEASE 
releases 286-289 
Richard de Boo, Ltd., Toronto / 

CANADIAN CURRENT TAX 
releases 25-34 
Butterworths, Pty., Ltd., Scarborough. 

CANADIAN TAX REPORTS 
releases 442-445 
CCH Canadién, Ltd., Don Mills. 

DOMINION TAX CASES 
releases 21, 22 and 23 
CCH Canadian, Ltd., Don Mills. 

FOREIGN INVESTMENT IN CANADA 
Report Bulletin 
release 68 
Prentice Hall of Canada, Ltd., Scarbo- 
rough. 

PROVINCIAL SUCCESSION DUTY AND GIFT TAX SERVICE 
release 54 
Richard de Boo, Ltd., Torronto. 

PROVINCIAL TAXATION SERVICE 
releases 379 and 380 
Richard de Boo, Ltd., Toronto. 

COMMON MARKET (EEC) 
DROITS DES AFFAIRES DANS LES 
PAYS DU MARCHE COMMUN 
release 1 23

. 

Editions Jupiter, Paris. 

HANDBOEK VOOR DE EUROPESE 
GEMEENSCHAPPEN: 
— Europese mededingings— en kartelrecht 

release 53 ' 

— Kommentaar op het~EEG,_Euratom en 
EGKS verdrag; verdragstekstéh eh aan- 
verwante stukken 
release 212 

Kluwer, Deventer. 

FRANCE 
BULLETIN DE DOCUMENTATION 
PRATIQUE DE SECURITE SOCIALE 
ET DE LEGISLATION DU TRAVAIL 
release 7 '- 

Editions Francis Lefebvre, Levallois—Perret. 

BULLETIN DE, DOCUMENTATION 
PRATIQUE DES IMPOTS DIRECTS 
ET DES DROITS D’ENREGISTREMENT 
release 9 
Editions Francis Lefebvre, Levallois—Perret. 

DICTIONNAIRE PERMANENT — FISCAL 
release 84 
Editions Législatives et Administratives, 
Paris. 

JURIS CLASSEUR - CHIFFRE 
D’AFFAIRES — COMMENTAIRES 
release '61 04 
Editions Techniques, Paris. 
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GERMAN FEDERAL REPUBLIC 
ABC FUHRER SOZIALVERSICHERUNG 
release 19 
F achverlag fiir Wirtschafts— und Steuerrecht 
Schiiffer & Co., Stuttgart. 
RECHTS- UND WIRTSCHAFTSPRAXIS 
STEUERRECHT . 

release 247, ~ ~ - 

Forkel Verlag, Stuttgart 

UMSATZSTEUERGESETZ (MEHRWERT- 
STEUER) 
Hartmann -- Metzenmacher 
releases 54 and 55 - 

Erich Schmidt Verlag, Bielefeld. 

WORLD TAX SERIES — GERMANY 
REPORTS 
release 133 
Commerce Clearing House, Inc., Chicago. 

v THE NETHERLANDS. 
BELASTINGWETGEVING 
Editie J.M.M. Creemers. 
release 34 
S. Gouda Quint -- D. Brouwer, Arnhem. 

BELASTINGWETGEVING : 

' 

4"1}ik5insténbegésting 1964 
releases'71 and 72 ~ Loonbelasting 1964 
release 68 

Noorduijn, Arnhem. 

CURSUS BELASTINGRECHT 
release 54 
S. Gouda Quint —. D. Brouwer, Arnhem. 
FED LOSBLADIG FISCAAL WEEKBLAD 
releases 1781-1785 
FED, Deventer. 
FISCAAL FUNDAMENT 
releases 31 and 32 
Kluwer, Deventer. 

HANDBOEK VOOR DE IN- EN 
UITVOER: ' 

-— Belastingheffing bij invoer 
releases 258, 259 and 260 — Tarief voor invoerrechten 
release 259 

—- Algemene wetgeving 
releases 95 and 96 

Kluwer, Deventer 

INKOMSTEN IN DE AGRARISCHE 
SECTOR . 

releases 59 and 60. 
Kluwer, Deventer. 

KLUWERS FISCAAL ZAKBOEK 
release 1 55 
Kluwer, Deventer. 

MODELLEN VOOR DE RECHTS- 
PRAKTIJK ' 

release 68 
Kluwer, Deventer. 

NEDERLANDSE BELASTINGWETTEN 
W.E.G. de Groot 
releases 165 and 166 
Sam's'om, Alphen a.d. Rijn. 

DE SOCIALE VERZEKERINGSWE'I'I‘EN 
release 149 
Kluwer, Deventer. 

STAATS- EN ADMINISTRATIEF- 
RECHTELIJKE WETTEN 
release 173 
Kluwer, Deventet. 

UITSPRAKEN V.D. TARIEFCOMMISSIE 
EN ANDERE RECHTSCOLLEGES 
INZAKE IN- EN UITVOER 
release 4 
Kluwer, Deventer. 

VAKSTUDIE — FISCALE ENCYCLO DPEDIE: 
— komsgenbelasting 1964 ; v 

releases 269-299 
- — Loonbelasting 1964 ‘ 

release 201 
Kluwer, Deventer. 

NORWAY 
SKATTE-NYTT 
A, release 7 
B, release 35 
Norsk Skattebetalerforening, Oslo. 

PERU 
IMPUESTO A LOS BIENES Y 
SERVICIOS 
release 34 
Editorial Economia y Finanzas, Lima. 

SWITZERLAND 
DIE PRAXIS DER BUNDESSTEUERN 
E. Noher 
Tome III, release 34 
Verlag fiir Recht und Gesellschaft, Basel. 

DIE STEUERN DER SCHWEIZ/LES 
IMPOTS DE LA SUISSE 
Tome I, release 65 
Tome II, release 59 
Tome III, release 57 
Tome IV, release 51 - 

Verlag fiir Recht und Gesellschaft, Basel 

UNITED KINGDOM 
BRITISH TAX GUIDE 
release 216 ' 

Commerce Clearing House, Inc., Chicago. 

SIMON’S TAX CASES 
releases 21, 22 and 23 
Butterworth & Co., London. 
SIMON’S TAX INTELLIGENCE 
releases 29-32 . 

Butterworth & Co., London; 
VALUE ADDED TAX — DE VOIL' 
release 75 
Butterworth & Co., London. 

U.S.A. 

FEDERAL TAXES — REPORT BULLETIN 
release; 34, 35 and 36 :5“ , a. 
‘Pre ‘tice-Hall, Inc., Englewood‘ 

FEDERAL TAX GUIDE 
releases 38-42 
Prentice-Hall, Inc., Englewood Cliffs. 

FEDERAL TAX GUIDE REPORTS 
releases 44-47 
Commerce Clearing House, Inc., Chicago. 
FEDERAL TAX TREATIES — REPORT ' 

BULLETIN 
release 7 
Prentice-Hall, Inc., Englewood Cliffs. 

STATE TAX GUIDE 
releases 722 and 723 
Commerce Clearing House, Inc., Chicago. 

v TAX IDEAS — REPORT BULLETIN 
releases 15 and 16 
Prentice-Hall, Inc., Englewood Cliffs. 

TAX TREATIES 
release 342 - 

Commerce Clearing House, Inc., Chicago. 
U.S. TAXATION OF INTERNATIONAL 
OPERATIONS 
releases 11, 12 and 15 
Prentice-Hall, Inc., Englewood Cliffs. 
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CUMULATIVE INDEX 1980 ~Nos.1-1O 
ARTICLES 

Africa: 
'Prof. J. van Hoom Jr.: 
Tax developments in Africa 4 
Activities _of the UN. Economic Commission for 
Africa 

_ I V 

'409' 

Belgium: 
J. Antenne:

_ 

Régime applicable aux assujettis 
établis a l’étranger ” . 

. 451_ 
Jacquest Malherbe: I. 

‘

_ 

Localisatioh des opérations imposables 432 

Brazil: 

Paulo Kantor: 
«The supplementary income tax (inposto 

‘ -suplementar de r 
The supplementary ihcome tax (impdsto 
suplementar de renda) on dividend distributions 17 

Canada:
_ 

‘ Nathan Boidman‘: 
‘ 

I

‘ 

Interpretation of tax treaties 
' 

388 

Caribbean: 
Dr. Kémpe R. Hope: 
The growth and trends of tax revenues in 
the Caribbean ‘ 

‘ 302 

Ethiopia: 

526 

M. Fisseha-Tsion:
. A short review of the Ethiopian income tax 

system 
' 

A

4 

Fran ce : 

Maurice Papon: 
.

. 

Quelques aspects originaux de la fiscalité 
francaise 

_ 
339 

D.A’.~ var‘i Waardenburg: ‘ 

France: A survey of its tax system 345 

India: 

Kailash C. Khanna: 
Indian Budget 1980/81 ' 

. 

" 418 
India: The Central Budget 1980/81 419 

Indonesia}
I 

Jap Kim Siong: 
Tax incentive package to support the third 
five-year development plan (1979-1984) . 95 

International: 

Commonwealth Association of Tax Administrators 

4 

4 Technical meeting on the collection of: 
taxes and training of collection personnel

‘ 

Nizar Jethai - 

Téxation and-economic behavior-r- A'revigw bf " 

recent literature 
Howard M. Liebman: ‘ 

_ 

-

_ 

“Allocations of foreign blticked income under 
Unigzed States tax law 
Prof. Dr. Sylvain R.F. Plas'schaert: ' 

‘Schedulai' and global systems of income 
taxation: The equity dimepsion 

' Enrique Jorge Reig: 
r A study of tax rates made at the eighth 
Hispano-Luso-Americanas meeting 
G. Thi'mmaiah; 

' 

- 

‘ ‘ 

Estimatipn of tax potential and tax efforts of 
state and local gbvemments 

‘ 

Israel:. 

Dr. J.F. Pick: . 
r

_ 

' Israel:‘-The Gabbay report — A proposal for in- 
flation-adjusted taxation of incomejn Israél 

> ,Latin America: 
; 7 

Edison Gnazio and Enrique Piedrabuenaz‘ 
Legislation in Latin American countries and

1 

criteria applicable for the taXation of inc‘omé '
' 

(with foreword by Ramé‘n Valdés Costa) 

Luxembourg: M _ 
.-

I 

Rodolphe Gerbes 8: Yves Prusseri: 
Le régime de la taxe sur la valeur ajoutée 
appliqué aux prestations de services suite aux 
modifications législatives intervenues en raiso'n 
de la Géme directive v 

Malaysiaf 
C.S. Yeoh; '

~ 
- Deductibility of foreign losses - Two bites at‘ ‘ ' 

the cherry ‘ 
4 

-
' 

Maldives: 

1 

Dr. M.P. Dominic: 
Foreign investment law 

Nigeriaf 
F. Akin'Olaloku: - ~~ 

An epilogue to a decade of federal budgeting —" 
,3 An appraisal of the 1979/80 government Budget. ' ' 

A.C. Ezejelue: 
The effect of income tax on capital budgeting 
in Nigeria 

Singapore: 
Goh Grok Tong: 
Singapore’s tax system: past and present 
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Lee Fook Hong: ‘ 

Singapore: Tax developments 
1. Tax changes 
II. Summary of the 1980 Budget 
Michael Wong Pakshong: 
’I‘hé future position of Singapore in 
international taxation - 

South Africa; 
Dr. Erwin Spiro: 
The 1980 income tax changes in the Republic of 
South Africa ‘ 

Sri Lanka: 
M.P. Dominic: 
Sri Lanka: 1980 Bugget proposals 

U.S.A; 
Hugh A‘ult: .

‘ 

Interaction of the U.S. tax system and U.S. 
tax treaty rules with foreign integrated corporate / 
shareholder tax systems 
Marianne Burge: 

' 

Status of tax treaty negotiations 
Joseph H. Guttentag: 
Exchange of information under tax treaties 
David Milton: 

_ 
Tax treaty.pi'ocedures , 

*’ 

J. Patrick-r 
_

. 

Exploration of income tax treaty policy issues 
in the United States — Part I: Proposed agenda: 
introduction of the subject 

, Zambia:
‘ 

, 
A.B.C. Emmanuel: 
Zambia: Tax changes in the Budget for 1980 

REPORTS AND DOCUMENTS 
China: 
First industrial zone in China established - 

F iii.“ 
Budget speech 1980 

' 

India: 
Budget speech 1980 f “Bold” says industry 
International: . 

Copyright 'royaities: ‘Cdnvention‘ for'the 
avoidance of double taxation 
The GA’I'I‘ multilateral trade negotiations - 
Principal results ' 

H.W.T. Pepper: 
Tax glos§ary 

TVA et preStations de services — Joumée d’étudés 
franco-belgo-luxembourgeoise de 7 mars 1980 
(Belgique: M.M. Sibille, Malherbe, Autenne et 
Cappelleman — C.E.E.: M. Guieu — France: 

191 
195 

146 

199 

.23 
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55 
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52 

405 

171 
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421 

317 
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Ruling 80-4”: Foreign tax credit) v ‘C 160 
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Residency 274 
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British Branch/Anglo-US. Seminar, New York/ 
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Gdnference Diary. ' 

DECEMBER 1980 
Institute for International Research: Asian 
Property in the 80’s (including: Hong Kong 
tax and related accounting implications of 
property transactions; Taxation of property 
profits in Singapore and Malaysia), Hong 

- Kong (Hong Kong), December 1-3 (English). 

Management Centre Europe: International 
cash management‘fincluding: International 
tax aspects in Cash management), London . 

(United Kingdom), December 8-10 (English). 

JANUARY'1981 
The Economist: Joint ventures in China 
(including: Some practical tax case studies), 
London: January 29; Zfirich (Switzerland): 
February 2 (English). 

FEBRUARY 1981 
Management Centre Europé.‘ Inbemational 
Tax Management (including: Inter-company 
pricing: licensing, service fees) (Seminar), 
Brussels (Belgium), February 12-13 (English).

x 

MARCH 1981 
Mariagément Céntre Europe»: Managing and 
Developing Foreign Subsidiaries (including: 
Tax in international operations), Brussels 
(Belgium), March 4-6 (English).

7 

APR I L 1981 
Management Cen‘tr'e Europe: Fourth MCE 
'Intemational Tax Conference. Chairman: 
Prof. J. van Hoom Jr., Co-Chairman: A.G. . 

Davies C.B.E. Main subjects: Transfer 
pricing; Government and business views on 

, tax avoidance; Taxation of international 
leasing; small meeting groups directed by' 
members of the faculty, Mu‘nich (German 
Federal Republic), April 8-10 (English). 

SEPTEMBER 1981 
35th Annual Congress of I.F.A.: 1. Mutual

I 

agreement procedure and practice; 11, Uni- 
" lateral measures to prevent double taxa- 

tion, Berlin (German Federal Republic), 
September 21-25 (English, French, German, 
Spailish). 

' ~ 7 r 

FOR FURTHER... 
INFORMATION 
PLEASE WRITE TO: 
Interhational Fiscal Association (I.F.A.): 
General Secréta'riat, Woudehstein, Burge— 
meester Oudlaan 50, PO. Box 1738, 
3000 DR Rotterdam (the Nethérlands). 
Institute for International Research, The 
Conference Manager, PO. Box 38,.Hong . 

Kong. . 

Management Centre Europe, Avenue 
des Arts ‘4? B41040 Brussels (Belgium). 

The Economis't (Conference'Unit): Mrs. 
Marion Bigber, 25 St. James Street, 
London SW 1 1HG (United Kingdom). 
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@@mfi@mt$ 
of the December 1980 issue 

gruppe vor, die den Einflussder Steueroasen aufdas Steuersystém 
der U.S.A. zu unters'uchen hat. ' 

Sanford H. Goldberg:
_ 

MODERN U.S. ESTATE AND GIFT TAX TREATIES. . . . 531 
The author discusses the development of U.S. estate and gift tax 
treaties and the impact which the 0. E. C. 0. Draft Treaty of 1966‘ 

l and the U. 5‘. Model Treaty of 1977/ 197.? havé had on these 
David Rosenbloom: 
TAX TREATY INTERPRETATION ............. - . . . 543 

treaties. A number of important curfent issues are also dealt . 

with. 

NOUVELLES CONVENTIONS AMERICAINES TENDANT A 
EVITER LES DOUBLES |MPOSITIONS EN MATIERE DE 
SUCCESSIONS ET DE DONATIONS 
L'auteur étudie I'évolution des conventions américains en la 
matiére et I’impacte que la Projet de Convention de I’O.C‘D.E. 
de 1966 et la Convention Modéle Américaine de 1977/1979 ont 
eu sur ces conventions. Un certain nombre~de publications ' 

courames importantes sont également présentées ici. 
DIE NEUESTEN NACHLASS- UND SCHENKUNGSTEUER- 
ABKOMMEN DER U.S.A. 
Der Verfasser untersucht die Entwicklungen bezfiglich den 
neuesten .Nachlass— und Schenkungsteuerabkommen der U.S.A. 
und den Einfluss, den das O.E.C.D. Musterabkommen von 1966 
und der U.S.—Mustervertrag von 1977/1979 au'f diese Abkommen 
ausfiben konnte. 
Daneben wird eine Reihe von damit zusammenhéngenden' 
wichfigen aktuellen Fragen behandelt. 

The author raises a number of questions regarding tax treaty 
interpretation, such as whether it makes é difference who is 
interpreting, what kind of law does a treaty create and what 
materials are relevant. 

INTERPRETATION DES CONVENTIONS TENDANT A 
EVITER LES DOUBLES IMPOSITIONS 
L’auteur souléve un certain nombre de problémes' quant é 
l'interprétation des conventions tendant é éviter les doubles 
impositions, ainsi existe-t-il une différence en fonction de la 
personne qui interpréte, quelle sorte de loi crée une convention 
et quels sont les matériaux importants. 
DIE AUSLEGUNG VON DOPPELBES‘I—‘EUERUNGS- 
ABKOMMEN 

“Der‘ Ver-fasser- beschéttigt _sichr mit einer Reihe von Fragep 
bezfiglich der Auslegpng von Doppelbesteueruhgéabkbmmén," 
wie 2.8. der Frage, ob es eine Rolle spielt, wer diese auslegt; '- 
welches Recht ein Abkommen schafft und welche Referenzen 
relevant sind. ' 

David A. Ward: 
PRINCIPLES TO BE APPLIED IN INTERPRETING > 

TAX TREATIES ...... v ........................ 545 

VM. Carr Ferguson:
u 

TAX HAVENS ............. v ................. 539 
The author discusses various manners in which tax evasion 
through the use of tax haven facilities may be stopped. He 
places special emphasis on the obtaining of sufficient data by 
the U. 8.- Internal Revenue Service. 
REFUGES FISCAUX 7V 
L’auteur étudie» les différentes facons permettant d'arréter 
l'évasion fiscale par ‘l'intermédiaire des facilités offertes par les 

The author presents a survey for tax practitioners of some well 
developed principles of public international law shich may be 
brought to bear on problems of tax treaty interpretation. 
PRINCIPES A APPLIOUER DANS L’INTERPRETATION 
DES CONVENTIONS TENDANT A EVITER LES DOUBLES 
IMPOSITIONS 
L'auteur fait un exposé pour les praticiens fiscaux de quelques refuges fiscaux. H insiSte particuliérement SUr "Obienfion d8 principes bien établis de droit international public qui pourraient données SUffiSBnteS par le SerVice dU FiSC Américain- s'appliquer aux problémes d'interprétation des conventions 

STEUEROASEN ' 

f'sca'es- 

Der Verfasser sfcellt verschiedene Méglichkeiten vor, womit die 
Einschaltung von Steueroasen unterbunden werden 'kann. Be— 
sonderen Wert legt er auf die Bereitstellung notwendigerj Daten 
durch die amerikanischen Steuerbehérden. 

Riéhard A. Gordon: 
IMPACT OF TAX HAVENS ON THE U.S. TAX SYSTEM 

The author discusses the tasks and objectives of the study group 
to examine the impact of tax havens on the U.S. tax system. 
IMPACTE DES REFUGES FISCAUX SUR LE SYSTEME 
FISCAL AMERICAIN 
L‘auteur ‘étUdie les travaux et Ies_objectifs du,groupe d'étude 

ANZUWENDENDE PRINZIPIEN BE! DER AUSLEGUNG VON DOPPELBESTEUERUNGSABKOMMEN 
Der Verfasser présentiert eine inébesondere fijr Praktiker zu- 
sammengestente Ubersicht allgemein anenkannter Prinzipien, die 
im Rahmen des Vélkerrechts entwickelt wurden und die dazu 
benutzt werden kénnen, im Zusammenhang mit der Interpre- 
tation von Doppelbesteuerungsabkommen auftretende Probleme 
einer Lésung néher zu bringen. 

Marshall J. Langer: 
OVERRIDE OF TAX TREATIES BY ORDINARY 
LEGISLATION .......................... '. 

. . . 552 ayant po'j” but d'examiner 'lin‘paCte des refuges fiscaux Sur '9 The author discusses the introduction of new legislation in the SVStéme f'sca' américain- 
‘ . United States which will inevitably conflict with ‘existing tax DER EINFLUSS VON STEUEROASEN AUF DAs STEUER‘ treaty provisions. He states that Congress has indeed the right to SYSTEM DER U,S‘A‘ enact a law overriding inconsistent_ treaty provisions if its in- Der Verfasser stellt die Aufgaben und Zielsetzungcn einer Studien- Perltion 1‘0 d0 50 is Clear/V Shown. 
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DEROGATION AUX TRAITES FISCAUX PAR LA 
LEGISLATION ORDINAIRE . 

L’auteur, étudie I'introduction d'une nouvelle Iégislation aux 
Etats-Unis qui entrera inévitablemem en conflit avec les dis- 

positions des traités fiscaux existants. II considére que le Congréé 
. 3 en effet Ie droit de promulguer une loi dérogant aux dis- 

positions contradictoires d'une traité 5’” en exprime clairement 
l'intention. 

VORRANG NATIONALER GESETZGEBUNG GEGENUBER 
DOPPELBESTEUERUNGSABKOMMEN 
Der Verfasser untersucht die Einfl'jhrung neuer Gesetze in den 
U.S.A., die unzweifelhaft mit bestehenden Bestimmungen in 

Doppeibesteuerungsabkommén in Konflikt stehen. Er stellt 

dabei fest, dass der Kongress in der Tat das Recht habe, Gesetze 
zu verabschieden, die gegenfiber Doppelbesteuerungsabkommen 
Vorrang geniessen, und zwar dann, wenn dies mit dem aus- 
drijcklichen ZWeck geschieht, Widersplft'jche in den Abkommens- 
bestimmungen zu bereinigen. 

J 

Paul McDaniel: 
SOURCE RULES IN U.S. TAX TREATIES ........... 559 

The author discusses the question which principles guide the 
United States when' it agrees to modify its source rules by treaty. 
LES REGLES E LA SOURCE DANS LES CONVENTIONS 
TENDANT A EVITER LES DOUBLES |MPOSiT|ONS 
CONCLUES PAR LES ETATS UNIS 
L'auteur étudie Ie question de savoir quels sont les principes qui 
guident les Etat-Unis lorsqu'ils acceptent de 'modifier leurs régles 
de la source par une convention‘ 

DIE BESTIMMUNG DER QUELLE IN DEN DOPPEL- 
BESTEUERUNGSABKOMMEN DER U.S.A. 
Der Verfasser untersucht die Frage nach dem Rahmen, in welchem 
die U.S.A. ihre Regeln zur Bestimmung der Ouelle bei Doppel- 
besteuerungsabkommen anzupassen bereit sind. 

Robert J. Patrick Jr.: 
INCOME TAX TREATY sounce RULES; 

David B'OckwaW‘ 
' A u.s. PERSPECTIVE ...................... ‘. 

. . 560 
OVERRIDE OF TAX TREATIES BY ORDINARY Preliminary discussion of the subject to be dealt with at the " 

LEGISLATION. . . . . , . . . . _ . . . , _ , _ 
_' ___________ 553 Paris Congress of /FA. The author focuses on individual country 

The author comes to a similar conclusion as Mr. Langer with 
some difference in emphasis. He pain ts oyt the difficulties with 
which Congress is faced when amending U.S. tax _law in case 
such an amendment conflicts with a provision existing in a 
multitude of tax treaties. 

DEROGA’TION AUX TRAITES FISCAUX PAR LA 
LEGISLATION ORDlNAIRE. . 

L'auteur arrive é une conclusion similaire é celle de M. Langer 
en metta'nt l'accen‘t _sur des points différents‘ H souligne les 

difficultés auxquelles le Congrés doit faire face Iorsqu’il modifie 
.une loi américaine et que l’amendement est en conflif ave une 
dispositibn prévue'dans un grand fiombre de traités fiscaux. 

VORRANG NATIONALER GESETZGEBUNG GEGENUBER 
DOPPELBESTEUERUNGSABKOMMEN 
Der Verfasser komt zu 'a'hnlichen Schlussfolgerungen wie Hr. 
Langer, wobei er .allerdings die Schwerpunkte etwas anders 
setzt. Er wéist dabei auf die Schwierigkeiten hin, mit denen der 
Kongress konfrontiert ist, wenn es darum geht, eine Anderuhg 
des ‘amerikanischen Steuerrechts herbeizuflihren und diese mit 
einer Vielzahl von Doppelbesteueru’ngsabkommen in Konflikt 
gerat. 

John F. Avery Jones:
’ 

MUTUAL AGREEMENT PROCEDURE ............. 
The author discusses, inter alia, the question whether mutual 
agreements bind courts or the competent authority which has 
concluded the agreement. 
PROCEDURE AMIABLE. 
L’auteur étudie, entre autres, la question de savoir si les pro~ 
cédures amiables lient Ia Cour ou I'autorité compétente qui 
a conclu le traité. 

VERSTANDIGUNGSVERFAHREN 
Der Verfasser untersucht u. a. die Frage, ob gain Versténdigungs- 
verfahren die Gerichte oder die zusténdige Behérdc, die diescs 
Versténdigungsverfahren vereinbarte‘, zu binden vermag. 

556 ‘ 

. rules for determining the origin of income and expenses. 
LES REGLES DE LA SOURCE DANS LES CONVENTIONS 
TENDANT A EVITER LA DOUBLE IMPOSITION SUR LE 
REVENU; UNE PERSPECTIVE AMERICAINE 
Discussion préliminaire du ‘sujet devant étre traité au Congrés 
de HFA 5 Paris. L'auteur met l'accent sur les régles desdifférents ' 

pays pour la détermination de l'origine du revenu et des dépenses. 

DIE REGELN FUR DIE BESTIMMUNG DER QUELLE IM 
RECHT DER DOPPELBESTEUERUNGSABKOMMEN - EINE 
AUFFASSUNG AUS DEN U.S.A. 
Vorléufiges Positionspapier zu dem Thema, das bein IFA- 
Kongress in Paris zu béhandeln war. Der Verfasser beschéftigt 
sich insbesondere mit den Regeln‘béstimmter Lénder bezn‘jglich 
‘der Bestimmung der Quelle bei Einkfinften und Aufwendungen. 
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and the International Bureau of Fiscal Documen tation.. 

Override of tax treaties by ordinary legislation . 

New Developments _- 

in Tux'l'reufies 
On January 17 and 18, 1980. the U.S.A. Branch of the International Fiscal Association 
held its fourth annual meeting in Philadelphia, Pennsylvania. The technical disé'lissions 
focused on new developments in tax treaties and were co-chaired by Mr.'Chester' C. 
Hilinski, executive vice-president of IFA, and Mr. Robert J. Patrick, vice-president of 
IFA. 
As in the past, the U.S.A. Branch of IFA requestéd the Editors of the Bulletin to 

' publish a number of papers read at the annual meeting. The Editors, considering these 
papers of particular impbrt for an international readership, are pleased to comply with 
this request and they wish to congratulate the U.S.A. Branch of IFA on finding so many. 

- highly qualified speakers, not only from the United States but also from Canada and the 
United Kingdom, to discuss a number of subjects which are currently of interest. 
The first _subje_ct, estate and gift tax treaties discussed by Mr. Sanford H. Goldberg, is not 
only a rare subject for IFA, as the speaker remarked, butalso a topic on which not much 

. . recent literature exists. Mr. Goldberg analyzed the existing U.S. treaty network as well as 
the OECD and US. Model Conventions. He also mentioned pending legislation which will 
subject to US. tax foreign taxpayers holding U.S. real estate through a corporation, a 
subject which was touched upon by a number of other speakers. '

- 

The subject of tax havens featured two speakers, Mr. M. Carr Ferguson, assistant attorney 
. 
general, and Mr. Richard A. Gordon, airepresentative of the Internal Revenue service, 
who described possible measures to combat tax evasion' through the use of tgéc havens. 
Professor Stanley S. Surrey"s-talk on‘ the~Unifed Nations ‘Group'bifie7t§ a‘nd‘bthe'L'D‘C 
Model Treaty has not been included in» the set of papers published in this issae of ’the 
Bulletin as Professor Surrey ’3 extended discussion will shortly appear in the series 
“Selected Monographs on Taxation’, which is a joint venture-of the Harvard Law School 

The subject of tax treaty interpretation was represented by three papers: one by 
Mr. David Rosenbloom of the United States and two by Canadian tax experts, Mr. David 
A'. Ward and Mr. Nathan Boidman. Mr. Rosenb'loom, who is a US. tredty negotiator and 
aLso an international tax counsel to the US. Treasury, formulated a number of questions 
and ten tative answers thereto, focusing on issues such as who does the interpreting, whizt 
type of law is a tax treaty and which materials will be relevant in a given case. Mr. Ward 
expressed his views on the Canadian tradition in the field of tax treaty interpretation, 

‘ giving a survey of some well developed principles of public international law which may 
have a bearing on tax treaty interpretation. The reader will notfind Mr. Boidman’s views 
on this subject in the present issue, as we published his paper in thgcombined August- 
September 1980 issue of the Bulletin which was distributed at the Paris IFA Congress in 
September 1980. 2 '

‘ 

Mr. Marshall J. Langeyr and Mr. David Brockway treated the. subject of overriding of tax 
treaties by ordinary legislatidn, a subject which may be of particular interest and perhaps 
also surprise to non-US. readers who live in countries where it has been firmly established 
that tax treaties always take precedence over ordinary legislation. 

' 

Mr. J.F. Avery Jones, a solicitor from the United Kingdom, discussed mutual agreement 
provisions, a subject that introduces one of the main themes at the 1981 Congress in 
West Berlin. The focus of his narrative was on the binding force of mutual agreements for 
the tax authorities as well as for courts. » 

Finally, Mr. Robert J. Patrick and Mr. Paul T. McDaniel analyzed source rules, a subjgect 
that was discussed at the 1980 Paris Congress of IFA. A summary of thqse IFA pro- ' 

ceedings can be found on page 564 of this issue. '
' 

1. See Exploration ofIncome Tax Treaty MENTATION 52 (FGbTual‘Y-Marc}! 1980). 
Policy Issues in the United States (National 2, Interpretation of Tax Treaties by 
Meeting of the U.S,A.\»Branch of IFA Nathan Boidman in 34 BULLETIN FOR 
March 15 and 16,'1979) in 34 BULLETIN INTERNATIONAL FISCAL DOCUMEN- 
FOR INTERNATIONAL FISCAL DOCU- TATION 388 (August-September 1980). 

1 
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Modern U.S. Estate and GiftTaxTreaties 

The topic I am going to discuss is estate, gift and generation 
skipping taxes. It is a rare topic for IFA. At the last IFA meeting 
in Copenhagen, the problems of the closely held corporation and 
Wealth transfers were discussed. The only time that IFA has dis- 
cussed the subject in all of its ramifications was back in 1968. 
Since 1968 the world has changed drastically. Inflation has 
resultéd in estate and gift tax problems for all taxpayers. More 
importantly, the shift in investment into the United States has 
produced a'major problem for many foreign investors who, have 
decided that the United States is the last bastion of capitalism. 
Foreign investment in the United Stateshas’increased to such a' 
degree that we are now considering tax'laws that would tend to 
discourage investment in certain areas, whereas in 1966 we were 
passing laws to encourage investment in the United States. One 
of the proposals by Representative Fishef wd_uld subject to U.S. 
estate tax' shares of foreign corporations that own U.S. real estate. 
Foreign investors often use foreign cofpciré‘tion's as investment 
vehicles to avoid estate tax; 

'5‘ I 

‘ 
V ' 

The estate and gift tax area I will discuss is the treaties. I will not 
focus on the U.S. tax imposed by the Internal Revenue Code. For 
those of you who are interested in our statutory provisions, I 

refer you to an article which I wrote about two years ago, which 
originally-appeared in the N YU.International Tax Institute and 
.which was reprinted last year in the Canadian Tax Journql. 1 

VThe estate tax treaty network of the United States is felatively 
modest. Not many people seem anxious to discuss and Strengthen 
estate taxation. Compared to the 28 existing income tax treaties 
and the number that v'vere discussed today as being in the process ‘

I 

of negotiation, there are only about 13 estate tax treaties. I say'
' 

“about”, because I have includedin this total our estate tax 
treaty‘ with Canada. Werdo appear t‘o‘have an estate tax treaty 
with Canadageven though Canada terminated its estate tax in 
1972 (without, af the same time, abrogating" the treaty). For 
those of you who are interested in whether the Cénédian estate 
tax treaty is still in effect, I suggest you speak to the Internal 
Revenue Sefvice arid the Treasixry. Their answer has been “we 
don’t know”, which is an interesting comment since, if they don’t 
knbw, who should know? ' 

’ 
' - 

Giftltax treaties are almost non—existen_t_. Other than’ the treaties 
that I will be discussing shortly, there are only two gift tax 
treaties, those with Japan and Australia. Thus, theré are no. 
treaties (other than the ones that we will be discussing) which 
concern our generation skipping taxes. The recent treaties with 
France and the United Kingdom cover estaté, gift and generation 
skippin'g takes and are patterned after the U.S. Model Treaty. 

Prior ;to 1966 {estate 'tax 
treaties were situsrgriented

: 

In order to understand our estate taX'treaties, oné needs a general 
sense of the historical background. Prior to 1966, the.United 
States negotiated estate tax treaties that emphasized situs. Under 
these treaties, each signatory country would dgcide the situs_of 
the asset in questiqn, Which would, in the absence of the treaty, 
be subject to taxation by both countries with nolrelief. The situs- 
oriented tfeaty would frequently permit, the imposition of a tax 
by each country but wpuld provide relief in the form of tax 
credits for the taxpayer. This approach frequently resulted in a 
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number of problems. Oné important problem in a changing world 
resulted from double domicile, i.e. both countries claiming 
vprimary jurisdiction to tax without credit for the other’s taxes. 

, This was not covered in the old estate tax treaties, which assumed 
. the existence of a single domicile providing a credit to offset the 
tax imposed in the other jurisdiction. Another problem was the 
usage of credits, when credits were made available in more than 
one jurisdiction. ' 

OECD Draft of 1966 

' The publication of the OECD Draft of 19664 changed this. It 
provided an approach whereby taxation could only be imposed 
on the basis of domicile; and, only in a few situations, would 
the country of situs be empowered to 1_evy tax. The United 
States took exception to the most important _of the compromises 
reached in_the OECD Draft: the taxation of stock and debt of 
U.S. corporationS'exclusively at the_p1ace of the taxpayer’s 
domicile. In 1977, the 'United States published a model estate 
and :gift‘ tax treaty, which was republished and modified in 
1979- 2 The above is' the background against which the pattern 
of negotiations should be considered. 

‘ 
U.S. Model treaty 

' 

The. Model treaty of 1977 made a radical departure from the 
' 

earlier U.S. treaties. It embraced the OECD Draft concepts. Its 
most salient provisions appear in somewhat different form from 
the OECD Draft of 1966, as we_ll as from the 1971 Netherlands 
treaty. Developments subsequent to the Model‘treaties of 197 7 
and 1979 with «France .and the United Kingdom ha’ve'not indi- 
cated any major departures, so that the major.'provisions of these 
Model treaties are to be found in the U.K. treaty and the French 

V treaty. 
The‘most recent treaties (I am now talking about the Model 
(U.S.) treaty, the Dutch treaty, the U.K. treaty and the French 
treaty) are designed to alleviate, double taxation on gifts and 
estates -of United States citizens, domiciliaries and foreign 
domiciliari’es by either limiting the right to tax to the country of 
domicile or by requiring one of the countries to grant a credit‘ for 
the' tax of the other. In most of these treaties, the country of 
domicile possesses ,primary tax jurisdiction, that is, the right to 
tax estates, gifts and transfers on a world-wide basis. However, 
under thé Model treaty the country of situs is given priority of 
takation concerning real property, business assets located in that 
country, tangible property, ships, aircraft, and partngrship 
interests as well. 

I
' 

The Model treaty also affords a country taxing on the basis of 
citizénship the right to tax the estate or inter yivos 'tranéfers, 
with‘a credit allowed for taxes paid to the other state. Generally, 

* Roberts 8: Holland, New York. New York; Washington. D.C.; and 
Miaa Florida. 
1. 'An updated version will appear in ah American Bar Association 
survey on International Estate Planning to be published shortly. 
2. Editor’s note: see for a reprqduction of the text of the U.S. Model 
Treaty. 33 Bulletin 473 (1979). ~ 
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this is a one-way street, since only the United States still taxes on 
the basis of citizenship. 

Domicile: a troublesome issue 

The most recent treaties also attempt to resolve the troublesome 
issue‘ of domicile. As was mentioned before, this problem is quite 
common. It is typically presented by the businessman who leaves 
his homeland to go abroad to manage an operation in a foreign 
country and then stays for ‘a number of years. The problem 
presented is whether the businessman will be taxed in both 
countries — i.e. in his native country and in the 'land in which the 
foreign operation is situated. The problems of double domicile 
are familiar to most of us here in the United States because of 
our Federal system, which sometimes results in several states 
claiming to be the 'domicile of a given thxpaye'r. The classical 
problem involved the estate of one of the principal owners of the 
Campbell Soup Company. Estate taxes were paid to the states of 
Pennsylvania and New Jersey because neither state would agree - 

that the other state was the sole domicile and each imposed its 
own tax. The" Supreme Court subsequently agreed with the v 

imposition of tax by both states. We also had the famous «Hetty 
Green situationginvolving a dispute between Florida and Texas, 
where it was not possible to determine which of ‘the two states 
was the domicile. ‘The Model treaty and the! Dutch, French and 
U.K. treaties differ from our domestic decisional law in that they 
attempt to solve the problem by finding a single domicile. In my 
discussion of the way in which tr'eaties deal with the question of 
domicile, I will approach the,prob1em by focusing on the Model 

'Tféity provisions' 'and the departures therefrom Which appear in 
the Dutch, French and U.K. treaties. ' 

Fictitious domicile
. 

The Netherlands and the United Kingdom have a peculiar concept — a fictitious domicile which continues for a fixed period after a 
citizen leaves. The period of fictitious domicile is ten years after 
a Netherlands citizen leaves. the Netherlands, while the U.K. 
treaty. and the U.K. capital wealth tax use three years, so that, for 
three years after an Englishman leaves England, he.is deemed to 
be a domiciliary of the United Kingdom. Our treaties with the 
Netherlands and, the United Kingdom take this concept into 
account. ' 

Interéstingly, the Model treaty preserves the right of the United 
States to treat as a US. citizen for a period of tenfyea'rs follow- 
ing the 1055 of citizenship a former citizen of the United States 
whose loss of citizenship had as one of its principal purposes the 
avoidance of tax (including the income tax). None of the treaties 
in force has adopted this provision of the Model treaty. Of 
course, if the Internal Revenue .Service’s position in Revenue 
Ruling 79-152 is valid, then this provision of the Model treaty is 
superfluous, since the Service will enforce the rule set forth in 
this provision of the Model treaty even if it is 'not incorporated 
in any ‘treaty, or agreed to by any other jurisdiction. As you may 
recall, Revenue Ruling 79-152 rules that a former citizen is still 
a citizen and is therefore not entitled to the benefits of any tax 
treaty. The true question .posed by Revenue Ruling 79-152 is 
whether someone who is not formally a citizen, but is accorded 
citizenship status within the meaning of the expatriate rules, is 
a citizen for purposes of those treaties. Like my partner Sidney 
RobertS, who wrote an article in the October 1979 Journal of 
Taxation, I think that the position expressed by the Internal 
Revenue Service in this Revenue Ruling is far from accurate, and 
it creates some continuing problems. ‘ 
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The Model treaty and the treaties with France and the United 
Kingdom cover the US. estate tax, gift tax and the generation 
skipping tax. , 

‘ 

Gift taxes, ‘ 

potential problems~ 

The Dutch treaty, which Was adopted prior to our enactment’of 
the generation skipping tax, only applies to estate taxes. There 
are very few gift tax treaties, only the two that I mentioned (with 
Japan and Australia). There has never been much interest in gift 
tax treaties. A very interesting article about the problem of 
double and triple or even quadruple gift tax problems, written by 
one of our panelists, John Avery Jones, appeared in The British 
Tax Review in 1977'with the intriguing title of “Timeo Danaos”. 

' There are at least_‘two principal tybes of potential fax problems 
in the gift tax area not effectively dealt with by our present 
t'reaty. The first and the eésier type to recognize is the imposition 
of several gift takes on the same transfer. Gift taxeg may be im- 
posed either because a person, concerned, such as the donor or 
the doneé, is within the jurisdiction of the taxing state as the 
result of domicile, residence, or nationality, or because the situs 
of the propérty which is the subject of the gift is within the 
jurisdiction of the taxing state. This problem is intensified when 
different interpretations are applied by the interested jurisdic- ' 

tions to any of the key terms, domicile, residence, nationality or 
situs. A simple illustration ‘will call. to mind the problems of 
multiple tax I have noted. Suppose a gift of property that is 

1055:;t the United Kingdom, which .taxes_on the base of situs, 
byra donb‘r Who iS‘a citiien a(if‘fiié‘UKitéd‘St'ate's, which taxes on 
the basis bf 'citizen‘Ship. Supposefurther that the donor resides in 
{he Netherlands, which taxes on the basis of residence, and that 
the donee is an individual r'esiding in Germany, which taxes on 
the basis of the donee’s residence. Four gift taxes, the taxes of 
the United Kingdom, United ‘States, Netherlands and Germany, 
may be imposed on our hypothetical gift. A bflatéral treaty 
would not resolve all of the problems presented by our illustra- 
tion. However, meaningful treaty negotiations must try to con- 
sider the problem presented by our illustration because it does 
arise with people having pioperty located all over the world. 
The second principal problem of multiple taxation of gifts, which 
‘I believe is not covered by our tréaty, is the ability to obtain a 
credit for a gift tax in one country against an estate tax in an- 
otherhcountry. The Model treaty would require a credit for a 
prior gift tax in those situations where the United States would 
grant such a credit under its domestic‘ law. To illustrate the 
problem, suppose a US. donor places his U.K. r_eal estate in a 
trust, in a manner that would be a completed gift for US. pur-- 
pdses, but nbt for U.K. purposes. Later, when the taxpayer dies, 
the situs of the property is in the United Kingdom. The United 
Kingdom would impose a death tax based on situs. The question 
presented is whether in computing the U.K. tax a credit will be 
provided for the prior gift tax paid in the United States? This is 
certainly an area that merits attention, and it will probably gain 
importance in the future. 

Death and gift taxes 
levied by state or local 

governments 

Another problem not dealt with by our treaties is that presented 
by the death and gift taxes imposed by state or local govern- 

’ 
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ments. This type of problem is_dealt with within our domestic 
regime of taxation. In computing the Federal estate tax, one 
derives the benefit of a credit for local estate taxes-paid which 
reduces the amount of the Federal estate tax. Unlike the Model 
treaty, no similar adjustment is made for the local gift and estate 
taxes of foreign jurisdictions in our treaties with the Nether- 
lands, the United'Kingdom and France. Thus, only if there is no 
local tax imposed in the foreign jurisdiction will the non-resident 
alien under the treaty receive a full credit in his home country for 
foreign tax as required by th'e treaty. This omission is quite 
serious. The Federal tax rates on foreign estates are much lower 
than the rates imposed on the estates of U.S..residents or citizens 
(ranging from six to 30 percent), but the credit for local estate 
taxes in the United States is based upon statutory rates which 
were based upon estate tax rates for estates of US. citizens or 
residents, which may be as- high as 70 percent. Therefore, the 
marginal Federal estate tax credit for local taxes may be as great 
as 16 percent, so that the effect of the estate tax rates would-be 
to reduce the marginal rate of a foreign estate from 30 to 14 per- 
cent. Yet, the 16 percent credit is not a windfall, since it will not 
be available absent the imposition bf local taxes of at least that 
amount. It thus seems inappropriate that foréign jurisdictions 
are not required to provide a credit for our local taxes — at least 
to the extent they offset the Federal tax fo_r which a credit is 
available. It would appear that this is a serious deficiency of the 
present system. Foreign jurisdictions may have not reglized the 
nature of this problem, or, perhaps, in our negotiations we were 
at fault in_not seeking to assist foreigners investing in the United 
States by assuring they would not 'overpay death taxes. 

Multiple domicile 

As I have indicated, the most sigriificant feature of the Model 
treaty, the Dutch, French and U.K. treaties is the adoption of 
the rule designed to benefitbusinessmen living abroad under 
which a citizen of one country who is domiciled in that country 
can live in the foreign country of his employment without 
becoming subject to the estate 91' inheritance tax of the country 
of employment. The treaties seek to avoid the problem of mul- 
tiple domicile by applying the rule that one need be domiciled 
,in a foreign country for a certain period at time before becoming 
subject to its jurisdiction. » 

The problemsAof multiple domicile are caused by a differenge in 
historical approach. The US. estate tax is based on domicile, 
which means physical presence coupled with an intent to per- 
manently reside. In determining the existence of domicile, most 
European countries do not take intent into account. This poses 
a problem, since one to was originally a U.S;‘démiciliary can 
be physically present abroad for a long period of time, yet make 
it clear that he always intended to return to the United States. 
This intent will preserve his US. domicile, but it will not prevent 
the foreign jurisdictionfrom finding that it had become 'the place 
of domicile,,as well. The United States’ focus on intent 'in the 
determination ofdomicile will not only maintain the existence of 
US. domicilé for bne absent from tl'iése shores, but cah also 
result in acquiring a U.S. domicile with surprising rapidity. For 
example, an Iranian refugee coming to the United States who 
says, “I never intend-to go back to the Ayatollah. I have moved . 

to the United States and intend to stay here indefinitely”, will 
becom'é a domiciliary (if the United States immediately. The 
Model treaty provides that the taxpayer must be domiciled in 
the foreign country, if the taxpayer is a citizen of the United 
States, for at least seven out of the last ten years before the 
foreign country will obtain primary “jurisdiction based upon 
domicile. If a US. citizen lives in a foreign country for less than 
seven of the last ten years, then he will be deemed domiciled in 
the United States for treaty purposes. 

I 
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Dutch treaty: seven 
out of ten year rule 

The French and Dutch treaties raise an interesting double domi- 
cile problem. The Dutch treaty provides that the seven out of ten 
year rule will apply unless a clear intention to the contrary has 
been shown (i.e. a person who is a citizen of only one of the con- 
tracting states, but would under the applicable criteria be deemed 
domiciled in both, shall, absent the demonstration of a contrary 
intention, be deemed domiciled in the country of citizenship 
alone, if at the time of death he was domiciled in the other con- 
tracting state for less than seven.y‘ears‘of the ten year period 
ending with death). The problem presented is that of determining 
what constitutes the requisite clear intention to the contrary. For 
(example, if a Dutch citizen moves his family to the United States, . 

retains'a permanent home in Holland and, at the same time, buys 
a permanent home in the United States and dies ten years later, 
he would probably, for treaty purposes, be considered to retain 
his domicile in Holland fortat least seven years of the ten year 

3 period. But suppose our hypothetical Dutch citizen also applies 
for and receives a green card, and, when applying for the green 
card, says: “I want a green card so I can move 'easily and travel 
to and from the United States.” Has that green card now resulted 
in our hypothetical Dutch citizen being deemed, for treaty 
purposes, to possess a clear intention to remain in the United 
States, with the result that he will not be deemed to be domiciled 
solely in the United States for purposes of the treaty? 

French treaty: five out 
of seven year rule 

The French treaty presents 'the same problem, although the 
details are somewhat different in that the French treaty uses as a 
general rule the five out of seven year rule instead of the seven 
out of ten year rule of the Dutch treaty (i.e. if a person is a 
citizen of only one of ‘the two contracting states and would, 
under the applicable criteria, be deemed domiciled in both coun- 
tries, he shall be deemed domiciled in the country of citizenship 
alone provided that helwas domciled in the other country for less 
than five of the seven years before his death or the making of a 
gift and clearly intended to retain the country of citizenship as 
his 'country of. domicile). It should be noted that this rule is, 

unlike the rule in the Dutch treaty, applicable to gifts, as well as 
to testamentary transfers, and, unlike the Dutch treaty, does not 
presume the existence of an intent to retain domicile in the coun- 
try of citizenship. The French treaty also provides alternative 
situatibns in .which the country' of citizenship will be deemed the 
domicile, even absent the requisite intent needed for the applica- 
tion. of the basic 'five out of seven year rule. One of these alter- 
natives is a five put of seilen year rule and the,other a seven out of 
ten year rule. Both alternatives to the general rule depend upon 
the taxpayer having lived in the country which is not the coun- 
try of citizenship because of the nature of the employment of 
the taxpayer or the taxpayer’s spouse. 

U.K. treaty: seven out 
of ten year rule 

Our treaty with the United Kingdom, like the Dutch treaty, 
adopts a basic seven out~ of ten year rule, but uses as the text of 
residence for this purpose, not residence in the general sense 
meaning domicile, but, rather, in the manner used for income tax 
purposes. Residence for income tax purposes differs from-the 
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definition of residence for estate tax purposes. In the latter case 
it is equivalent to domicile. 

Hierarchy adopted 
by Model treaty 

If the above rules do not determine domicile, the Model treaty, 
following the OECD Draft, adopts the following hierarchy. The 
individual would be considered domiciled first in the country in 
which he maintains a permanent home; second, in the country 
in which his fiersonal and economic relationships are closest to 
the center of vital interest; third, in the éountry in which'he has - 

a habitual abode;_and fourth, in the country of citizenship. (A 
similar hierarchy is also set forth in the French, U.K. and Dutch 
treaties.) ’ 

If none of the rules afforded by the treaties will determine 
domicile in a given situation, then both contfacting parties must 
resolve the question through a mutual agreement procedure. It 
is not clear what happens if they do not agree. Unlike the provi- 
sions thét deal with mutual agreement_where the parties shall 
consult, this provision of the Dutch, U.K., French and Model 
treaties simply provides that they shall agree on one domicile: 

Habitual abode 

The problem with the terms used as the bases for determining' 
.—domicile, and that John Avery Jones will be discussing in his 
, presentation, is that it is hard to define them with precision, e.g. 
“habitual abode”. Does that differ from a permanent home? Both 
terms appear in the OECD and the Model treaty and'appear to 
have different meanings. I, for one, am not sure that I under- 
‘stand the difference. Does either term mean a principal residence? 
Can one, as is the case under the United States’ general domestic 
rules, have more than one habitual ade? The Treasury’s tech- 
nical explanation of the Netherlands treaty states that all of these 
concepts are highly uncertain in their application and require 
factual determinations in any particular case, and that these 
determinations may be extremely difficult to make. More than 
that, the terms are hot terms of art as yet in the United States. 
Thus, to determine the manner in which these terms will be 
applied in specific situations may be more in the province of your 
European counterpart than that of your US. consultant. 

Permanent home 
preceding death 

As noted, the French, English and Dutch treaties basically follow 
the hierarchy noted above, although there are variations. The 
Dutch treaty follows the Model but requires a permanent home 
for a period of five years immediately preceding death and does 
not contain the test of habitual abode. An interesting question 
of interpretation is posed by the way in which this five year rule 
is expressed. As noted, this five year rule, which is the first test 
for determining domicile, requires a permanent home for five 
years or more immediately preceding death. If the individual in 
question has moved shortly before his death after residing in one 
country for five years or more, he would appear not to have 
satisfied this test with respect to either country, since he has not 
maintained a permanent home in either country for five years 
or more immediately preceding his death. Yet, the next text to be 
applied if the five year rule fails to resolve the issue of domicile, 
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based on a determination of the State with which his personal 
relations were closest, is based on the individual not having a 
permanent home for five years or more in either country without 
specifying when this five year or more period need occur. 
Although it would appear logical that it need occur immediately 
prior to death, one cannot be certain, so that if the decedent had 
a permanent home in the Netherlands for five years, moved to the 
United States for one year, and then died, it is unclear whether 
the personal relations test would govern with respect to deter- 
mining domicile or whether you then have to go to the next test 
for determining domicile, which is the state‘ of citizenship. 
Since the United States is the only country that taxes on the basis 
of citizenship, the citizen of one of the treaty countries who is 
not domiciled in his country of citizenship is not specifically 
covered by the treaties except for residual tax in the United' 
States. 

Once the determination of domicile has been made, the juris- 
diction of domicile is accorded primary tax rights by the treaties. 
That jurisdiction can levy tax on all manner of assets. However, 
the tax to be levied by the jurisdiction of domicile is then modi- 
fied by situs rules, pursuant to which the country of situs.is 
'accorded primary jurisdiction over assets with a situs in that 
country. Although the country of domicile, as noted, may levy 
a tax on all assets including those with a foreign situs, it is then 
required to accord a credit for the tax imposed by the jurisdiction 
of situs. The situs rules govern the following types of property: 
real property, business property of a permanent establishment, 
assets pertaining to a fixed base used for the performance of in— 
dependent personal services, ships, aircraft and interests in part- v 

nerships, owning property to which the situs rules apply. 

— .- -- ~ Real property . - 
, . - _ 

Under the Model treaty, “real property” is taxable by the con- 
- tracting state in which it is situated. The treaties generally refer 
to “immovable property” which is defined as real property. In 
defining real property, the Model and most of our treaties con- 
sider mortgages as debt obligations rather than real property. The 
Model also excludes ships, boats, and aircraft from the definition 
of immovable property. The answer is less clear for a lease. Under 
the earlier French treaty, a lease for less than 18 years was ex- 
cluded from the definition of immovable property implying that 
leases longer than 18 years are immovable property. The present 
treaties make no specific provision for leasehold interests, but 
provide that the determination of whether a given asset is immov- 
able property is to be determined by the laws of the State in 
Which that property is situated. 
Real property owned by one who lost his US. citizenship shortly 
before his death poses an interesting problem. Let us suppose 
that a US. expatriate moves to France and retains the ownership 
of real estate in the United States. Under the French treaty and 
'other recent treaties (though, as noted, the Model treaty has a 
different rule), it would appear that the United States has lost its 
taxing jurisdiction even if expatr‘iation is deemed to have been 
tax motivated, except that the property is deemed situated in the 
United States and subject to the situs rules. Thus, under the 
treaty,- the United States is accorded the right to impose a tax, 
with France to grant a credit. That is clear. But the treaty makes 
no provision relating to the rate of tax the United States may im- 
pose. If it was clear that our hypothetical individuz'il was neither 
a citizen nor an expatriate of the United States, the real estate 
would be subject to a tax rate ranging.from six to 30 percent. 
However, under Section 2107 of the Code, the United States will 
tax the real property of a recent expatriate (whose expatriation 
was motivated by considerations of tax avoidance) at the much I 

higher estate tax rate for US. citizens or residents that ranges up 
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to 70 percent. Now, pursuant to the treaty provision, is France 
required to go along with this? Are they to grant a credit for such 
an absurdly large tax? I don’t know. 

Business assets
_ 

The second type of property over which the situs coufitry has 
primary tax jurisdiction is business assets of an individual’s per- 
manent establishment which are located in the situs country and 
assets relating to a fixed base of an individual, who are used for 
performance of professional services or other similar independent 
activities. All of the treaties, i.e. Dutch, French, and U.K., have 
adopted generally the OECD Draft with respect to a permanent 
establishment. -

‘ 

There are, however, slight variations: e.g. none of the treaties 
follows the OECD Draft for a “place of management” within 
the’ category of busineSs property ,of a permanent establishment, 
although the French treaty dOes refer to “a seat of management”, 
which may be the same. I am not sure whether this concept can 
be applied meaningfully for individuals or partnerships. Also, 
the-Model treaty requires the presence of a'building site or con; < 

struction or installation project for more thah 24 months if the 
same is to be considered business property of a permanent estab- 
lishment. None of our treaty partners has agreed to that. They all 
have reduced that period to 12 months, which is similar to the 
period used in the income tax area. In addition, the Model treaty, 
unlike any of the treaties, treats a drilling rig or‘ship being used 
forthe exploration of natural resources in the same way as a 
building site and thus as business property of a permanent estab- 

v lishmerit. None of the Model or the U.K., French, or Dutch 
treaties specifically excludes from the definition of a permanent 
establishment the maintenance of a fixed base used for invest- 
ment purposes (although, perhaps, investment activities would 
not be deemed a business and so are, in fact, excluded). It would 
be inapprdpriate to apply the permanent establishment concept 
to a base used for investment for estate tax purposes. Under'the 
permanent' establishment, or fixed' base, ‘provi'sion, business 
property may be taxed by the contracting state which-is not the 
place of' domicile, if 'it forms a part of the business property of 
the permanent establishment situated for treaty purposes in that 
state. This pfovision not only applies to property situated in the 
state where the permanent establishment is located, but also 
appears to apply to property located outside of that contracting 
state, and in fact, located Within the othertcontracting partner, 
except With respect to real estate with respect to which the 
country of situs has the right to retéin its jurisdic'tion (and ships 
and aircraf’fiwhich aré to be taxed eiclusively by'the country 
of domicile pursuant to the Model, Dutch and French treaties, 
though not the U.K. treaty). 
The permanent establishment concept poses interesting problems, 
e.g. if- the deCedent had a-‘permanent establishment in France, 
which was the non-domiciliary State, and there was connected to 
that establishment tangible property in the United States, that 
property would be atfributable to the permanent establishment 
in France, and,‘thérefore,'fully subject to tax by the French 
government (with a credit against the U.S. tax in the amount of 
the French tax). The problem is that it is conceivable that an 
individual or partnership-may have more than' ohe permanent 
establishment just as an_individua1, as we have seen, may have, 
more than one domicile; If so, how does ohe decide to which 
permanent establishment the related. property is to be attri- 
buted? For example, suppose there are two permanent establish- 
ments in different countries 'and one permanent_establishment 
transfers property to the other and the individual dies when the 
property in question is neither in France nor the United' States. 
To which permanent establishment will that property be attri- 

' 

buted‘? In other contexts, we use a destination rule to determine 
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the situs of property, but When dealing with a transfer within 
the same entity, the logic of the destination rule may not be 
applicable, and it is not clear which rule should govern. 

Tangible personal property 

The_ Model treaty does not specifically cover tangible movable 
(personal) property, ’though the French treaty includes thafi class ' 

(excluding currency, personal use property, planes and ships 
from that; category) and renders it subject to taxation by the 
contracting sta_te in which the property is sited, if the property 

‘ 

. in question is not taxable by the other contracting state'because 
it is connected to A permanent establishment Within that other 
state. It is not clear what ’this provision adds to the French' 
treaty, since the United States taxes the property of a U.S. citizen 
or resident on a world-wide basis so it would always tax the 
tangible property of a U.S. citizen or resident regardless of whefe 
that property was located. The provision, thus, must have been 
directed toward permitting the United States to tax the tangible 
property of a French domiciliary situated in the Unitéd States. 
It is odd the French agreed with this provision, assuming my 
analysis of its effect, but that is about the only analysis I canfind 
that accords with the w/ords in the treaty. ‘ 

As Innoted .above,- the treaty excepts from the usual movable 
property rule personal use property. It is by no means clear what 
personal'use property means. For example, we recently had a case 
involving a foreigner residing in France who kept more than a 
million dollars worth of jewelry in a vault in the United States. 

. The jewelry was kept here to avoid the risk of moving the jewelry 
back and forth. On her infrequent visits to the United States, the 
foreigner took some.of the jewelry. from the'véult and wore it. 
When she returned to France, the property was returned to the 
vault. In France she'had other jeWelry of comparable value to the 
jewelry 'kept in the United States (obviously, this was a wealthy 
individual). Is the jewelry our foreigner-retained in the United 
States subject to U.S. tax. because it is tangible, movable proper- 
ty, or is it that 'type of property that is exempt from U.S. tax as 
property used for normal personal use. of ourAforeigner. Under 
our domestic law, jewelry accompanying a person vacationing 
abroad _or in transit is depmed personal property, with a situs 
where the individual owner has his domicile. Under our domestic 
rules, tangible property in the situation just presented, which 
does ’not accompany the individual and is stored permanently 
away from the placg of. domicile, would be treated like real 
'property and accorded a situs at the place where it is permanently 
stored, so that, if our domestic rule were applicable, it would be 
subject to U.S. tax. 

Vlnterest in a partnership 

The fourth group of property that is accorded a situs under the 
Model treaty is an interest in a partn'ership. Under our Internal 
Revenué Code and the regulations, the situs of an interest in a 
partnership is not covered. The taxation. by the United States of 
a foreigner’s interest in a U.S. partnership would appear to 
dep‘endron whether the partnership is .treated as a juridical entity, 
and, if it is, whether the-entity survives death. If the entity is not 
respected as a juridical entity following death, then under thé 
Code it_ would seem' to me that 'one should separately analyse 
each component of the partnership as one would the property of 
a sole propriétorship, locating each component where it is sited. 
This is the rule adopted by the Model treaty. It treats a partner- 
ship as an aggregate rather than as an entity. I am not sure 
whether this would be the rule under the Code. Under the Uni- 
form Partnership Act and the Limited Partnership Act, however, 

© 1980 International Bureau of Fiscal Documentation— BULLETIN



: . 

a partnership is an entity so that any interesf in it is deemed to 
be intangible personal property with a situs where _the individual 
owner of that interest is domiciled. 
The question is presented as to whether, apart from the Model 
treaty, the United States could impose a transfer tax on an 
interest in a partnership in the United States held by a foreigner. 
If it cannot, then certainly the Model treaty provision should not' 
beable to be more onerous than our local law. Unfortunately, 
there is no conclusive answer as to how the United States views a 
partnership interest for purposes of tranéfer taxation.'It is clear 
that a general partnership terminates upon the death of a general 
partner, suggesting the absence of an entity, for estate tax_ 
purposes. However, even this is of little aid, since most foreigners 
who invest in the United States do so as limited partners, and 
when' they die, the partnership does not tefminate. In conclusion, 
no conclusive angwelfi can be furnished as to how, given the 
absence of treaty provisions dealing with the problem, under US. 
estate tax law, the interest of a foreigner ih a US. partnership will 
be treated. No decided cases or other authority appear td exist 
other than the government’s asserted position. 

Other property 

If the property involved'is not real property, business property'pf 
a permanent establishment, ".ships or aircraft (and ‘under the 
French treaty tangible, movable property not for personal use), 
then the property may be taxed only by the state in which the 
decedent donor or deemed tgansferor was domiciled at his death 
or at’ the timé (if the transfei'. This provision covers such things as 
shares-of stock, debts, as well as all of those intangible personal 
property rights whose status is unclear under the Internal 
Revenue Code. It does not appear clear to me as to where a

_ 

patent is located for purposes of the Internal Revenue Code, of, 
similarly, where the location of a trademark or a copyright is, 
assuming that these are not attributable 'to a business qr a profes- 
sion. (An interest in a trust may raise the-same type of problen‘i, 
as well.) As I indicated earlier, I wrote an article about two years 
ago in which I tried to deal with_those problems, and I was unable 
to arrive at any definitive conclusions. 

Shares of stock 

The United States and the United Kingdom have traditionally in- 
sisted on taxing shares of stock on the basis of situs,_that is, on 
the basis of the place of incorporation of the corporation, the 
shares of which are involved. In the OECD Draft, both had 
reservations concerning Article 8 which would subject shares of

‘ 

stock t6 taxation by the country of domicile alone. In the Model 
treaty the United States has retreated from that position and is 
now willing to treat shares of stock as being taxable solely by the 
c‘ountry of domicile. 

Deductions 

After it is determined what is subject to tax, the next question to 
consider is What deductions are permitted. Under the, Code, the 
gross estate 0f a non-resident alien is limited to the property 
situated in the United States and only ceir'tain deductions are 
permitted in computing the U.S. tax. Those deductions which 
are Permitted must be allocated. Deductions attributable solely 
to Property not situated in the United States are disallowed. Also 
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disallowed' is the portion of deductions not specifically applic- 
able to any US. property. The portion of deductions not specifi- 
cally applicable, corresponding to the ratio of the value of the 
assets included in the US. gross estate to the value of total 
world assets, will be deductible. These proportional deductions 
under the Code include funeral and administration expenses as 
well as general obligations. Certain other types of deductions — 

‘ the marital deduction and the charitable deduction — are com- 
pletely denied to the estate of a non-resident alien under the 
Code, but are granted under the Model treaty. 
The deductions permitted by the Code are funeral expenses, 
other administration expenses, indebtedness, certain death 
taxes and losses. None of the treaties nor the Model discusses 
any of those provisions. Many jurisdictions do not allow ad- 
ministrative expenses in determining estate tax. For example, I 
believe the Netherlands will not. 3 So, unless local law or a non- 
discrimination provisionallows one to secure a deduction for‘a 
funeral or administration expense or a loss during administration, 
one will not be permitted to obtain a deduction in the foreign 
jurisdiction based upon the treaty. With respect to debts, the 
Model permits a deduction for a proportionate part of debts 
corresponding to the proportion of world-wide assets subject to 
a contracting state’s jurisdiction, as well as by debts assuinéd by 
the transferee or deemed transferee, and the French treaty allows 
a deduction for debts allowable in France corresponding to the 
proportion of world-wide assets taxable by French as well as for 
debts if specifically applicable to a permanent establishment or 
fixed base or to ships and aircraft, but only against the-'value of 
these specific assets. 
The Code rule for claiming: deductions may be applicable when 

. the 'relevant‘treaty is silent. It should be noted-that no deductions ' 

are allowed undgljruthg Code unless the executor includes all-A 

world-wide assets in the Federal esfiate tax return. Most clients 
do not wish to include their world-wide assets on form 706NR. 
They, therefore, generally forego all the deductions including 
debts. I a'ssume they will continue to fdrégo their deductions 
finder the treaties because they will not wish to disclose world- 
wide assets. 
Under_ the Code, a charitable deduction is available for all trans- 
fers to the United States or any state or political subdivision 
thereof for public purposes, or to any domestic corporation 
ofganized and operated exclusively for religious, scientific or 
educational purposes (as well as transferS’to certain charitable 
trusts or fraternal orders). It should be noted that, to be deduct- 
ible, the corporations and associations to which the property is 
transferred need be organized in the United States and transfers 
to trusts will only be deductible if used ‘in the United States. It 
should be noted that if property is located here and the non- 
resident alien tries to give. it to a foreign-charity, the amount of 
the transfer is either fully deductible or totally non-deductible 
depending upon whether the organization, if a corporation or 
association, is domestic or, if a trust is involved, whether the 
property is used in the United States. The deduction is not 
prorated as with expenses and liabilities. '

~ 

The’ other limitations upon deductions applicable under the 
Code to estates such as filing of a return are 'also required under 
the treaties. 
The Model tieaty will permit a charitable deduction in one juris- 
diction for transfers to charities of the other jurisdiction if such 
transfer would be exempt from tax if made to a similar institu- 
tion situated in the-state levying the tax, and if the foreign juris- 
diction in which the institution is situated normally permits a 
charitable deduction for a transfer to such institution. Neither 
the Dutch nor the UK. treaty contains a provision for charitable‘ 

‘ deductions. The French treaty has a charitable provision, but. 
restricts the charitable deduction to transfers to institutions 

3. Editor’s note: In the Netherlands 6nly funeral expenses are deduct- 
ible. ‘ 
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which receive a substantial part of their support from contribu- 
tions from the public or governmental funds. Thus a transfer to a 
private foundation situated in either jurisdiction would not 
qualify under the French'treaty with the United States. 
The marital deduction is not covered in the Code provisions for 
non-resident alien estates. Under the Regulations, this deduction 
is specifically denied. The significance of the loss of marital 
deduction in the United States depends upon whether the proper- 
ty subject to' U.S. tax is located in a community property juris- 
diction. If it is, the loss of the. marital deduction is not particular- 
ly important to the taxpayer. If the property is not in a commu- 
nity property jurisdiction, and most states are not, then' the loss 
of the marital‘ deduction could prove significant. In the first 

Model treaty, the United States granted the marital deduction 
notwithstanding that in 1966 it reduced its tax rates for non-rlesi- 
dent aliens because of the .absence of a marital deduction. Thus, 
even though the reason for not according the marital deduction 
was the lower tax rates applicable'to non-resident alien estates, 
we were willing to provide a marital deduction for a non-resident 
alien estate in return for obtaining from the foreign jurisdiction 
under the Model treaty a 50 percent reduction, up to 50 percent 
of the value of the property situated in that country, for property 
passing -to the surviving spouse of a United. States person. The 
Netherlands treaty, which became effective in 1971, after the 
OECD Draft but prior to the first Model treaty, made' no provi- 
sion for a marital deduction to be used in computing the U.S. tax 
for a non-resident alien; although it did require that the Nether- 
lands provide a marital deduction when dealing with the property 
of a U.S. person. Both the U.K. and French treaties which were 
negotiated after the Netherlands treaty provide for a marital 
deduction in computing the U.S. estate tax on the estate of a 
non-resident alien. The provisions of the U.K. and French treéties 
differ with respect to thevmanner in which the marital deduction 
will be used in computing the U.S. estate tax on the estate of a 
non-resident alien. The U.K. treaty. requires that the United 
States accord the marital deduction when dealing with a non- 
resident alien, while applying the lower rates applicable to the 
estates of non—resident aliens. The French treaty affords an 
option. One may in computing the U.S. estate tax for a non- 
resident alien decedent with a surviving spouse either use the 
regular rates for a U.S. domiciliary and a marital deduction, or 
use the rates for a non-resident alieri with no marital deduction. 
The marital deduction provision under the treaties corresponds 
to the pi‘ovision of the Code. If one is not entitled tora marital 
deduction under the Code, if a domiciliary- of the United States, 
one will not secure the deductidn under a treaty. 

Exémptions, credits and rates '

. 

Under the new unified tax regime, the United States imposes a 
unified Federal estate and gift tax which is reduced by a' single 
unifiéd credit. However, unlike the taxes for a U.S. citizen or 
resident, the estate and gift taxes are not uniform for a non- 
resident alien. Non-resident alien estates are subject to lower rates 
than apply to the estates of U.S. citizens or residents, as I have 
already noted. With respect to estate taxgs, the rates for non- . 

resident alien estatés run from six percent on the first $ 100,000 
to 30 percent on anything in. excesg of $ 2,000,000. However, 
the gift tax for non-resident aliens is imposed at the same rate as 
for a U.S. citizen ranging up to 70 percent. The generation 
skipping tax also ranges up to 70 percent, and, as with the gift 
tax, non-resident aliens deemed transferors are subject to the 
same rétes as apply to U.S. deemed transferors, so that non-resi- 
dent aliens are not subject to‘ a lower tax rate (as is thé case with 
the estate tax). None of the treaties appears to provide for the 
reduction by the United States of its rates with fespect to gift and 
generation skipping taxes for non-resident alien donors or deemed 
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transferors. The unified credit under the Code for a non-resident 
alien is $ 3,600 for the estate tax. No credit is granted by the 
Code for the gift tax. The Model treaty does not address itself to 
a credit for gift taxes, but ddes grant the estate tax credit of 
$ 3,600, or an equivalent exemption in computing the tax other- 
wise due. Since we no longer have an exemption, it is unclear to 
me what purpose ‘thatiprovision in the Model treaty serves. What 
is the effect of the change in our rules unifying the estate and gift 
taxes replacing the priér estate and gift tax exemptions with a 
unified credit on treatiés antedating this chahge? Is the estate tax 
credit applicable against the gift tax as‘well on the theory that 
the two taxes are unified? Similarly, whether a similar credit is 
available under the old treaties against the generation skipping 
tax is also unclear. The legislative history would indicate that 
none of the older treaties, when permitting a credit, contem- 
plated that it could be offset against a generation skipping tax (at 
least one arising under those generation skipping provisions which 
are analogous to the imposition of an estate tax upon the deemed 
transferor). 

Relief from double taxation 

The Model treaty and our other treaties provide for two credit 
rules to alleviate double taxation. The first rule is that the United

_ 

States must grant a credit when it is the country of domicile, and 
the property taxed is sited under the treaty in the foreign juris- 
diction equal to the tax imposed by the country of situs. Situs 
property consisting of real property, business property, tangible 
property, ships _and aircraft and so forth is property for which the 
United States must grant a credit. The second rule requires that 
the United States, when taxing on the basis of citizenship when 
domicile is elsewhere, grant a credit for the foreign tax. The 
Model treaty and the treaties with some of our treaty partners 
provide that the United States when taxing the property of a U.S. 
citizen not domiciled in the Uriited States must accord a credit 
for the foreign tax. The. normal provision under the Model treaty 
is that one apportions the credit against U.S. tax for foreign tax 
based upon the assets located in the foreign jurisdiction to world- 
wide assets. This would apply both to the situation when the 
United States taxes on the basis of domicile and when it does so 
on the basis of citizenship alone. The normal rule also is that the 
credit accorded by the United States, either when-taxing on the 
basis of domicile or on the basis of citizenship, is to be limited to 
the pro rata portion of the foreign tax relating to the assets in 
question. The French treaty contains an exception to the usual 
rule, which restricts the credit, so that it may not exceed either 
the amount of foreign tax allocable to the assets ‘subject to 
double taxation 'or the amount of U.S. tax allocable to such 
assets. The French treaty provides, when the United States 
imposes tax upon property of a transferor or decedent who is a 
French domiciliary and a U.S. citizen, for a'credit in the full 

amount Of the French tax imposed with respect to the decedent 
or donor' in question. If this credit exceeds the U.S. tax allocable 

' to the property in question, the excess is to reduce the U.S. tax 
applicable to other property in the estate of the decedent or 
transferred by the donor. 
All of the treaties provide for a period of limitations for the 
purpose of claiming a credit. The Model treaty permits a credit 
within two years of a final determination and payment, provided 
that it occurs within ten years of the date of death, gift or 
deemed transfer. The Dutch, French and U.K. treaties have 
different provisions. The mutual agreement provisions, of course, 
may. override the normal period of limitation. None of the 
treaties provides relief from reporting even when no tax is due. 
The taxpayer cannot make a unilateral determination that his 
situation comes under the treaty. He must file a tax return. 
Information exchange is the normal rule, but there are some 
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variations. The one that intrigues me is in the Dutch treaty. The 
protocol to the Dutch treaty provides that the Dutch will not give 
us information that is held in a bank or in an insurance company, 
which means that their bank and insurance company security 
provisions will govern. 

The only treaty that provides assistance in collection is the 
French treaty. An assistance provision is not found in the Model 
treaty, but the French have decided that they may need United 

. States’ assistance, so they requested the incorporation of that 
provision in the treaty. It is contrary to the usual U.S. posture. 

Tax Havens 

Haven has alsways been a very pleasant word to me. It suggests 
solace, respite, shelter, and tranquillity. I know that a favorite 
definition of a tax haven has been any piece of land not owned 
by the United States which is above sea level, at least at low tide, 
and which has no domestic taxes. Unfortunately, I think that the 
definition, while intended somewhat sarcastically, has come to 
have some real meaning to many of us. As you know, a Subcom- 

. 
mittee on Oversight of the House Ways and Means Committee last 
April held two days of héarings on the subject of “Offshore Tax 
Havens”. 1 The hearings in some ways anticipated a broader 
inquiry into what is called the subterranean economy or the 
invisible economy — that portion of our gross national product 
or wealth which does not show up on any of the traditional baro- 
meters or indices: a barter, cash, faceless; and ownerless econ- 
omy. 
Sandy said in his remarks this morning that we all know that 
people who own Swiss bank accounts never seem to die (at least 
that is the case looking at 706’s which are filed), and that also is 
part of the subterranean or at least vaulted economy which is 

causing increasing concern in Washington. The hearings which 
were held, by the Oversight Committee are instructive, 'and are 
worth securing and reading if you have not done so already. They 
reveal a surprising harmony of views between the private prac- 
titioners who presented their views, and the positions expressed 
by representatives of the Government. Your members Marshall 
I. Langer, Harvey P. Dale and Joseph H. Guttentag presented 
testimony; and the Government was represented by officials 
from the Departments of Justice and Treasury, the Internal 
Revenue Service and the Securities and Exchange Commission. 
The concerns expressed by these witnesses were not substantially 
different from those articulated in 1962 when the Kennedy Ad- 
ministration initiated the first major efforts to control or regulate 
offshore tax havens used to shelter overseas income from US. 
taxation. These efforts reflected the continuing tension between 
our principle that US. citizens and residents are taxable on their 
world-wide income, and the territorial limitations on our ability 
to investigate and collect taxes. For example, we are all familiar 
with the provisions dealing with foreign base company income, 
foreign personal holding companies, and foreign trusts. The 
success of these provisions in controlling the problem is still open 
to question, certainly in my mind, and perhaps in the minds of 
many of you who are more experienced and more sophisticated 
in the techniques of working around Subpart F or working with 
Subpart F (maybe that is a more euphemistic way of putting it) 
than I puport to be. I 

The growing Overlay of treaties and the use of third-country 
treaties as a way of reducing the tax burden on domestic tax~ 
payers, both corporate and individual, is also a matter of increas- 
ing concern. To what extent do the provisions in the Internal 
Revenue Code and the provisions in our system of treaties 
produce results which were never intended or contemplated? 
Here, as in any other area of the law, to the extent that imagina- 
tive or aggressive tax planners can develop new ways of utilizing 
the law and conforming a newly developed kind of transaction to 
the changing patterns of law, new problems develop. 
Another concern is the extra dimension to tax avoidance present 
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in the case of offshore tax havens and other overseas entities. The 
extra dimension which we do not have in, for example, domestic 
tax planning without offshore ramifications is that not only can 
we plan to create a favorable reporting position for a client, we 
can plan to prepare a position for no reporting at all. More and 
more wealth seems to be slipping abroad invisibly in transactions 
which have no significance or purpose in international trade. Per- 

' haps our reporting requirement have not ‘kept pace with the 
legitimate ingenuity of the private bar and the accounting profes- 
sion, but I think that this slippage has grown largely due to the 
creation of questionable devices, techniques, and stratagems for 
not reporting a transaction. 
This lack of reporting has caused a gap between information and 
belief. This credibility gap is nOt held by consumers of Govern- 
ment with respect to their Government, but the other way 
around —- a credibility gap held by Government officials with re- 
spect to the size of the underground economy or the invisible 
part of our offshore transactions. This has been reflected in a 
series of attempts to deal with offshore transactions through the

_ 

'Internal 'Revéfi'u‘e Codé,' most’trecently, I suppose, ih' 19.76- with 
‘7 

the draconian changes in the taxatiOn of foreign trusts created by 
United States persons. But just as that legislation was put into 
place, we found that it did not adequately solve the problem. 
Practitioners who previously had been urging establishment of 
foreign trusts by American citizens are now finding ways to have 
trusts established by non-resident aliens and then utilized by 
Americans. 2 Some practitioners are now avoiding the trust for- 
mat, and are calling entities set up abroad in tax haven jurisdic- 
tions foreign foundations or some other entity which seems im- 
mune from Section 679. At this point many tax officials have 
come to the belief that continued amendment of the Internal 
Revenue laws to try to anticipate and correct a transaction which 
might give rise to no reporting is almost as fruitless as sifting sand.- 
There must be other attitudes or approaches to the problem. 
I think' that there is a responsibility not just on the part of 
governmental officials, but on the part of everyone concerned 
about the shape of our taxation of international transactions, to 
suggest and r'ecommend changes in the law which will accomplish 
what seems to me would be the two principal goals here. First, 
the policing of investments and transactions which are made by 
Americans abroad but which have no significant purpose outside 
the boundaries of this country. Second, the establishment of a 
series of tax laws which will not impose unnecessary or unrealistic 
impediments upon the continued growth of a vigorous participa- 
tion by American investors in international business. 
With respect to the second goal, it is certainly worth noting the 
growing concern which some participants in international trans— 
actions have that the laws already on the books are beginning to 
cause problems or place Americans at unfair competitive disadr 
vantages in dealing with investors or businesses in other coun- 
tries. For example, in the law enforcement area, the problem of 
* Assistant Attorney General, Tax Division.
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1. Hearings before the Subcommittee on Oversight of the House Ways 
and Means Committee on Offshore Tax Havens. April 24 - 25. 1979. 
2. This type of transaction was the subject of Rev. Rul. 80-74. I.R.B. 
1980-11, 13. where the Service ruled that the double trust was a sham and 
taxed it as a grantor trust. 
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bank ‘secrecy has brought the goals of the investigator and cdm- 
merce into conflict. In other countries, as you know, there is a 
growing pressure to increase bank secrecy. This is frequently 
referred to as a need to reassure investors, who may otherwise 
feel their capital should be moved to another country, that they 
will be protected if they keep their bank deposits or other passive 
investments in a country which has traditionally provided 
secrecy. American banks both here and in their branches abroad 
are concerned that if they cannot offer similar confidentiality 
they will tend to lose their ability to pool capital. 
Partly to ameliorate this concern of American banks, Congress in 
1978 enacted the Right to Financial Privacy Act.3 The statute 
has not totally alleviated the banks’ interest in having additional 
protection as to the identity and size of deposits. On the other 
hand, law' enforcement officials repeatedly 'suggested during the 
April 1979 hearings4 that the Treasury step up its activity with 
respect to currency transaction reports required of banks in this 
counltfy. So I think this will be a point of conflict with respect 
to bank transactions; certainly, until We are all using nothing but 
universal credit cards, cash will continue to be amoral and at 
timeé untraceable and the problem will remain With us. 
These 'are some of our problems and concerns. What should be 
the avenue of -.our attack on these problems? Certainly as the 
traditidnally high level of taxpayer compliance and taxpayer 
morale (which is sometimes described as the best in 'the world) 
is threatened by what is perceivéd as a growing tendency to use 
tax havens and to engage intransactions lacking any significant 
purpose other than the ieductiovnyof taxes, there will be pressure 
to make use of both'existing weapons and to create new weapons. 
This country probably takes tax evasion and tax crimes as serious- 
ly as any country in the world. That is no less trué of tax havens. 
It is not surprising that when a part of Our systém seems to be 
particularly under siege, the instinct on the partrof Goverriment 
officials is to roll out heavier and heavier weapons to confront 
the problem. The problem here is the fact that non-resident 
alien entities are not subject to our tax or réporting requirements, 
and one of the. heavier |weapons_which has been‘ suggested from 
time_ to time has been the criminal law dealing with tax evasion. 
It seems to me rather obvious that over-reaction by the Govern- 
ment to a problem is not necessarily useful. This is a good ex- 
ample; In a sense, using the criminal. statutes with respect to tax 
evasion and the filing of false documents as a way of controlling 
what is perceived as the abuse of the laws of tax haven juris- 
dictions-or the utilization of tax haven entities to abuse our own 
domestic income tax is'a little like using cannons to control a 
mosquito problem. It is ineffective and~out of proportion. One 
cannot end tax manipulation or efforts to reduce taxation, to 
below an acceptable minimum, by‘tryihg to terrorize the lawyers 
or other tax planners 'who counsel‘sugh transactions. What is: 

needed is across the board increase in the level of intelligence -I ' 

don’t mean I.Q. — but rather information developed by the Inter- 
nal Revenue Service. ' ' 

' ‘ 

‘ 
- 

’
‘ 

Hovsiever,“having said that,_I think that the criminal laws have 
played and will continue to play an important role ih buttressing 
taxpayer compliance. Offshore trusts} and similar entities used to 
evade federal taxes are frequently undertaken after seeking rath'er' 
probing and sophiSticatéd advice' from a tax professional. The 
reliance on'the advice of tax counsel is a pretty gdbd defense in 
any tax evasion suit. Almost unavoidably the focus of attention is 
then drawn to the tax advisor: is the advice given within the 
bounds of what is acceptable, or at least within the-bounds of 
what is not criminal; or has the advice strayed beyond that 
boundary so that it should be characterized under the criminal 
laws as participating and assisting in the filing of a false docu- 
ment, namely the tax return? 
The application of the criminal laws to tax counselors has been 
tested in recent years in two celebrated cases against tax lawyers 
who counselled series .of transactions involving offshore havens“ 
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The results of those cases have not been conclusive one way or 
the other. All three cases were tried before juries. In one of the 
cases 'a jury acquitted the lawyer; in another case the jury con- 
victed the tax lawyeryand in the third case involving two tax 
lawyers, the jury acquitted one and convicted the other. Juries 
being as inscrutable as their reasons, it is rather hard to know to 
what extent the juries weighed carefully or analyzed the bounda-V 
ries betWeen aggressive tax planning and outright fraud. But cer- 

_

. 

tainly there were badges of fraud alleged by the Government in 
all three cases: for example, the backdating of documents, the 
creation of documents to describe transactions which never 
occurred, and the intentional suppression of information re- 
quired by the returns at the time they were filed. A mere sub- 
stance ‘versus form kind of argument, nothing more, hardly 
seems the basis for a criminal prosecution. Indeed, cases have not 
been brought as far as I know either against lawyers, other coun- 
séIOrs, or .their clients, where some fairly obvious and I think 
generally disapproved badge of fraud was'not present. 
One problem is that the lack of complete reporting, the lack of 
mechanism for filing a return with respect to the offshore entity 
in a tax haven, makes it difficult at times for those counselling 
a client. to utilize the usual defense of attaching a rider to the 
return explaining what happened. I suggest, however, that at 
least with respect to the domestic part of such a transaction it is 
usually possible'to find a return — say a return claiming-a deduc- 
tion with respect to a transaction which is known to be with a 
related pffshore entity — and to attach the rider at that point 
even tho'ugh the offshore entity itself need not file. 
.I also think that the disclosure pr'oblem, to the exteht it exists, 

. can be solved by better attention to the reporting forms required 
with respect to the establishniént of an offshore entity in which 
an American taxpayer has a beneficial interest of a sufficient per- 
centage.‘The impression which I have, and which I think many of 
you may share, is that those forms are not filed regularly; to the 
extent they are filed, as far as many people can tell they are not 
inspected very carefully by the Internal Revenue Service. 
As I say, I think that.the use of tax haven jurisdictions for trans- 
actions v'yhich really have no economic significance either in the 
tax haven or in a third country does not merely constitute a law 
enforcement or definitional problem on the civil side; it con- 
stitutes a problem for everyone whether in the Government or in 
private practice. As long as such problems-continue or increase, 
the likelihood is that we will continue to see Congress periodical- 

' 

1y tightening up the tax law in ways which will penalize not those 
who engage in the transactions which should be the subject of 
corrections, but penalize others who are very conscientious in 
terms of their reporting requirements and in disclosure. 
The targets of our investigation and prosecution have not stopped 
with American taxpayers and their advisers. In fact, a former 
Bahamian banker and a former Caymanian banker are presently 
fugitives from justice on criminal charges which were returned 
against them for participating in schemes with respect to which 
the United States participants have already been tried and con- 
victed. I think that there is therefore a sense that our problem is 
one that involves evidentiary problems which are sometimes 
beyond 'the power of the federal courts to resolve, or beyond 
the power of the Revenue Service to fully grasp. And certainly, 
we have seen cases referred from the Revenue Service for prosecu- 
tion which no doubt were solid and correct in theory but which 
were incapable of prosecution because of the inaccessibility of 
key overseas witnesses. We continue to have a group of specialists 
within the Criminal Section of the Tax Division working on off- 
shore tax crimes, or tax crimes which have offshore aspects. Some 
of the conclusions which were drawn‘ about the future success of 
those Icases are rather fully set out in the hearing of last April to 
which I have directed your attention. I might just say, however, 

3. P.L. 95-630. 92 Stat. 3541. 
4.‘ See note 1, supra. 
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that there are a couple of rather common aspects of those cases. 
First, in most of them at least 90 percent of the necessary evi- 
dence is available within the United States. Second, the fact that 
a tax .crime has been committed is so much more difficult to un- 
cover where a missing party to the transaction is not seen in 
returns filed in this country, that in many of the cases ultimately 
referred to us for prosecution civil audits have already been 
completed without any uncovering of the crime. That means that 
very frequently the triggering event which prompts consideration 
of criminal prosecution is the development of information out- 
side the usual civil audit technique - informers, competitors, or 
an investigation starting outside the tax area. ' 

We shall continue to develop leads and techniques of this type,’ 
not just because of the Congressional prompting at the hearing 
last April, but because of a growing concern generally about the 
invisible part of our economy. Both the Department of Justice 
and the Internal Revenue Service' will be devoting redoubled 

to ferret out all the kinds of abuses, to make some estimate for 
us'of the extent of the problem, and to recommend ’to the 

‘ Government methods of dealing with the problem. Jerry Kurtz 

efforts to uncovering and prosecuting criminal abuses of present V 

tax 1_aws dealing with international transactions. Perhaps one of 
the clearest pieces of evidence of this new concern has been the 
establishment of a Special Commission headed by Dick Gordon 

and I are very happy to have had Dick agree to h'ead up this 
Special Commission, particularly since he comes from outside of 
the Government. 'We hope that he can investigate information 
available in the Departments of Treasury and Justice and in the 
Internal Revenue Service, and then give us a fresh evaluation of 
our old methods of dealing with these problems. I believe your 
organization shares a common interest with us in pursuing this 
study, so as ti) ensure the appropriate use of tax haven juris- 
dictions. I hope you can work with us and with the Congress to 
develop more effective ways than we have today of policing these 
‘problems. 

_It has been a pleasure to describe to you our concerns and prob- 
lems, and to lay out broad avenues of attack. I hope that the next 
time someone from the Department of Justice is invited to speak, 
he will be able to‘tell you the effective results of Dick’s study and 
to assuré you that we-are on the way not simply to realizing what 
the problems are, but also to solving them. 

' 

Impact of Tax Havens on the U.S.-Tax System 

At the direction of Commissioner Kurtz and Assistant Attorney 
7 
General Ferguson, we have put together a study group to examine 
the impaét of tax havens on the U.S. tax system. Congress likes us 
to study things arid so we called it a study group. It is made up 
of employees of the Internal Revenue Service. Also, certain em- 
ployees of the Tax Division are working with us, and we are 
getting significant cooperation from David Rosenbloom’s office. 
The best thing I can do this afternoon is to spend five or tén 
minutes telling you what it is that we will be doing. 
Conclusions are premature. I concur in Carr’s wish that the next 
time somebody from the government comes here to speak, they 
will tell you about all of our conclusions and how successful we 
have been in acting on them. 
When I took this job,I was somewhat skeptical as to the extent of 
the problem. A lot of strange schemes had been described to me, 
and there were rumors about large amounts of money flowing to 
tax havens. My skepticism evaporated when I started receiving 
brochures from practitioners in the field. Initially these came 
from California. Very strange things always go on in California 
anyway,.so I disregarded them; but then they started moving east. 
I thought maybe one example would be very useful. ~ 

This .is one example of many of these kinds of things we have 
'seen which rely on the foreign trust which we thought we had 
dealt with in 1976. The promotion guarantees that your life can 
be 100 percent free of capital gains tax, 85 percent free‘ of tax on 
ordinary income (and before you think that the 15 percent tax is‘ 
grounds for malpractice, they say that this tax can usually be 
sheltered), 100 percent free of probate tax and red tape, 100 per- 
cent free of gift tax, and 100 percent free of inheritance tax. You 
can also avoid state sales tax on big ticket items, and avoid cross- 
liability which is where assets are protected from personal legal 
liability. The trusts are ready to use, they are legal, they are 
guaranteed by the U.S. Constitution, at least so the publicity 
brochures say. The fee for this, well, $ 15,000 was quoted in one 
or two brochures I have seen, and the brochures claim it is 
deductible. You might wonder how you get your money out so 
that you can continue to live. They allow appointments of 
privileged recipients who may request tax-free favors; it just goes 
on and on. 
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Purposeof ih'é' study group 

I would like to tell you‘ what we are going to try to do. As Carr 
pointed out, the government is 'having a lot of problems and in 
some areas some think that we are totally incapabIe of dealing 
with this epidemic. I am not sure that that is exactly true, butI 
think we are having trouble, there is no secret to that and a study 
of this area is long overdue. I think that we have recognized that 
the project is a very difficult one. Even defining the term “tax 
haven” is very difficult. At the Gibbons hearings the focus was 
generally on the Bahamas, and the Netherland Antilles and the 
Cayman Islands, but now we find that Austria adopted bank 
secrecy just a' year ago. This is a serious development because we 
havé an income tax treaty with Austria and I think it is important 
to find out whether Austria and other countries are still comply- 
ing with what we feel are their responsibilities under the exchange 
of information provisions. 
Also, any look at havens c‘an‘ be a vqry'broad project because it 
obviously gets into the whole area of taxation of international 
transactions. Wé are going to txjy to narrow the focus somewhat 
so that we cah get a repért out withih a reasonable time. Wé hope 
to have something by the end of the year. I think that we have 
people' at the top in the tax administration who are very commit- 
ted to this and that the time is ripe to attempt to do something 
and we would like to get it done while those people are still con- 
.cerned about this issue. In the course of his testimony before the 
Gibbons Committee, David Rosenbloom described what it is that 
we are going to do. He said that the first step we would'have to 
take, before we decide what to do about tax havens, is to bring 
ourselves up to the point where we all understand what is happen- 
ing. That is our first goal. We. plan to find out how offshore 
havens are being used and the ways in which persons who are sub- 
ject to U.S. tax are using havens to avoid paying tax. We are 
interested in both the evasion and in the avoidance of US; tax. 
I think this understanding of what is happening also involves 

* Special Assistant Counsel (IRS). 
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understanding what is happening within the Government,~ and we 
intend to find out what is happening by undertaking a thorough 
evaluation of how the tax administrator has reacted to haven 
problems. We are going to- analyze the efforts of the IRS to deal 
with havens and we are going to examine everything from IRS 
published positions to the allocation of IRS resources to the 
investigative techniques that are used in tax haven related, trans- 
actions by our agents. We are going to analyze the effectiveness 
of IRS personnel in dealing with tax haven issues. We are also 
going to look at IRS coordination with other agencies and 
particularly of course with the Tax Division of the Department 
of Justice. Obviously Treasury and Justice are two departments 
that should be able to work very closely together but they have 
had problems doing so in the past, at least in some cases, and I 

think that is a serious concern. 
We are also going to try to take a look at the substantive 
responsibilities of U.S-. taxpayers and attempt_to determine 
whether and to what extent U.S. taxpayers are complying with 
those responsibilities and whether or not there are changes in ' 

the law which are necessary to enforce those responsibilities. 
In this regard we also intend, as Carr indicated, to analyze the 
reporting responsibilities of US. taxpayers and try to determine 
whether the reporting can be improved. First, to see whether we 
can get additional information which can be useful to us. Second, 
to make it clear to taxpayers what there responsibilities are. I 

think that all of us have had substantial experiefice in this area 
and we feel that at least we in geheral know when a form should 
be filed. You have people in small towns who rely on accountants 
and lawyers who have no experience in this area, who frankly do 
not know what they are supposed to be filing and there are a lot 
of forms out there and one hope is that possibly we can combine 
some of these forms and cut down on the number of forms that 
people need to file. 

Evaluation Of tax treaties 

When looking at this area we have to look at the treaties and 
determine what .their impact is on the ability of US. taxpayer's to 
take advantage of.havens. I think that if we find the treaties are 
'a major contribution to avoidance, it may be necessary to reevalu- 
ate the program, reevaluate the model treaty. Such a reevaluation 
is beyond the scope of the present study but certainly an inquiry 
into the impact of treaties on this problem is not. 'In looking at 
treaties we are going to focus on the mutual assistance pyrovision. 
We will try to find out whether they are working; there is, frank- 
ly, some feeling that they do not work well in all cases. You speak 
to some people in the Internal Revenue Service who have had 
experience with gathering information and they find out that the 
quality of information and the ability to get infofmation does not 
differ from between treaty partners and non-treaty partners, 
'which means that either some of our non-treaty countries a're 

very cooperative or else we are not getting what we should from 
the treaty partners. ' 

As Carr mentioned, we hope that a good part of this project can 
be undertaken through discussions with people here, people who 
are familiar with this area. I have already begun some of these dis- 
cussions and so far the response has been excellent and I hope 
that the spirit of cooperation will continue. We would like the 
problems that are brought forward to be real problems and I 

think that people with experience who work in the area every 
day, who have the breadth that the people in this room do, can 
help us in that regard. We are also going to be talking to foreign 
tax administrators and try to find out what their problems are 
and what they have done in the area and try to determine 
whether there.are multilateral approaches that can be taken. In 
the course of some of those preliminary discussions, we found 
that other countries are very concerned and a few of them have 
been even more aggressive on the administrative side than we 
have. 

Finally, we plan to analyze many of the recommendations which 
have been made, a lot hat were made during the Gibbons Com- 
mittee hearings, and others which have been made to us. We will 
also come up with some of our own. I would hope to be able to 
once again call on many of you for your reactions to some of 
these recommendations and I hope that these are changes which 
would enable the Internal Revenue Service and the Department 
of Justice to better deal with this area. 

Non-legislative recommendations 
preferred 

I would hope that most of the recommendations would be non- 
legislativeh Having had some experience in working with income 
tax legislation I realize that any time you go up to the hill and 
make proposals you lose control and things sometimes end up 
a lot more complex that you intended. Complexity, I think, is 
part of what leads to the kind of scheme I mentioned to you 
earlier. It is at times difficult to penalize users of such schemes 
because all tdo often the courts have not been willing to find the 
necessary willfulness to evade tax because things are so complex. 
We are also going to undertake a project which I think is the most 
difficult, which is to attempt to determine the extent of haven 
use. I think that in part our recommendations have to depend on 
how large the problem is. 
Finally, I also think that we have to focus on the responsibility of 
the practitioner in this area. In the short time I have been on the 
job, it has become readily apparent that these kinds of things are 
very often the product of the overactive minds and the pro- 
motional skills of tax advisors. Too often, tax avoidance schemes 
'are'backed up by the opinion of counsel. These writers of 
opinions rely on the 'very complex nature of the law, and on the 
fact that the bureaucracy is cumbersome, and even if you catch a 
few of their clients it takes an awful long time to do it. My hope 
is that the profession can do something to start policing itself. 
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Tax Treaty Interpretation 

I always appreciate the opportunity 'to talk to IFA and I particu- 
larly appreciate the opportunity to speak on the subject of inter- 
pretation of tax treaties, a subject which Ihave interpreted from 
my own somewhat parochial viewpoint. ' 

Let me begin by observing that Mr. Ward’s very interesting paper 
and presentation focused upon the question of treaty interpreta- 
tion in the courts, either implicitly suggesting that the interpre- 
tation of a treaty should,be precisely 7the same whether it is 

undertaken in the context of a litigated case or as presented to 
the competent authority. 

The issues 

Oné question that I Want to raise at the beginning of my state- 
ment is, whether there is a difference in interpretation depending 
upon who is doing the interpreting. This is the other side of a 
point which Sidney Roberts made in passing, which forms a 
central question for me; namely, has any power béen delegated 
by the Congress of the United States to the U.S. competent 

' 

authority to interpret a treaty in a creative way. Another overall 
issue ‘that I just want to raise, which I think both Mr. Weird and 
Mr. Boidman really are suggesting, is what type of law does a 
treaty create’— should a treaty be interpreted as statuted, as a 
constitution, or ih some sui generis way. I would like to come 
back to that question, and just‘share with you a few thoughts 
from my own experience as a treaty negotiator in terms of what 
makes sense. I would put in a footnote At this point; any country 
which operates with a rule of statutory'construction that legis- 
lators, in amending the Internal Revenue Code, were aware of 
everything that was in the Internal Revenue Code at the time of 
their amendment and took that fully into account is dealing with‘ 
a legal fiction. 'Perhaps my experience as a negotiator might lead 
to a common sense conclusion as to what type of law a treaty 
creates, but it would not necessarily lead to a legally binding con- 
clusion as to what type of law a treaty creates, because one could 
indulge the same type of legal fiction on that issue. 
A third question besides who is doing the interpreting and what 
type of law are we talking about is what materials are relevantfil 
should say at this point that all of these issues are extremely live 
in my office these days because there is an ongoing, simmering 
issue which I have reason to believe will surface in one form or 
another in 1980 in regard to the role of the U.S. competent 
authority. This is an issue in which my office is intensely interest- 
ed, much more interested than in the question of how treaties are 
interpreted when they reach the courts, that being the province 
of the U.S. Justice Department, hence my reference to my own 
parochial views. ' 

Finally, a fourth issue that seems to me perhaps not as sweeping 
as the others, but also relevant, is what is the apprbpriate pro- 
cedure for reaching and enunciating a given interpretation of a 
treaty. That question is not ‘too terribly relevant, in a litigated 
case, although I can see ways that it might be made relevantrBut 
if you are thinking about interpretation at the competent authori- 
ty level, I suppose a very important question is the degree to 
which reCipl‘Ocity should enter into the substance of decision 
making. '

‘ 

© 1980 lmemational Bureau of Fiscal Documentation — BULLETIN 

by David Rosenbloom * 

Illustration of problems 

NOW, I realize all of this is highly abstract; so to illustrate the 
problems concrétely, I would like to read to you a very brief 
provision, paragraph 2 of Article 5 of the income tax convention 
between the United States and Canada, a convention which could 
not be more relevant given my Canadian colleagues on the panel 
today. This provision deals with the taxation of motor carriers. 
It says, “an enterprise of one of the contracting States engaged 
in the operation ofmotor vehicles, as a common carrier or a 
contract carrier, shall be exempt from tavy the other con- 
tracting State in respect of income (if taxed by the former State 
in respect of such income) arising from the transportation of 
property for hire between points in one State and points in the 
other State.” An enterprise of one contracting State engaged in 
the operation of motor vehicles as a common carrier or contract 
carrier is exempt from tax at source in respect of income arising 
frofn the transportation of property between points in one State 
and points in the other State. 
Th1! obvious issue is what happens with respect to the income of 
buses. Now, let us assume, first of all, that the- notes reflect ab- 
solutely nothing on the ’reason why the negotiators could'con- 
ceivably have been prepared to address public transportation only 
of property and not of persons. Let us further assume that if the 
question were presented today to any negotiator on either side 
of the border, that person would' not hesitate to reply that the 
issues should be exactly the same. In other words, do not quarrel 
with those hypotheses, because‘I am sure people could invent 
reasons for distinguishing the two cases. Property is property, 
persons are persons. If the clause were drafted today, it would 
include persons and property; and there neither was nor is any 
policy reason for distinguishing the two cases. 
I present that case in the context of what we are talking about 
now because it is a real case. It is the kind of case that we.are 
encountering regularly, so regularly, that we .think we have a 
serious problem. It is the kind of case that has led us directly 
into the question of what is the competent authority all about. 
I suggest, however, that it also has relevance if this type of issue 
is being considered in the context of a litigation. 

Type of law created by treaty 

Now I want to return to my questions. First of all, what type of 
law does a tax treaty create? It seems clear that from my perspec- 
tive on the U.S. side of things, a treaty does not create a type of 
law that is exactly the same as the Internal Revenue Code. It is- 

inconceivable that the treaty negotiators could attempt to resolve 
every particular case with terminology that would ' track the 
language of the Internal Revenue Code; much less that they could 
spend the time on the variables that arise with respect to each 
treaty article to achieve the degree of detail that appears in the 
Internal Revenue Code. i

' 

A treaty quite clearly is an attempt to set out principles, and, in 
that sense, the OECD Model and the UN Model have made 
* International Tax Counsel of the U.S. Treasury Department. 
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tremendous contributions to the area, because they have limited 
the amount of things left open to discuss. The process of negotia- 
tion is long enough as it is. Now that we have models that are 
relatively workable, we have to come to' some kind of general 
understanding Of what we have achieved. And what we have, in 
my View, is a set of principles that are intended to provide guide- 
lines for the resolution of disputes. I would not go so far as to 
say that an adequate tax treaty is a complete delegation to the 
administrator, the implementor of the tax treaty, that is, com- 
petent authority - simply to resolve cases of double taxatidn. 
Obviously, on both sides of any treaty the legislatures and the 
governments are going to be concernéd that there be guidelines. 
But that is essentially what a tax treaty is; it is a set of guidelines. 

A tax treaty is essentially 
a set of guidelines 

Now, I am_ always amused when I see courts or anyone else who 
reads a treaty too literally. But again I call attention to the légal 
fiction about how Congress acts. I suppose I should be equally 
amused when the court says the Ways and Means Committee had 
the full scope of the Internal Revenue Code in front of it when 
it énacted a new tax provision. '

’ 

The treaty negotiators, as a practical matter, if they are‘goin'g to 
achieve their objective, have to narrow the range of things‘ they 
are going to talk about; In many cases (and 'I would say, not 
completely flippantly, even in regard to Canada), there are 
language differences among the treaty negotiators. It is hard, 
given the limits of language, to be sure that we have a true 
meaning of minds, on the meanings of the operative terms. Even 
a term that seems simple can have history one side of the border 
that is completely different on the other side of the border. In 
short, it is a will-o’-the wisp to_ assume that the negotiators have 
reached a complete agreement on all the issues that are going to 
arise. There has to be some room for play in the joints, some 
delégation of authority to the competent. authority to work out 
particular problems in accordance with the principles which. the 
negotiators have agreed upon. ' 

In addition to working out partiéular problems within the ambit 
of the treaty, there are some unforeséen problems, sonie mis-_ 
takes. Take a look back at my busés. We have no history-as to 
why the negotiators of the 1942 treaty left out transportation of 
persons, Does that mean that the only resolution of the bus 
problem is for the executive branch to ask Congress for a proto- 
col? — to amend the convention on that issue? If_I were in Con- 
gress, my reaction would be that the administration proposing 
such an inconsequential charge would be crézy. There are so' 

many other issues of much more pressing dimensions in thé 
relationship in tax matters between the United States and Canada 
that’it is inconceivable to me that a responsible reviewing body, 
such as the Senate, would allow the executive branch to try to to 
correct. only one small problem like that. So does that mean we 
have to live forever with the problem? I repeat that answer. It is 
a live case. -

' 

A tax treaty is designed and intended to diverge from domestic 
law. There has been a lot of talk about a new generation of tax 
treaties, that suddenly the ‘tax treaties are cutting loose from 
the moorings of domestic law and are going off and Changing 
domestic law .in ways that were neverxbefore changed. To a 
certain extent, there appears to be some truth to this, when you 
see an unusual provision such as Article 9(4) of the U.S./U.K. 
treaty or the efforts to reconcile the U.K. ACT system with the 
classical corporate tax. system in the United States. But it is clear 
that a treaty is intended to change domestic law on both sides; 
otherwise, there would be no need for the treaty. In interpreting 
a treaty; one has to keep that in mind. The negotiators were- 
trying to change’domestic law for the purpose of alleviating 
double taxation and preventing fiscal evasion. 
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ReleVant materials 

Coming back to my second question — what materials are rel- 
evant in passing upon my motor vehicle case? It seems that there 
are two classes of materials that are relevant. I skipped very 
quickly in my hypothetical by telling you that there was nothing 
that bore on it, but in order to reach that conclusion, of course, I 

had to go back hypothetically again, and look at what there was. 
It seems that the first and obvious place of start is with the 
treaty language. One has to see whether there is any way, of 
reading the language to achieve what seems to be a sensible 
‘result. Secondly, contemporaneous notes of the negotiators on 
either side of thé border would be a prime source material. In 
.the United States, as you know, we convert these notes now into 
technical explanations at the time the treaties are sent up to the 
Senate for consideration. The technical explanation or 'con- 
temporaneous notes would also be a prime source of interpreta- 
tion. I might add, in that connection, that although not everyone 
would endorse this view it is my opinion that a technical explana- ' 

tion of the treaty, based on the negotiators’ notes would be more 
relevant on the interpretation of a treaty term than the comments 
of legislators in thé ratification process, and more relevant than 
the Joint Committee explanation of the treaty. 
What is' the role of the Senate‘in the ratification? The Senate is 
advising and consenting to the ratification of the treaty. It Seems, 
at first blush at least, that the notes of the people who negotiated 
the treaty are more centrally the statutory history than the Joint 
Committee explanation. Now, in practical effect there should be 
no seridus divergences because, at: least as matters function‘now, 
there is a great deal of interchange and there are opportunities for 
the negotiators to comment upon much of the legislative ma- 
terial. ‘But obviously, there is" a potential for divergence, particu- 
larily in areas which do not receive a great deal of attention in the 
ratification process. I spent a_good share of yesterday trying to 
,figure out, for example, whether the treaty between the United 
States-and Germany required the Germans to provide exemption 
for employees of a U.S. Government instrumentality. Most of our 
present, treaties cover both the U.S. government and instrumen- 
talities thereof. The treaty with Germany does not. 
What does that mean? One can argue it several ways. Since I think 
an instrumexitality should be treated the same way as.the under- 
lying government, I would strive to reach that result. But again, 
on an issue like that, which is obviously not focused upon in the 
ratification process, and which may not be focused upon even in 
the negotiation process, 'there are opportunities for differences_ 
between the legislative materials andthe notes of the negotiators. 
I would also considér aé important primary material in inter- 
preting treaties, thé repre'sentations made to the Senate in the 
ratification process by Treasury representatives. It seems that 
such representations are comparable to the notes of the negotia- 
tors. I would also place in the same category the models that are 
taken into account in negotiations, which today generally include 
the OECD Model, the U.S. Model, and, if-dealing with a develop- 
ing- country, the U.N. Model. I would think that contempor- 
aneous expressions of treaty policy can, in appropriate instances, 
be important. - 

-
‘ 

Now, there is, however, .a second class of less relevant materials 
which would include, fo'r example, similar language in other 
treaties. There is a constant strain between the Treasury Depart- 
ment and the Internal Revenue Service on this issue. The Internal 
Revenue Service of course; is a mass operation. They like treaties 
to be alike. If the language in six treaties is similar it should be 
interpreted the same way, even if there were completely different 
negotiators and the notes_ are clear that terms were used in 
different ways. The Treasury wants each convention to be dealt 
with as a separate deal, a contract, in Mr. Ward’s.terms, between 
the Unitéd States and the other country. There is a constant 
tension on that issue. 
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Secondly, more recent expressions of policy — how relevant are 
they? Apparently this motor vehicle case, is it relevant to the 
competent authority, or for that matter to a court, that, if asked 
today, U.S. treaty negotiators would say that, of course,_ they 
would equate the buses with the transportation of property, that 
there would be no reason for making any distinction between the 
two types of cases. Is that a relevant consideration in interpreting 
the treaty? If not relevant in court, is_ it relevant- to the competent 
authority? That is the kind of issue we are dealing with today. 

Interpretation by 
competent authority 

Now, my third question is, again, who is doing the interpreting? 
I feel strongly, and I think it is the current view of the Treasury 
Department, that the competent authority is more than simply 
exercising a mechanical function sitting there with, in one hand, 
the treaty and, in the other hand, the Internal Revenue Code, 
maybe a dictionary, and spinning forth answers as to what words 
mean. I do not see that as the competent authority function. I 
would not go quite so far as to say that the competent authority 
has the right for all treaties to continue negotiations with respect 
to unforeséen circumstances, that may be too far. There is judg- 
ment to be exercised on how far the competent authority can go, 
at what point it crosses the line, and it becomes necessary to go 
through the formal steps of negotiating a protocol or a new

I 

treaty. But, I Believe, and the Treasury believes, that there is 
room to correct problems under treaties where the words do not 
precisely fit, where there are strong policies for reaching a par- 
ticular result. 

To spell out a'little furthér the divergenée of view on competent 
authority, oneview which I share is that the competent authority 
has the right and duty to take account of all my primary 
materials, and that, yes, present policies, present models, any 
available evidence that will help, can be relied upon legitimately 
by the competent authority in resolving particular double taxa- 
tion‘ problems that come up under a treaty. The other side of that 
coin is that, no, the only things that can be looked at are the 
treaty language, maybe the contemporaneous notes, the materials 
submitted in the ratification prdcess, and then one is thrown into 
the Internal Revenue Code. Now, I can see the reasons why some 

would be more confortable with immediate recourse to the Inter- 
nal Revenue Code once that relatively thin supply of primary 
materials is exhausted. But it is completely unrealistic to believe 
that treaty negotiators, in fact, have ever or do now .negbtiate 

V treaties by trying to mesh the terminology used with what is in 
our Internal Revenue Code in the United States, or the domestic 
code of any other country. In the first place, now that we are 
operating on the basis of the agreed models, that is just not right 
as a starting point. The United States, for the sake of attempting 
to speed up negotiations, has adopted to a very large degree the 
OECD Model in dealing with developed countries, and, to a fairly 
large degree, much of the UN. Model in dealing with developing 
countries. The relevant sources of interpretation, once the pri- 
mary materials are exhausted, are. the commentaries on‘ those 
models to the extent that the United States has not explicitly 
reserved. upon thém and '— a significant point - to the extént 
that the commentaries are clear. The OECD Model commentaries, 
in particular, are not always clear. 

Procedu res 

Finally, what about procedures? Suppose the US. competent 
authority decides that a particular issue should be decided in a 
particular way. What does he do then? Does he put out a revenue 
ruling and wait until the sky falls? We have done that on several 
occasions; It has not been altogether satisfactory. Do we contact 
the competent authority of the other side? Suppose the com- 
petent authority on the other side.says that he does not agree 
with the U.S. interpretation —~ is that dispositive of the issue? 
I would think that there is no good across-the-board answer to 
these questions,- but I feelincreasingly strongly that issues of 

_ 
international consequence involying trgaty partners should, be at 
least informally cleared with the competent authority of the 
other_treaty country, at least to obtain an expression of their 
views, and that this procedure should be followed .to the extent 
that we possibly can, given time restraints. I would caution that 
still leaves a_fair amount of slippage in the area of private letter 
rulings, where, as you knowhthe Treasury is not involved and, 
for that matter in many cases, neither is the competenf'authority. 
That concludes my comments. By the way, does anyone know 
what the right answer is in regard to the buses? 

I 

Principles to be Applied in InterpretingTaxTreaties* .. 

A considerable amount of scholarly legal writing has been done 
in Canada, Britain, the United States and elsewhere on the subject 
of international treaties generally and of treaty interpretation in 
particular. 1 Tax lawyers, accountants and others concerned with 
interpretation of tax treaties have not, it seems, often dealt with 
this area of the law, which has been reserved to that small group 
of specialists, the public international lawyers. This paper, there— 
fore, is intended as a survey for tax practitioners of some of the 
well developed principles of public interhational law which may 
be brought to bear on problems of tax treaty interpretation. The 
comments are, of course, directed principally to‘ Anglo-Canadian 
jurisprudential developments rather than to developments in the 
American courts. 2 

The treaty: a statute or contract? 

The first question which should be resolved in dealing with 
questions of interpretation of treaties is the determination of 
whether a treaty is a contrgct or a statute. A tax treaty originates 
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as a contract between two sovereign states concerning taxation or 
relief from taxation by one state of the residents or citizens of 
the other. Such treaties typically cover income taxes or estate and 
gift taxes. Although created through bilateral agreement by the 
executive branch of government, tax treaties do not come into 
effect-unless appropriate legislation is enacted. 3 Thus, in this 
sense, a treaty becomes a statute. ’ 

Implementing tax treaties by legislation probably follows the 
Canadian practice adopted by Parliament in‘ 1926, following the 
fecommendations of the 1923 Impérial Conference on Treaties.4 
Whether such ratification is necessary in law is debatable,5 and 
recent indications have been given in Parliament that the govern- 
ment believes it has the right to make and bring into force inter- 
national agreements (not specifically tax treaties) without the 
prior approval of Parliament. 6 Clearly, to the extent that a tax 
treaty is at variance with the provisions of the domestic law (e.g. 
the Income Tax Act), an amendment to the domestic law is a 
necessary condition precedent to the implementation of the 
treaty, and this_can be effected only by Parliament. 7 

For whatever reason, invariably tax treaties are created, in the 
first instance, as bilateral international agreements, and are 
brought into force in Canada as part of the statute law through 
enabling legislation passed by Parliament. The question is:.should 
such treaties be interpreted by the application of the ordinary 
rules of statutory interpretation, or should they be interpreted 
by ‘the'application of the rules'applied to interpretation of con- 
tracts or by some generally accepted rules of international law? 
If treaties are properly regarded as fiscal legislation, they should 
as other fiscal legislation be construed strictly.8 Where treaties 
depart from. domestic law, they invariably provide an exemption 
or reduction of tax beneficial to the-taxpayer. The usual rule of 
construction of fiscal statutes, in dealing with exemptions, is to 
require the taxpayer claiming such exemption to prove not only 
that his case clearly falls'within the exemption but also to con- 
vince the court that the exemption clearly applies to the facts of 
his case. In other words, the ‘exemption is construed narrowly.9 
It could therefore be argued that treaties, if they are the equiv- 
alentlof statutes, are to be strictly construed. 

Should treaties be strictly 
or liberally construed? 

There is authority, however, that such statutory rules of construc- 
tion, applicable to fiscal legislation, ’should not be applied to tax 
treaties. McNair 1° believes that treaties generally should not be 
construed in 1a pedantic spirit and when ambiguous should receive 
a liberal construction.'Van Houtte 11 has expressed the view that 
tax treaties must be interpreted, in the first instance, by methods 
similar to those used in interpreting a private contract. It has long 
been recognized by British courts that a treaty of.alliance is not a 
thing stricti juris but ought to be interpreted with liberal explana- 
tions. 12 Inrinterpreting and applying treaties, the courts have said 
they sHould be prepared to extend "‘a liberal and extended con- 
struction” to avoid an anomaly “which a contrary construction 
would lead to”. As the court has recognized that “we cannot 
expect to find the same nicety of strict definition as in modern 
documents, such as deeds, or Acts of Parliament; it has-never 
been the habit of thbse_ engaged in diplomacy to use legal 
accuracy, but rather to adopt more liberal terms”. 13 Canadian 
courts have established that: 
“The accepted principle appears to be that a taxing Act must be 
construed dgainst either the Crown or the person sought to be p 

charged, with perfect strictness — so far as the intention of Parlia- 
ment is discoverable. Where a tax convention is involved, how- 
ever, the situation is different and a liberal in terpretation is usual, 
in the interests of the comity of nations. ” 14 

The Englishgcourts have also recently confirméd this principle of 
a liberal interpretation of international treaties. In referring to the 
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construction of a British statute which impiemented an inter- 
national treaty to which Britain had become a party, Lord Mac- 
millan said: 
“It is important to remember thdt the Act of 1924 was théout- 
come of an International Conference and that the rules in the 
Schedule have an international currency. As these rules come 
under the consideration of foreign Courts, it is desirable in the 
interests of uniformity that their interpretation should not be 
rigidly controlled by domestic precedents'of antecedent date, 
but rather that the language of the rules should be construed on' 
broad principles ofgeneral acceptation. ” 15 

Canadian system have departed significantly from principles of statutory 
interpretation. in part embracing techniques which American courts would 
routinely use in interpreting statutes but which have been avoided in the 
Anglo-Canadian system. 

' 
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Monarch Airlines Ltd., [1980] 3 W.L.R. 209. See also Bulmer Ltd. v. 

Bollinger S.A., [1974] 1 Ch. 401 at 425 where Denning. M.R. said: “The 
draftsmen of our statutes have striuen to express themselves with utmost 
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arise and to provide for them. They have sacrificed style and simplicity. 
They have foregone brevity. They have become long and involved. In 
consequence, the judges have followed suit. They interpret a statute as 
applying only to the circumstances covered by the very words . . . . How 
different is this treaty! . . . Seeing the differences, what are English courts 
to do when they are faced with a problem of interpretation. They must 
follow the European pattern. No longer must they examine the words in 
meticulous detail. No longer must they argue about the precise grammati- 
cal sense. They must look to the purpose and intent. ” 
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Therefore, the clear weight of authority would appear to be 
against using the type of strict interpretation which would 
normally be applied to an exempting provision of fiscal legislation 
in construing a tax treaty. The justification for this general rule 
of interpretation probably lies in the origins of a treaty generally 
as a contract or agreement between two or more' States rather 
than in its formal ratification by Parliament as legislation. 16 

General canons of interpretation 

In his excellent article, G.G. Fitzmaurice 17 classifies three main 
schools of thought on treaty interpretations: 
(1) intentions of the parties or founding fathers school; 
(2) the textual or ordinary meaning of the words school; and 
(3) the teleological or aims and objects 'school. 
The author (who at the time of writing was Second Legal Adviser 
to the British Foreign Office) notes that most cases involve a 
blending of the three schools of thought, with one of the three 
Schools given primacy over- the other two. The author correctly 
notes that the “teléological” or “aim and objects” school is 

usually applied to general multinational, social or humanitarian 
treaties and may not be used frequently in interpreting bilateral 
treaties such as tax treaties because the parties to bilateral' treaties 
actually work out the specific terms through bilateral bargaining. 
Multinational treaties are not the result of such a precise bargain- 
ing process, and the court therefore has more scope of inter- 
preting treaties by determining their apparent aims and scope. 
Therefore, in dealing with tax treaties, we are usually concerned 
with the interplay of two of the schools — the “founding fathers” » 

or “intentions of the_ parties” and the “textual” or “ordinary 
meaning of the words” séhools. Of the two, Fitzmaurice feels 
that in interpreting bilateral treaties, the “intentions of the 
parties” school should be paramount, since according to him it 
is the juridically natural view derived from well-known principles 
of private contract law. 18 

Ordinary meaning 
of the words 

The more conservative view, however, is that the “textual” or 
“ordinary meaning of the words” theory of interpretation is 

paramount. As may be obvious, the language used in treaties 
generally (and tax treaties in particular) does :not normally 
reflect the same degree of precision or detail as one has become 
accustomed to find in the Income Tax Act. There may be many 
reasons for this, including the necessity of working with a general- 
ly accepted style of drafting which accords with' standards of 
most states. Obviously other states could not likely be persuaded 
of the advantages of the Canadian style of obscure and complex 
fiscal draftsmanship. It has been recognized that in construing 
treaties the court must attempt to give the widest scope to the 
language in order to include within it all matters intended to ,be 
included. 19 The court is bound to construe the words and not 
wholly depart from them, however, in order to attain the in; 
tended or reasonable consequences. 

Courts should give Wide 
scope to treaty language 

If it cannot achieve such consequences by construing the words 
used, it is not empowered to abrogate the treaty merely because 
its consequences appear anomalous. 20 

It is also clear that the treaty is to be read as a whole, and particu- 
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lar phrases are not to be ljead in isolation or out of context. 21 In 
this regard, the natural sense of the words is to be followed, 22 
unless perhaps if the result is unreasonable or absurd. 23 If, how- 
ever, the natural and ordinary meaning of the words is ambiguous 
or leads to an unreasonable result, then the court should resort 
to other techniques of interpretation to discover what the‘parties 
intended. 24 ' 

“Travaux préparatoires” 

In interpreting contracts between persons in which there are 
ambiguities, the court may look t6 other evidence outside the 
contract for help in finding the intention of the parties. 25 Prob- 
ably arising from this same principle is the rule of treaty inter- 
pretation; the tribunal in interpreting a treaty may consider the 
“travaux préparatoires” as evidence. 26 The real issue is whether 
this material can be examined only to confirm an integpretation 
which is fairly clear from the text itself even in the absence of 
a patent ambiguity or obscurity. 27 The International Court of 
16.‘ See R: Lenz. General Reporter, 2nd Subject, Interpretation ofDouble 
Taxation Treaties, Cahiers de Droit Fiscal International (1960). Vol. XLII, 
299. The co-existence of the rule of strict construction of an exemption 
provision in the Income Tax Act with the rule of broad construction of a 
comparable exemption in a tax treaty was confirmed by Thurlow, J. in 
Fumess, Withy & Co. Ltd. v. M.N.R., 66 D.T.C. 5358 at 5363. Note should 
be taken of the dictum wrongly conceived. it is submitted. of Dumolin, J. 
in Western Electric Co. Inc. v. M.N.R., 69 D.T.C. 5204. at 5210 “. . . deal- 
ing, as I must, with a measure of exception, expressly enacted by the con- 
tracting parties to limit the ex tent of their own national laws and to devise 
special rules governing special cases of mutual interest, I feel bound to 
adhere closely to the current and ordinary meaning‘of 'the treaty térms. 
euen more'so than to provisions of any other statute. " ' ' 

17. (See footnote 1. -

, 

18. Recent Canadian cases have confirmed that the purposes of a tax 
treaty. namely, the avoidance of double taxation, should be considered in 
arriving at an acceptable answer to an interpretative problem: Hunter 
Douglas Ltd. U. Queen, 79 D.T.C. 5340 and 'Rutenberg U. M.N_R., 79 
D.T.C. 5394.

_ 

19. Shahmoon u. M.N.R., [1975] CTC 2361. See also Lauterpacht, 28 
Harvard Law Review (1935), 564. and para. 1 of Article 31 of the Vienna 
Convention on the Law of Treaties, discussed below. Compare, however, 
the decision of the International Court of Justice in Re Peace Treaties of 
1947 with Bulgaria, Hungary and Romania, [1950] I.C.J. Report 221 and 
Davis 1). Queen, 78 DTC 6374 (aff’d 80 DTC 6056) where a rather strict. 
or textual, reading of the treaty was adopted without apparent regard for 
its underlying purpose. 
20. “There is therefore no justification for interpreting the definition so 
as to distort the ordinary meaning of either word”, per Thurlow, C.J., 
Queen 11. St. John Shipbuilding, 80 D.T.C. 6272 at. 6275. See also, The 
Ionian Ships, (1855) Spink’s Prize Cases 193 and Acquisition of Polish 
Nationality, (1923) P.C.I.J. series B, No. 7. 20. This is also illustrated in 
the judgment of Jackett. C.J. in Tara Exploration & Development Co. Ltd. 
v. M.N.R., to D.T.C. 6370 at 6377 (aff’d 72 D.T.C. 6288). 
21. See I.L.O. and Conditions of Labour in Agriculture, (1922) P.C.I.J. 
series B. Nos. 2 and 3, 23. 
22. Dictionary meanings of the words used are frequently used; See, for 
example, Western Electric Co. Inc. v. M.N.R., 69 D.T.Q. 5204; Bank of 
Nova Scotia v. Queen, 80 D.T.C. 6009 and Queen u. St. John Shipbuilding, 
80 D.T.C. 6272. ' '

_ 

23. Polish Postal Service in Danzig, (1925) P.C.I.J. series B. No. 11, 39: 
Employment of Women During the Night, (1932) P.C.I.J. series A/B No. 
30, 373 and Arbitration Between Petroleum Development and Abu Dhabi, 
(1952) reported Int’l 8: Comp. L.0. 247, per Lord Asquith. 
24. Admission to the United Nations, [1950] I.C.J. Reports 8 and Fo‘ther- 
gill U4 Monarch Airlines Ltd. (footpote 15). See for example, McMahon v. 
M.N.R., 59 D.T.C. 1109 where the Exchequer Court in attempting to give 
some meaning to the concepts in Article I of the Canada—US. Convention 
interpreted the Article and the word “enterprise” by reference to the 
presumed sensible meaning as referring to persons and corporations. 
25. Bk. of New Zealand 1). Simpson, [1900] A.C. 182 and Confederation 
Life Assn. u. Berry, [1927] S.C.R. 595. These rules are discussed in Cross. 
On Evidence, 4th ed. (Butterworths, 1974), 546. 
26. This was done by the Privy Council in Molefi 1). Legal Advisor et al, 
[1970] 3 All ER. 724. Compare however Preen v. Simmonds, [1971]1 
W.L.R. 1381 at 1384. 
27. See Fitzmaurice (footnote 1). 5. In contract cases. such evidence, in 
cases as between parties, may be led only in cases of ambiguity: Higgins 11. 

Dawson, [1902] AC. 1 and Confederation Life Assn. 11‘ Berry, (footnote 
25). ‘ 
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Justice has been reluctant to have recourse to “travaux prépara- 
toires” where the text of the treaty is clear and leads to no ab- 
surdity in the context of thé issue. 28 O’Connell seems to feel 
that no such restriction should apply as to the admissibility of 
“travaux préparatoires”, stating: 
“The primary end of treaty interpretation is to give effect to the 
intentions of the parties, and ‘not to frustrate them. But as 
Lauterpacht expresses it, ‘the eliciting of the intentions of the 
parties is not normally a task which ca_n be performed exclusively 
by means of logical or grammatical interpretation’. Furthermore, 
the ‘intentions’ of the parties may never have crystallised or been 
formulated beyond a certain point. Every lawyer knows that the 
parties to a contract contemplate only performance: they enter 
into the transaction with optimism, and do not ordinarily advert 
to the problems raised by, for example, frustrafion. The courts 
pretend that the parties intended what they, the courts, believe 
they would have intended had they reflected on the matter. It is 
clear, then, that ‘intention’ is very often a fiction, and even when 
there- was a conscious intention the wards designed to be ex- 
pressive of it may not be particularly helpful for this purpose. 
The same is true of treaty intepretation with the added difficulty 
that the parties may never really have wanted to come to agree- 
ment and may have deliberately left the area of operation of the 
tredty opaque. 

' ‘ ‘ 

The problem of treaty interpretation, then, is one of ascertaining 
the logic .inherent in the treaty, and pretending that this is what 
the parties desired . . . .

' 

The term ‘travaux préparatoires’ is employed to designate those 
extrinsic materials which had a formative effect on the final draft 
of a treaty, and whiéh assist to this extent in the disclosure of the 
parties’ aims and intentions. There is little dispute today on the 
permissibility of resoft to these materials~ by international tri— 

bunals, due mainly to the admittedly cautious lead given by the 
International Court which demonstrated that even single words 
such as ‘industry’ are often not susceptible of fixed meaning, let 
alone expressions such as ‘draw up a convention’ which might 
mean anything from presenting a first draft to ratification. The 
most that the written words can dd is set up a presumption in 
favour of a dictionary meaning, or one devised for application of 
the rules of syntax. It may be‘rebutted by the production of 
preliminary documents disclosing a different intention'.‘ 
From a policy point of view fesort to ‘trauaux prépdratoz‘res’ is 
unavoidable. A municipal judge operates within-an accepted 
context of social patterns, and is not open to the criticism of' 
favouring a political position represented by one or other party. 
An intérnationaljudge, however, 'is very vulnerable in this respect, 
and it is a guarantee both to him and to the litigant States of 
fudicz'al impartiality 'if his area of discretion is delimited. Instead 
of devising a construction to a treaty which is‘open to‘alternatibe 
interpretations, he'has the remedy of discovering exactly what 
the parties meant by examining their minutes of coriferences, 
their correspondence and their rejected drafts) If objectivity is the 
aim of judicial construction, it is best achiéued by this means. 
Furthermore, a treaty, unlike a municipal-contract, often rep- 
resents a compromise of vital political interests. To interpret it‘ 

without reference to the struggle for compromise is gravely to 
over-simplify the problem of treaty application.”29 (footnotesr 
omitted) 

English Courts 

The use df"‘travaux préparatbires” as ah interpretative aid has 
recently been confirmed as a proper aid for English courts to use 
in interpreting treaties in Fothergill u. Monarch Airlines Ltd. 3° 
“So far as purely domestic legislation is concerned it is' wéll estab- 
lished as a principle of interpretation that, even where the words 
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of a statute are ambiguous or obscure, the proceedings in Parlia- 
ment during the course of the passage of the Bill may not be 
resorted to for the purpose of ascertaining what ambiguities or 
obscure provisions mean . . So Hansard can never form part 
of the ‘travaux préparatoires’ of any Act of Parliament whether 
it deals with purely domestic legislation or not‘ . . . 

It is, however, otherwise with that growing body of written law 
in force in the United Kingdom which, although it owes its 
enforceability within the United Kingdom to its embodiment in 
or authorization by an Act of Parliament, nevertheless owes its 
origin and its actual wording to some prior law-making process in 
which Parliament has not participated, such as the negotiation 
and preparation of a multinational international convention . . . 

which Her Majesty ’s Government wants to ratify on behalf of the
_ 

United Kingdom but can only do so when the provisions of the 
Convention have been incorporated in our domestic law . . . . 

My Lords, it would-seem that courts charged with the duty of 
interpreting legislation in all the major countries of the world 
have recourse in greater or less degree to ‘trauaux préparatoires’ 
or ‘legislatiue history’ (as it is called in the United States) in order 
to resolve ambiguities or obscurities in the enacting words . . . . 

Accordingly, in exercising its interpretative function of ascertain- 
ing what it was. tha_t the delegates to an international conference 
agreed upon by their majority vote in favour of the text of an 
international convention where the text itself is ambiguous or 
obscure, anlEnglish court should have regard to any material 
which‘the delegates themselves had thought would be available to 
clear up any possibleambiguities or obscurities. ” 31 

The Vienna Convention 

Articles 31 and 32 of the Vienna Convention on the Law of 
Treaties 3? (1969) provide that: 

'28. European Commission of the Danube, [1927] P.C.I.J. Series B No. 
14 at 31, Article 4 of the Charter of the United Nations, [1947-8] I.C.J. 
Reports, 63. Admission to the United Nations, [1950] I.C.J. Reports 4 at 
8 and Minquiers and Ecrehos Case, [1953]I.C.J. Reports 47 at 71. 
29. DP. O’Connel '(footnote 1). at 262. See also Lauterpacht. Some 
Observations on Preparatory Work in the Interpretation of Treaties, 48 
Hal. L.R. (1934-35), 575. and van Houtte (footnote 1), at 42. 
30. See footnote 15. 
31. See also Hunter Douglas Ltd. U. Queen, 79 D.T.C. 5340. where the 
court admitted oral'evidence (apparently undisputed) of an officer of 
Revenue Canada as to the view of the Government concerning the meaning 
of particular words used in the Canada—Netherlands Income Tax Con- 
vention. 
32. UN. Doc. A/CONF. 39/27. May 23, 1969, to which Canada 
deposited its instrument of accession on October 14, 1970. A memo- 
randum of June 4, 1970 prepared by the Department of External Affairs 
makes phe follqwing statement in respect of the convention: 
“This Convention constitutes a law-making treaty laying down the funda- 
mental principles of contemporary treaty law. Because of'the paramount 
importance ofA treaties as a source of the international legal obligations 
binding upon states and the diversity and comprehensiveness of the inter- 
locking network of treaties which today regulate the major part of trans- 
actions between states and serve' to establish the relationships among 
them, the Convention must be viewed as virtually the constitutional basis, 
second in importance only to the UN. Charter, of the international com- 
munity ofstates. ” ' 

See Caste] (footnote 1), at 912. Rossenne (footnote 1), at 207, outlines 
the legislative history to Articles 11. 32 and 33 of the Convention. 
The Vienna Convention came into force on January 27, 1980 with the 
deposit of the 35th instrument of accession. The following countries had 
(at September 26. 1980) signed, ratified or acceded to the Convention: 
Argentina, Austria. Australia, Barbados. Canada, Central African Empire. 
Cyprus, Denmark, Finland. Greece, Holy See, Honduras, Italy, Jamaica, 
Kuwait, Lesotho. Mauritius. Mexico. Morocco, Nauru, New Zealand, 
Niger, Nigeria, Panama, Paraguay, Philippines. Republic of Korea, Rwanda, 
Spain. Sweden. Syrian Arab Republic, Togo, Tunisia, United Kingdom, 
United Republic of Tanzania. Yugoslavia and Zaire. By Article 5, the 
Vienna Convention applies to treaties which are concluded between States 
after ifs entry into force. ' 
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“Article 31 

General rule of interpretation 
1. A treaty shall be interpreted in good faith in accordance with 
the ordinary meaning to be given to the terms of the treaty in 
their context and in the light of its object and purpose. 33 

2. The context for the purpose of the interpretation ofa treaty 
shall camprise, in dddition to the text, including its preamble and 
annexes: . 

(a) any agreement relating to the treaty which was made be- 
tween all the parties in connection with the conclusion of the 
treaty; A

' 

(b) any instrument which was made by one or more parties in 
connection with the conclusion of the treaty and aécepted 
by the other parties as an instrument related to the treaty. 

3. There shall be taken into account, togethei' with the context: 
(a) any subsequent agreement between the parties regarding'the 

interpretation of the treaty or therapplication of its pr_o- 
visions; 

(b)' any subsequent practice in the application of the treaty 
v which establishes the agreement of the parties regarding its 
interpretation; 

(c) any relevant rules of international law applicable in the rela- 
tions between the parties. - 

4. A special meaning shall be given to a term if it is established 
that the parties so intended. 

Article 32 

Supp/amen tary means of in terpre ta tion 
Recourse may be had to supplementary means of interpretation, 
including the preparatory work of the treaty and the circum- 
stances of its conclusion, in order to confirm the meaning result- 
ing from the application ofArticle 31, or to determine the mean- 
ing when the interpretation according to Article 31: 
(a) Leaves the meaning ambiguous or obscure, or V 

(b) leads to a result which is manifestly absurd or unreasonable.” 
Even in the absence of the Vienna Convention, it appears that 
there was no evidentiary rule which would exclude such evidence 
as “travaux préparatoires” in an appropriate case if an ambiguity 
exists. 34 It is pointed out that Article 32 is broader than the 
views expressed by the International Co.urt of Justice imdthe 
House of Lords on the uSe of “travaux préparatoires”. Whereas 
the International Court and the Housé of Lords restrict the use 
to cases where the meaning of the treaty is ambiguous or obscure, 
or where the treaty leads to an abéurd result, the Convention 
permits the use of such material to confirm a meaning established 
by applying the textualmules of interpretation set out in Article 
31. 35 It is doubtful whether a Canadian court wéuld so readily 
admit such evidence in the interpretation of a treaty which was 
concluded before January 27, 1980, the date on which the 
Viehna Convention came into force',‘inr the absence of a patent 
ambiguity, although it may be required to do so in dealing with 
the interpretation of treaties concluded after that date. 36 

Use of OECD Commentary 

A specific issue in dealing with tax treaties is thus raised namely 
whether the Commentary to the OECD Model may be admitted 
as evidence of the intent of the parties when interpreting a text 
which follows that of the Model treaty. As has already been 
stated, when interpreting statutes in the Anglo-Canadian legal 
systems, the court will not admit evidence of the proceedings in 
Parliament as an aid to interpretation. 37 his suggested that 
Parliamentary proceedings are also inadmissible in interpreting 
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tax treaties brought into force by legislation. However, as evi- 
dence of “travaux préparatoires” may be admitted, the Com- 
mentary should be also considered as an aid to interpretation, 
certainly in cases of ambiguity where the treaty has been con- 
cluded after the Commentary has been settled and the .treaty 
clause in dispute follows the OECD Model wording, provided, of 
course, the State whose taxes are in question has not noted any 
specific observation or registered any reservation to the Commen- 
tary. 38 Although it may be a valid argument that evidence of 
“travaux préparatoires” is not convincing evidence of intention 
because the best evidence of intention is in the final work, that is 
to say, the agreement or treaty itself, such an argument doesnot 
have much validity in respect of the Commentary which is akin 
to the minutes of the negotiators of a multinational treaty. 
This view is supported by the stated purpose of and use made of 
the Commentary. As is said in the Report of the OECD Commit- 
tee on Fiscal Affairs 39 to which the 1977 Model Convention and 
Commentary are annexed, the Committee believed that it is “ most desirable to clarify, standardize and guarantee the 
fiscal situation of taxpayers in each Member country who are 
engaged in commercial, industrial of financial activities in other 
Member countries through the application by all Member coun- 
tries of common solutions to identical cases of double taxation.” 
In reference to the earlier 1963‘ Draft Model andCommentaries, 
the Committee said, “The existence of the Draft Convention has 
made it possible to facilitate bilateral negotiations between OECD 
Member countries and to reach a desirable harmonization 
between their bilateral conventions for the benefit of both tax- 
payers' and national administrations. Moreover the existence of 
the Commentaries has facilitated the interpretation and enforce- 
ment of bilateral conventions alo‘ng common lines.” On the 
intended use ofgthe Commentary to the 1977 Model» the Commit- 
tee said,-“‘As these Commentaries have been drafted and agreed 
upon by the experts appointed to the Committee on Fiscal 
Affairs by the Governments of Member countries, they are of 
special importance in the development of international fiscal law. 
Although the Commentaries are not designed to be annexed in 
any manner to the conventions to be signed by Member coun- 
tries, which alone constitute Iegally binding. international instru- 

33. Article 310:) has recently been cited in Canada in Hunter Douglas 
Ltd. 1). Queen, 79 D.T.C. 5340 and Melford Developments Inc. 1). Queen 
80 D.T.C. 6074 in the U.K. in‘ Fathergill v. Monarch Airlines (footnote 
15) which also cited Article 32. 
34. A consideration of earlier drafts of the treaty as an aid to interpreta- 
tion has been approved by the Permanent Court of International Justice in 
Treatment of Polish Nationals in Danzig, (1932) P.C._I.J. series A/B. No. 44 
at 33. British Courts have also used the technique for at least one hundred 
years: Maltass u. Maltass, (1844) 1 Rob. Ecc. 76. Porter u. Freudenberg, 
[1915] 1 KB. 857 (C.A.), Ellerman Lines v. Murray, [1931] A.C. 126. 
This is permitted by Article 32 of the Vienna Convention and seems also 
to have suppprt in Canada, see: Ritcher 0,. King, [194313 D.L.R. 553 and 
re Noble and Wolf, [1948] 4 D.L.R. 135. See also D.J. Harris. Cases and 
Materials on International Law, 590, for a discussion of the, background 
positions of the United States. Britain and France to Article 32 of the 
Vienna Convention. In Fothergill v. Monarch Airlines Ltd. (footnote 15). 
Lord Scarman said at p. 235: “Working papers of delegates to the con- 
ference, or memoranda submitted by delegates for consideration by the 
conference. though relevant, will seldom be helpful: but an agieed con- 
ference minute of the understanding upon the basis of which the draft of 
the article of the convention was accepted may well be of gréat value.” 
35. The recitals to the Vienna Convention indicate that the Convention is 
a “codification and development of the law of treaties”. The interpretative 
provisions have been recognized as a codification of existing law in Father- 
gill u, Monarch Airlines Ltd. (footnote 15). Quaere: if the Vienna Con- 
vention does more than codify existing principles of international law, 
does it require enabling legislation to make it effective? 
36. As O‘Connell (footnote 1), at 253. noted: “It is said that where a 
treaty clause 'is clear and unambiguous it does‘not require to be inter- 
preted. However, it may be doubted if a clear and unambiguous clause has 
ever been devised.” 
37. Lyons u. Wilkins, [1899}1 Ch. 255, 264 and S.E. Ry. v. Ry. 
Commrs., 50 L.J.O.B. 201 at 203 (H.L.). 
'38. For tax treaties concluded between 1963 and 1977. the commentary 
to the 1963 Draft OECD Double Taxation Convention on Income and 
Capital. published by OECD. 1963, might be more appropriate. 
39. Published by the OECD. 1977. See pages 5 to 17. 
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ments, they can nevertheleSs be ofgreat assistance in the applica- 
tion of the conventions and, in particular, in the settlement of 
disputes. ” 

In preparing the Commentary to the Model Treaty each State is 

free to record its disagreements with the official interpretatidn 
by ndting its observations or making a reservation, and of course 
it is free to depart from the Model Treaty if it wishes to (19 so in 
negotiating particular treaty provisions. Therefore, in the absence 
of a specific observation or reservation .by Canada, it iS‘suggested 
that there is little reason to exclude the Commentary from the 
interpretative process, even in the absence of a patent ambiguity, 
particularly so for treaties concluded after January 27, 1980. 

Subsequent practice and exchanges of notes 
’and other doc_uments 

Article 31(3) of the Vienna Convention contemplates that in 
interpreting a treaty there may be taken into account, together 
with the context, any subsequent agreement between the parties 
regarding its interpretation or application and any subsequent 
practiée in the application of the treaty. This provision is reflec- 
tive of a view previously adopted by the International Court of 
Justice that subsequent practice of the parties to a bilateral treaty 
is usually a 'more reliable guide to their intentions than are 
“travaux préparatoires.” 40 

As is noted below, however, unless Parliament has delegated its 
powers of amending the treaty — and the law arising from the 
enabling legislation —- an interpretation, exchange of notes or 
other agreement of the parties which goes beyond mere interpre- 
tation and which has the effect of amending 61‘ adding to the 
treaty may be ineffective. 

Plurilingual treaties 

It is, of course, clear in Canada that'both the English and French 
versions of the treaty are to be given equal weight in matters of 
interpretation."41 The quéstion arises: what weight is to be given 
to the version of the treaty written in a third 01f even a fourth 
language? 

. 

I
' 

The answer seems to be contained in Article 33 of the Vienna 
Convention Which provides as follows: 
“Article 33 
1. When a treaty has been authenticated in two or more lan- 
guages, the text is equally authoritative in each language, unless 
the treaty provides or the parties agree that, in the case of diver- 
gence, a particular text shall prevail. 

I

- 

22 A version of the treaty in a language other than one of those 
in which theA text was authenticated, shall be considered an 
authentic text only if the treaty so provides or the pqrties so 
agree. ' 

3. The terms of the treaty are presumed to have the same 
meaning in each authentic text. 
4. Except where a particular text prevails in accordance with 
paragraph 1, when a comparison of the authentic texts discloses 
a difference of meaning which the application-ofArticles 31 and 
32 does not remove, the meaning which best reconciles the texts, 
having regard to the object and purpose of the treaty, 'shall be 
adopted.” 
Article 33 may add little to already established rules of inter- 
pretation, since as it has long been theBritish view that where 
treaties are drawn up in two authentic versioris', Britain éoixld not 
justify adhering only to the English version. 42 
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Interpretation by reference to the 
law of the forum 

Frequently, tax treaties use terms which may have a special 
meaning _in tax Law and perhaps may mean different things in 
different States. The issue arises in interpreting such bilateral tax 
treaties: which of the tWO possible meanings is to govern the 
interpretation? 
When faced with this type of question, the Tax Appeal Board has 
interpreted the Canada—US. Convention in a manner consistent 
with an earlier decision in the US. Tax Court on the same 
point 43 and the Federal Court—Trial Division interpreted the 
Canada—Netherlands Convention in a manner consistent with 
that adopted by the Dutch Secretary of State for finances. 44 The 
desirability of a uniform interpretation particularly with multi- 
national treaties has been well recognized, but-its difficulties are 
apparent. ' 

“Unfortunately, there can be no doubt but that at least some of 
the provisions of these articles have presented difficult problems' 
and have resulted in acutely diverging views in the courts of other 
States which have adopted the convention. [There arej no less 
than 30 decisions of various courts, in Belgium, France,‘ West 
Germany, the Netherlands, Italy and Austria. . . . Those decisions 
show no less than 12 different interpretations of the provisions of 
the Convention. . . 

.” 45 

Although the present Canada—US. Convention does not so 
provide, the OECD Model states that any term not otherwise 
defined by the treaty shall, unless the context otherwise requires, 
have the meaning which it has under the laws of that State con- 
cerning the taxes to which the Convention applies. This, there- 
fore, gives the court of the forum the power to interpret 
u‘ndefined terms in accordance with domestic law. 46 

The question remains, however, when looking for the meaning of 
an undefined term in domestic law, which of varibus meanings is 
to be used. In particular, is the term to be defined by reference to 
its ordinary meaning, or by reference to its meaning in an 
ordinary legal and commercial sense? If the word has a particular 
meaning in the ordinary legal and commercial sense, but has a 

40. See South West Africa case, [1950] I.C.J. Reports 135 and 6.6. 
Fitzmaurice (footnote 1) at 20. For a discussion whether interpretative 
agreements between competent authorities bind the courts, see J.F. Avery 
Jones, et al.. The Legal Nature of the Mutual Agreement Procedure under 
the OECD Model Convention, Br. Tax. Rev. (1979), 333 at 346. 
41. Section 8 of the Official Languages Act, R.S.C. 1970. c. 0-2. See 
The King 1). Dubois, [1935] S.C.R. 401 and Irwin v. M.N.R., 62 DTC 
1356. Some earlier treaties were signed only in the English language and 
are therefore unflingual.

, 

42. Hardy (footnote 1) at 74. This article thbroughly examines the 
methods by which the court reconciles the two or more authentic ver- 
sions. generally adopting that interpretation. if any, consistent with'both. 
If this approach fails‘ and extrinsic evidence does not resolve. the issue, 
Hardy finds the courts have launched into an inquiry as to which was the 
original text, giving it greater weight. See The Standard Oil Co. Tankers 
case; (1926) 2 R.I.A.A. 777 at 792. This method of resolving the difficulty 
was rejected, however. at. the time that the Vienna Convention was negotia- 
ted: Germer (footnote 1) at 409. 
43. No. 630 u. M.N.R., 59 DTC 300. 
44. Hunter Douglas Ltd. v. Queen (footnote 15). This method of looking 
to foreign case law was commented upon by Lord Scarman in Fothergill 
U. Monarch Airlines: ' 

“The decisions of a superior court, or the opinion of a court of Cassation, 
will carry great weight: the decision of an inferior court will not ordinarily 
do so. ” A 

45. Megaw, L.J. in Ulster-Swift Ltd. v. Taunton Meat Ltd., [1977}1 
W.L.R. 625 at 631. 
46.‘ See those treaties (some of which have been sighed only. but are not 
yet in force) with Australia. Austria. Barbados, Belgium, Denmark, 
Dominican Republic, Finland. France. Germany, Indonesia, Ireland, Israel. 
Italy, Jamaiqa, Japan, Korea, Liberia. Malaysia, Morocco, Netherlands. 
New Zealand, Norway, Pakistan. Philippines. Romania, Singapore. South 
Africa, Spain. SwedenI Switzerland. Trinidad and Tobago. and the United 
Kingdom, all‘of which contain such a provision. 
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different or expanded meaning under the Income Tax Act, is the 
Income Tax Act meaning to be applied to the treaty and, if 59, if 
the Income Tax Act is subsequently amended, doesjt effectively 
change the meaning of the treaty? These questions have not been 
fully answered. First, it should be noted that the OECD wording 
does not specifically require the application of special meanings 
of words defined in the domestic taxing statute and the Com- 
mentary provides no clarification. 47 Second, it would appear 
that there has been no general resolution to this question inver- 
nationally, as in some countries the courts look to the everyday 
meaning of undefined terms, while in others the courts look to 
the meaning in the tax legislation. 48 In Canada the position is 
still open. In Associates Corp. of North America 11. Queen 49 and 
Milford Developments Inc. 11. Queen 50 the Federal Court — Trial 
Division refused to find that a guarantee fee paid to a non-resi- 
dent cbnstituted “interest” for purposes of the Canada—US. and 
Canada—Germany treaties respectively. Both treaties had been 
concluded prior to 1974 when the Income Tax Act was amended 
effectively to deem such guarantee fees to be interest for pur- 
poses of the Act. In commenting on the argument of the Crown 
that the definitions of undefined terms are ambulatory and 
change with amendments to the Income Tax Act, Mahoney, J. in 
the Associates Corp. case said: 
“The definition of ‘interest’ in the Protocol ‘is not, by its terms, 
exhaustive. This is not, however, to say that it can be u'nilaterally 
expanded by Canada to embrace income that is not interest at 

' 

all.
” 

Clearly, therefore, specific later statutory definitions of treaty 
terms are not to be used. However, the judge went further and 
cast doubt on the relevance of an Income Tax Act definition even 
if made prior to the conclusion of the treaty as he seems willing 
to accept such a definition only if the provisions of the treaty are 
worded in such a way as clearly to include guarantee fees in the 
provisions dealing with interest: ' 

“I should note that the tax conventions concluded by Canada 
since its enactment (that is the new definition ofinterest) in 1974 
all contain expanded definitions of ‘interest’ which may well not 
be inconsistent with the [new definition in the Income Tax 
Act.].” ‘ 

On appeal, however, the Federal Court of Appeal said: 
a : we expressly refrain from any finding'that a ‘deeming 
provision in the domestic tax law might not, in other circum— 
stances, be embraced by the provisions of international 'cbnuen- 
tions. ” 51 

It has been suggested that where a problem of interpretation 
arises, other than one of a definition of terms, the application 
of domestic law should be avoided and the above described rules 
of interpretation which apply under public international law 
should be used with ‘a View to obtaining an internationally con- 
sistent interpretation of the treaty. 52 

Interpretation by competent authorities 

Article 25 of the revised OECD Draft provides, in part: 
“3, The competent authorities of the Contracting States shall 
endeavour to resolve by mutual agreement any difficulties or 
doubts arising as to the _interpretation or ’application of the 
Convention. They may also consult together for the elimination 
of double taxation in cases not provided for in the Convention. 

4. The competent authorities of the Contracting States may 
communicate with each other directly for the purpose of reaching 
an agreement in the sense of the preceding paragraphs. When it 
seems advisable in order to reach agreement to have an oral ex— 
change of opinions, such exchange may take place through a 
Commission consisting of representatives of the competent 
authorities of the Contracting States.” 
The Commentary states that the purpose is to invite the com- 
petent authorities to resolve general difficulties of interpretation 
or application by means of mutual agreement. The view of the 
OECD is that such mutual agreements should be regarded as 
binding on the administrators. Although such an agreement may 
be binding on the administrators, it is questionable whether they 
would bind taxpayers of the courts. There appears to be no 
generally accepted view on this question. 53 Although Parliament 
clearly has the capacity to delegate its power 'to its own admin- 
istrative bodies, 54 it is doubtful that a Canadian'court would feel 
bound by such administrative determinations, or find in the 
language of Article 25 the intention to so delegate. 55 However, 
the implementing legislation for Canada’s recent tax treaties 
expressly authorizes the Governor in Council by order to amend, 
revoke, replace or add to such treaties. Clearly, with these treaties 
the intentibn to delegate is clear, and administrative agréements 
as to interpretation may have the force of law if promulgated as 
Regulations. 

Summary and conclusion 

In summary, therefore, there seems to be clear authority that the 
well developed (now codified in the Vienna Convention) prin- 
ciples of international law relating to treaty interpretation will be 
applied by the courts in interpreting Canada’s new tax treaties. At 
the present time there is not a large body of well reasoned 
Canadian jurisprudence dealing with the Specific issues of tax 
treaty interpretation. In light of the large number of new Cana- 
dian tax treaties already in force, or signed and awaiting enabling 
legislation or under negotiation, these issues of interpretation 
must soon reach the Canadian courts with increasing frequency 
and such jurisprudence_ willbe developed in the future. The lead 
in treaty interpretation is clearly shown in the recent United 
Kingdom jurisprudence and will undoubtedly soon appear in 
Canada. ' 

47. The 1963 OECD Draft Model was ambiguous‘ but could be read as 
requiring a reference to terms as defined in the domestic taxing statutes. 
48. See R. Lenz (footnote 16) at 298ff. 
49. 80 D.T.C. 6049. 
50. 80 D.T.C. 6074. ‘ 

51. 80 D.T.C. 6140. In light of this statement, the relevancy of Income 
Tax Act definitions is still open. Compare: Queen I). Cruickshank, 77 
D.T.C. 5226, where the court immediately turned to the Income Tax Act 
to find a meaning for the word “pension” but found no statutory defini- 
tion. However. the word was held to include a lump sum payment out of 
a pension plan because such amounts were taxed ‘as pensions under the 
Act. 
52. R. Lenz (footnote 16) at 197 and 301. Compare: van Houtte (foot- 
note 1). 
53. Avery Jones. et a1. (footnote 40) at page 346. 
54. Hodge v. The Queen, (1883) 9 App. Gas. 117. 
55. The treaties with Austria, Barbados, Belgium, Denmark, Dominican 
Republic, Finland. Germany. Indonesia, Israel, Italy, Japan. Liberia, 
Malaysia, Morocco, Netherlands. Norway, Pakistan. Philippines. Romania, 
Singa'pore. Spain, Sweden. Switzerland and Trinidad and Tobago contain 
somewhat similar provisions. The treaty with the United Kingdom does 
not provide so clearly for the competent authorities to make agreements 
respecting interpretations. 
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Override of TaXTrea’ries by Ordinary Legislation 

A number of bills now pending before the Congress site designed 
to tax capital gains derived by foreigners from their investment in 
U.S. real' property. Three of these bills were former trade bills 
passed by the Hofise of Representatives: H.R. 1212, H.R. 1319, 
and H.R._.’2297..'These bills have marvelous names: The Synthetic 
Rutile Bill, The Hawaiian Telescope Bill, and the Duty Free Entry 
of Carillon Bells to the University of Florida Bill. These are trade 
bills that have passed. the Hodse of Representatives, following 
which the Senate Finance Committee has deleted the entire text » 

of each of the bills, moving the duty-free entry items to other 
bills. The Finance Committee has substituted entirely new texts 
that deal, among other things, with the’ subject of taxing foreign- 
ers on capital gains from the sale of real property. These bills 

I 

were prepared by the staff of the Jgint Committee and they were 
approved by the Senate Finance Committee in December 1979. 
Another bill that would also tax foreigners on capital gains from 
real estate is H.R. 6007, which was prepared by the Treasury De- 
partment. It was introduced in December 1979 by Congressman 
Fisher of Virginia. Most of the bills dealing with this subject pro- 
vide that any income tax treaty obligation that conflicts with the 
bills will‘be overridden after five years. It is likely that some bill 
dealing with this subject will be enacted during 1980, and it is ap— 
parent that both the-Congress and the Treasury feel that, in order 
to be fully effective, this legislation must override existing tax 
treaty provisions. 

' Scope of pending legislatibn 

The Synthétic Rutile Bill (H.R. 2297), for example, would _ 

pose a flat tax of 28 percent on capital gains derived by foreign 
_ 
investors from the sale of their interests in U.S. real property. The 
tax would also apply to gains realized by foreign investors on the 
sale of shares 91' Other interests in U.S. “real property holding 
organizations”, whether corporations, partnerships, or trusts. A 
real property holding organization would be defined so broadly 
that it would include practically every closely-held entity invest- 
ing in U.S. real estate. The tax would be enforced by withhold- 
ing provisions, and. every real property holding organization 
would be required to file an annual information return disclosing 
its shareholders. ‘

' 

Conflicting treaty provisions 

The imposition of such a broadly-based capital gains tax would 
be in direct conflict with several‘ existing U.S. income tax treaties. 
Treaties presently in force with Canada and the United Kingdom 
generally exempt from tax capital gains from the sale of U.S. 
real property derived by an investor from the other treaty coun- 
try if there is no U.S. permanent establishment. This may not 
help in the long run because a new treaty is being negotiated with 
Canada, and it appears that the final steps toward ratification by 
the House of Commons of the new United Kingdom treaty are 
likely to take place by April 1980. When and if the new U.K. 
treaty takes effect, it will do so retroactively. There will be no 
further protection as to capital gains since the new U.K. treaty 
contains no restrictions on taxing such gains. 
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None of‘the other existing U.S. income tax treaties contains pro- 
visions that would directly protect an investor in real estate. 
However, several existing treaties do contain provisions that 
would exempt residents of the other treaty country from U.S. 
capital gains tax on.the sale of shares of a corporation, whether or 
not the company whose, shares are sold is a real property holding 
organization. . .

‘ 

When we review the treaties, we find that the Netherlands An- 
tilles treaty does not contain such a provision. Neither does 'the 
old U.K. treaty as extended to the British Virgin Islands. Nor 
does the treaty with Switzerland contain such a provision. You 
Will find such provisions in the treatiés with Sweden, Canada‘, the 
United Kingdom (the old treaty for as long as it lasts), the Nether- 
lands (but pot the Antilles), Germany, Finland, Belgium, Japan, 
Norway, Romania, and Poland. We are busily at work now try- 
ing to determine how we can make use of Polish holding compa- 
nies to supersede these new provisions during the coming years. 
The. Synthetié Rutile Bill provides a special effective date in cases 
where treaties conflict with the bill. Where no conflict exists, the 
bill would take effect for sales in 1980 and thereafter. Regardless 
of any treaty conflict, the bill would apply to sales in 1985 and 
thereafter. 

Can Congress override treaty provisions? 

We come then to the question» of whether or not the United 
States Congress can override an éxisting treaty by ordinary legis- 
latioh? And, if it has the power to do so, should it do so in a case 
such as this? And, if the Congress does choose to override existing 
treaty obligations,'should it give the Treasury five years or some 
other period of time within which to try to renegotiate conflict- 
ing treaty provisions? I am going to try to answer the first ques- 
tion on whether or not the Congress has the right to override an 
existing treaty by ordinary legislation.

‘ 

I will leave to David Brockway, of the staff of the Joint Commit- 
tee, the task of discussing the policy issues that are involved. 

It seems clear that the Congress does have the right to enact a 
law which overrides an inconsistent treaty provision as domestic 
law, at least if its intention to do so is clearly shown. There is a 
one-paragraph statement of the law in Revenue Ruling 79—199.1 
Article VI, Clause 2, of the U.S. Constitution states that laws and 

» treaties are the supreme law -of the land. Income tax conventions 
are ti'eaties within the meaning of that supremacy clause under 
the American Trust 'Company case. 12 Whenever possible, treaties 
and laws dealing with the séx'ne subject are to be read in a con- 
sistent manner. 3 Numerous cases hold that when a treaty and a 
law are inconsistent, the one last in date will control the other. 
Thus, when a law coriflicts with‘a later ‘treaty, the treaty prevails; 
and when a later law conflicts with an earlier treaty, the law 
prevails? 

* Copyright © 1980 by Marshall J. Langer. This is an edited version of 
a talk given by Marshall J. Langer at a National Meeting of the Inter- 
national Fiscal Association at Philadelphia in January 1980. Mr. Langer is 
a partner in the Miami law firm of Shutts & Bowen, Vice President of the 
U.S.A. Branch of the International Fiscal Association and Adjunct Pro- 
fessor of Law at the University of Miami. 
1. 1979—1 CB. 247. V 

2. American Trust Company v. Smyth. 247 F.2d 149 (9th Cir. 1957). 
3. Head Money Cases. 112 U.S. 580 (1884). 
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“The purpose of a law to override all or part ofa treaty will not 
be lightly assumed. It should appear clearly and distinctly from 
the wordsused in the law. ” 4 

There is a good summary of the existing law in the Restatement 
Second of Foreign Relations, Section 145, which says that “an 
Act of Congress enacted after an international agreement of the 
United States becomes effective, that is inconsistent with the 
agreement, supersedes it as domestic law of the United States if 
the purpose of Congress to supersede the agréement is clearly 
expressed”. They Restatement adds that the superseding of the 
agreement as domestic law of the United States by subsequent 
Act of Congress does not affect the international obligations of 
the United States under the agreement. ' 

The Internal Revenue Code contains two provisions dealing 
directly with the relationship between the Code and Treaties. 
Code Section 7852(d) states that no provision of the Code shall 
apply in any case where its application would be contrary to any 
treaty obligation in effect on the date that the Internal Revenue 
Code was enacted. 

' 

That date. was August 16, 1954. That 
provision was apparently included to prevent the enactment of 
the 1954 Internal Revenue Code from taking precedence over all 
pre-existing treaties on the ground that it was a new Act of Con- 
gress. Since it was later in time it might otherwise be deemed to 
override the pre-existing treaties. One of the interesting aspects of 
the section, however, is that it continues to apply t9 any treaty 
provision that was in effect prior to August 16, 1954, even with 
respect to new amendments of the Internal Revenue Code. 
Code Section 894(a) states that income of any kind, to the extent 
required by any treaty obligation, shall not be included in gross 
income and shall be exempt from tax" That provision does not 
have a date so it would apply with respect to all treaties, whether 
or not they are pre-1954 treaties. The language of Section 894(a) 
is riot very broad in scope. It merely deals with what is included 
in gross income, ahd not with other types of treaty provisions; 
In enacting the Revenue Act of 1962, Congress expressed its 
intent to override existing treaty obligations, in Section 31 of 
that Act. A Conference Committee Report indicated that in the 
View of the Treasury there was only one conflictvbetween the Act 
and treaties, a minor exception relating to the real estate clause 
of the Greek estate tax treaty. The conflicting treaty provision 

was successfully renegotiated shortly after the passage of the Act. 
In enacting the Foreign Investors Tax Act of 1966, Congress 
expressed its intent not to override any existing treaty obligation. 
Section 110 of the Foreign Investors Tax Act (not codified) 
provided that “no amendment by this title shall apply in any case 
where its application would be contrary to any treaty obligation 
of the United States”. 
'The Senate Committee Report on H.R. 2297,5 the Synthetic 
RutilelBill, contains this clear expression of proposed Congres- 
sional intent:

1 “The amendments made by the provision will generally apply to 
dispositions after December 31, 1979. However, for a five-year 
period, gain will not be taxed to the extent required by treaty 
obligations of the United States. After fhat five-year period, for 
the renegotiation of conflicting treaty provisions, that is, after 
December 31, 1984, the provision will prevail over any conflict- 
ing treaty provisions remaining in effect. ” 

It seems clear that Congress can override existing treaty ‘pro- 
visions and that it apparently intends to do so in this case. 
Real estate is only one- of the areas where Congress may try to 
override treaties. Another is the foreign tax credit area, where 
several issues may be affected by existing treaty provisions. For 
example, what is a foreign income tax, and what limitations on 
credit should be imposed? 
David Brockway, International Tax Counsel of the Joint Commit- 
tee on Taxation, will deal with some of the policy questions as to 
whether Congress should override tax treaties and, if so, whether 
they should give the Treasury time to renegotiate these treaties. 
When the treaty override question was raised in 1962, there wa_s 
a barrage of protest from lawyers. The Committee on.Taxation 
of Foreign Income of the American Bar Associatfoh said that the 
unilateral modification of tax treaties was, “a shocking, ~ un- 
conscionable, and unnecessary violation of international 'agree- 
ments”. Thus far, there has apparently not been any such strong 
opposition to the current override proposals. 

4-. Lee Yen Tai v. United Statesrg 185 US. 213, 221 (1902). 
5. S. Rep. No. 96-504. 96th Cong.. lst Sess. (1979). 

. Override of TaxTreaties by Ordinary Legislation 

Before trying to answer Marshall’s questions 61' address them, let 
me make a couple of general comments on his remarks. 
First, I agree generally with what Marshall has to say about the 
power to override treaties by legislation. If there is a difference 
in our viewpoints, it is one of emphasis, and that is in the ques- 
tion of what is necessary for a statute to override an existing 
treaty obligation. I am not convinced myself that it is necessary 
fo_r Congress to ekpress clearly in the legislation its intent to over- 
ride as such in the way it was done in the real estate hill, where 
we indicated that this was our particular purpose. I think that . 

perhaps what the authorities stand for is the general rule of inter- 
pretation that you try to read the statute and the treaty’in 
harmony and try to avoid a conflict if possible; that a subsequent 
statute should be viewed to be in 'conflict with and thus to over- 
ride an existing treaty only if it was clear and distinct from the 
words of the statute and the treaty that there was an actual con- 
flict between the provisions, but if he conflict is in fact cléar 
and distinct it is irrelevant whether or not Congress ever ex- 
pressed its intent to override as such. One project We are working 
on at the moment is a report on the foreign tax credit and the 
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interrelationship of the credit and the tax treaties; We are going 
to have to take a position at some point this year on the question 
of what is necessary for legislatioh to override a preexisting treaty 
obligation; so by that time my thoughts will have been developed 
a little more fully. .

r 

Treaty provisions mostly 
prevail over Code 

In any event, I think that, as Marshall said, the problem is basical- 
ly solved at the moment by the Code provisions that'say that, 
with respect to exémptions from income, the treaties prevail not- 
withstanding contrary Code provisions and, in the case of pre- 
1954 treaties, the treaties prevail in all reséects. I should just 
note, however, that there is at ,least some possibility that those 

* International Tax Counsel of the Joint Committee on Taxation.
‘ 
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provisions will be examined by Congress within the next few 
years to see whether it wants to stick with the exact principles of 
Sections 894 and 7852. Whether these provisions are going to be 
changed is another question, but I think there is some concern, at 
least in the Ways and Means Committee, as to the general 
relationship between treaties and the statute. 
I also note, as an aside, that in the Nat Boidman article that is in 
the materials, he mentions that in both the United Kingdom and 
Canada their principle is also that subsequent legislation will over- 
ride a treaty. That being the case, I do not know that it is so 
shocking that we also take that position, although I gather from 
his érticle that they have the same reluctance that we do actually 
to invoke that power. After yesterday’s discussion, though, Iam 
somewhat reluctant to rely on Canadian and British precedents, 
after hearing that they do not take legislative history into account 
when interpreting statutes. That kind of thinking could put me- 
out of'work. 
Turning to Marshall’s principal question of whether we should 
override the treaties in the real estate bill, I would rather address 
the issues involved in whether Congress will override treaties in 
the bill rather than trying to make any judgment as to whether it 
would be appropriate for them to do so; First, as Marshall in- 

dicated, I do not think there is a great worry with respect to real 
estate held directly by foreign investors. There are only the two 
treaties, one with Canada and one with the United Kingdom, 
which limit the right of the United States to tax gains on U.S. 
real estate. The U.K. treaty will, I hope, go out of existence 
pretty soon. The Canadians have legislation similar to that we are 
contemplating and they would like very much to reach an agree- 
ment where each country can tax real estate gains by residents of 
the other country, and so I do not think there is going to be any 
great problem in reaching an agreement on that point, assuming 
we can ever get a treaty with Canada. My assumption is that with- 
in the_ five-year period, whether or not we put anything in the 
statute, there will be .a change in both of these treati‘es on this 
point.

' 

Real estate companies 

Our larger problem is with corporations formed or availed of to 
hold real estate. It is something we have to deal with one way or 
another. The problem is that, if we just taxed the sale of real 
estate, the obvious alternative for a foreign invéstor holding stock 
in a corporation holding U.S. real estate is to sell the stock in the 
corporation, with the result that the new buyer gets a stepped-up 
basis and then liquidates the corporation without any U.S. tax. 
There are a number of possible ways of dealing with this problem.’ 
At the moment our judgment is that it is going to end best if we 
attempt to tax' the sale of the stock. We have all along considered 
the notion of perhaps denying Seétion 336 treatment on the 
liquidation rather than taxing the sale of stock. Maybe we re- 
jected it .too soon and we are giving additional thought to that 
option. It would avoid many of these problems. In fact, one of 
the great attractions of that approach is that it does avoid the 
treaty problems. But for the moment, let us assume that the 
legislation will involve taxing sales of stock in U.S. real property 
holding companies. 
Then the question is: will. the Congress want to override the 
treaties if there is not a renegotiation within a reasonable period 
of time? I think there was a reaction that as long as there is one 
treaty outstanding which permits third country nationals‘ to 
take advantage of that treaty; the legislation will not work. Right 
now, obviOusly nobody uses Polish holding companies, but theré 
is n6 doubt in my mind that if the' capital gains prévision is 

changed in all thOse treaties except for the Polish treaty and if 
Poland would not effectively tax that income, Poland would be- 
come the new Netherlands Antilles. 
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Renegotiafion of tax treaties 
may be difficult 

I think that there is a feeling that something has to be done about 
the treaties which wduld prevent the United States from taxing 
foreign investors on gains on sales of stock in U.S. real estate 
holding companies. The Treasury is very concerned 'about the 
problem. I suspect with their attitude at the moment that there is 
no need at all for the provision in the legislation overriding any 
conflicting treaty ‘provisions remaining after a five-year period for 
renegotiation. Realistically, they are going to try very hard to 
renegotiate thesé treaties on this point Within the five-year 
period. However, the difficulty from Congress’ standpoint is that 
it does not have control over whether or not the Treasury will 
actually succeed in renegotiating these treaties in that time frame. 
Notwithstanding Treasury’s present intention, there is some 
awareness that if there is not something that automatically works 
to conform the treaties to the legislation after a resonable period, 
once the legislation is passed taxpayers will petition both the U.S. 
GOVernment and the foreign governments about the problems of 
revising the treaties on this score, and it may prové to be very 
difficult to have all the treaties renegotiated in the reasonably 
near future. In fact, attorneys for foreign investors in U.S. real 
estate have warned me that I should not hope that the foreign 
governments were going to agree to renegotiate the treaties to 
allow us to tax this income. And I think there is some reality to 
that. For example, there has been a great deal of discussion on 
the issue of whether or not the Netherlands Antilles treaty should 
or should not be revised. do not think that any of you would be' 
surprised to hear me to say‘ that it is not purely an academic issue. 
There has been a certain degree of pressure exerted on that issue 
and it is my guess that there would be in this context too. Con- 
sequeritly, it may not be so easy to renegotiate all the treaties to 
conform them to the legislation unless Congress in the legislation 
says that it is very serious about this and that the Treasury will 
have to act in one way or another. 

Possible approaches 

Having said that, I am not sure that the Congress necessarily has 
to do what was done in the Senate bill. It may well do what is 
in_ the Senate bill or it may well limit the degree to which it over~ 
rides the treaty. It does not really like to override tax treaties. I . 

think there are some members who see restrictions on tax treaties 
as a positive good, especially some members of Ways and Means, 
but I think that most do not like overriding tax treaties and like 
to avoid doing so if possible. The principal concern here is one of 
avoidance of all taxes by the foreign investor, not so much of 
whether it is the United States or some foreign government which 
gets the revenue. In the present situation, there are many situa- 
tions where U.S. real estate is held by third-country investors 
through a Netherlands Antilles holding compariy and no capital 
gains‘tax is paid to any country on the disposition of that proper- 
ty — that is the problem thatni‘s the real concern. So, conceivably, 
the legislation could limit the ,treaty override to situations where 
the stock of the foreign corporation is not directly or indirectly 
held by individual residents of'the treaty country. That 'would 
substantially minimize, the problem and should, at least in my 
view, deal with thevlegitimaté concerns of the foreign govern- 
ment. There is no reason why foreign governments should have a 
strong concern in protecting the tax-free nature of investments by 
third-country investors. - 

Another possibility would be to limit the situations where the 
legislation ovefrides treaties to those where no foreign tax is paid 
or perhaps give a credit (a 906 credit) for any foreign tax paid on 
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it, just to say to those governments with which gwe have' made 
treaty arrangements — which essentially are agreements governing 
how the two countries are going to share tax revenues — that we 
are not attempting to take their tax revenues; that all we are at- 
tempting to do is to make sure that our legislation oks as a 
practical matter, and we are willing to live, at least until we can 
reach a renegotiation of the treaty, with their getting the revenue 
on the gain as long as one of the two countries taxes it. In that 
regard, you might -see possibly a - combination of these two 
approaches. ‘ 

Another possible approach would be to notify the foreign govern- 
ment of the legislation in some formal manner and' ask them if 
they want to renegotiate the issue and give them the option of 
either renegotiating in a reasonably short period of time or telling 
them that we are going to terminate the treaty. You do not 
violate the treaty provisions that Way and it is up to them to 
determine how seriously they take this issue. That is a possibility 
we have not really explored. 
Anothér approach, and it may be, again, combined with some of 
these others, is to set out in the statute a defined and limited 
scope in which to renegotiate this issue, delegating to the 
Treasury the authority to entér into some sort of executive agree- 
ment to deal with the real estate problem. I do not know how 
well that would fly on the Hill. I listened with interest to David’s 
remarks yesterday in which he advocated a very broad delegation 
of power to the. executive through the competent authority 
process. I think I can safely say that the Congressional viewpoint 
on executive discretion in these matters is somewhat different. 
You know, wé are all sort of prisoners of our institutional roles. 
But, there might be some way that Congress éould specify exact- 
ly what it .had in mind, establishing an executive agreement‘ 
procedure to resolve the real estate issue but which could not be 
used to negotiate foreign tax credit issues and everything else. It 
might be possible just to deal with the treaty provisions limiting 
the taxation of real estate directly or indirectly held by foreign 
‘investors - to renegotiate that issue alone, and, as long as it fell 

within the scope of what was set forth in the statute, let it go 
into effect without going through the regular ratification process. 
Alternatively, Congress might develop a model that could go 
through Foreign Relations with some speed, a model which set 
out the types of concessions it thinks would be apprdpriate to 
make to the foreign government in exchange for their agreeing to 
our desires. 
The question of whether Congress wil qverride in a la'rge part 
depends upon how the statute is set up. If the statute‘ is set up 
the way the Finance Committee bill is set up, I think there will be 
an override to some extent. Now, if it is modified, the need to 
override may diminish quite a bit. An example of where modifica- 
tion might diminish the need quite a bit is if we gave foreign 
investors a fresh start on the basis of any US. property they 
presently hold. If that were done, then in the next five years we 
would not pick up ény significant revenue from the legislation 
in any event_ and so any need to override becomes less and less 
important. But under the Finance Committee Bill I would expect 
there would be at least some limited override. ‘ 

The five-year period 

On the question — Marshall’s second question — of whether fivé 
years is an appropriate time, I do not remember where exactly 
the five years came from. It was in the Wallop bill in 1978 — I 

guess' that is when it was first introduced and I truthfully just 
do not know where we got five years from other than that we 
have five years in a lot of other places so why not here. There 
was in fact some attempt made to analyze whether that period 
was too long or too short, but once someone had thought of a 
number, the inertia of having that number meant someone would 
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have to justify another number and so I think you will find the 
five-year period sticking unless there is some substantial change 
in the bill as a whole because there is no particular rationale for 
any number. There is one area where conceivably it might be 
shorter. There has obviously been a fair amount of — I do not 
know what the euphemism is but I think Ihave heard it referred 
to as “upgrading” — but in any event I have been told that there 
have been quite a few transactions prior to the effective date in 
bearer shares of Netherlands Antilles corporations in order to get 
a fresh start in the basis of those shares. You do not know who is 
selling to whom but it is a reasonable assumption that they are 
related parties. One planning technique I have heard discussed is 

to take existing‘Nétherlands Antilles real estate holding com— 
panies and drop their stock down into a Netherlands subsidiary to 
take advantage of the capital gains provision of the Netherlands 
treaty. I do not know whether that particular technique actually 

. works under the non-recognition rules in the Bill, but there may 
be; an abuse potential. If the Bill stays in the form it is now — 
that is, if the tax is imposed with reference’ to historical basis 
rather than allowing foreign investors a fresh start as some have 
urged - I think that possibly in this type of abuse situation there 
may be some sort of earlier.override, although the Treasury 
would resist that fairly strongly. 

General comments 

Finally, if I could make just a couple of general comments. As_[ 
said before, I think there is, for most members of Congress, a 
great reluctance to override treaties unilaterally. They would 
rather figure out some way to work it out and I think we are 
going to try to some extent to modify this legislation to take 
that into account; I think they respond to the same policy issues 
that the bar committee responded to. I do not think that their 
attitude is quite the same; but we all recognize it creates problems 
with our treaty program if we enter into agreements and then 
unilaterally override them. Having said that, I thihk the potential 
for conflict between the treaties and the statute is increasing and 
at some point we are going to have to work out a way to resolve 
the conflicts. One reason for the increase is just that international 
business is increasing a great deal so that the treaties have become 
much more important. The awareness of the impact of treaties is 
also increasing a great deal. I think this is attributable in large 
part to the U.K. treaty because it was such a political issue. It 
upset a number of people on both sides and made them very 
wary of tax treaties. And also I think the Netherlands Antill'es 
treaty gets a certain degree of publicity and highlights the issues 
in this area. The hearings in the Gibbons Subcommittee con- 
tributed to this. While; I understand the feeling of that bar com- 
mittee, I do not think Congress is going to ignore its jurisdictional 
prerogatives and that in large part méy govern how they are going 
to react. The treaties, of course, are negotiated by the Adminis- 
tration without any Congressional input and they are presented 
to Congress essentially on a take it or leave it basis. 
It is extremely difficult to change anything in a treaty after it has 
been signed. They govern most investment within and without 
the United States and major changes in tax policy are made 
through the treaties. For example, our whole withholding tax 
area is basically governed by the treaty policy rather than the 
policy of the statute. The insurance excise tax appears to have 
been effectively repealed through the treaties without any dis- 
closure to Congress that this was happening. People wonder why I 

I 

bring that up from time to time, but, to put it in context, we 
used to collect more revenue from the insurance excise tax than 
we did from the interest withholding tax. The modification of 
our tax policy through the treaties is a very real issue for the 
Congress, and in particular for the Ways and Means Committee, 
which does not participate significantly in the formation of treaty 
policy. There are Members who are very concerned about their 
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role in the process of setting U.S. tax policy. Even in the Senate, 
Senator Gravel pushed in the Senate Finance Committee during 
its consideration of the 1978 Act for legislation that would take 
the jurisdiction of the tax treaties out of the Foreign Relations 
Committee and give it to the Finance Committee. That issue was 
avoided because the Senators do not like to have conflicts along 
those lines, but it indicates to some degree the concern there. If 
the tax writing committees write legislation which is regularly 
overridden by treaties in which they do not have any significant 
input, and if the tax writing committees have no practical way of 
changing those treaties, what you will find is that inevitably they 
will react adversely to the tax treaty process. Whether we have 
override in the future in any degree turns on whether the nego- 
tiators of the treaties take into account the concerns of Con- 
gress. One major concern is how broad the scope of the treaties 
is — whether the 'negotiators stick to actually eliminating double 
taxation (that is, actual taxation in a foreign jurisdiction and 
actual Federal taxation in the United States of the same income). 
A second concern is the extent to which they attempt to bring in 
novel provisions. I realize the desire to deal with particular 
problems that crop -up differently in each country, but the more 
different types of provisiOns there are, the greater the possibility 
of a conflict between any legislative change Congress might want 
to make and some existing treaty obligation. Also,‘ it is much 
more difficult for Congress to assess the'impact of these new and 
different provisions. A related point in'this area is the number of 
treaties. It is one thing when you have' ten or fifteen treaties and 

they are basically similar and maybe ‘you can renegotiate them 
without any great difficulty to‘ reflect a tax policy change decided 
on by Congress. However, our treaty network is expanding very 
rapidly and there really is no possible way to renegotiate all our 
tax treaties in a short period. As Marcia Field indicated yester- 
day, Treasury is negotiating treaties with Malta, Bangladesh, 
Cyprus — that type of jurisdiction. The more treaties we get, the 
more and more impossible the process of_attempting to renego- 
tiate the treaties becomes. Eventually you‘may find Congress 
feeling itself somewhat tied in knots and just saying, “Well, we 
are going to override the treaties statutorily”, unless a general 
agreement of all the parties‘is reached as to what are the approp- 

’ riate matters to be included in treaties. There will have to be 
general agreement on the part of the tax Writing committees that 
what is included in the treaties is acceptable to them. The treaties 
will have to be fairly limited in scope and not change that much 
from_ country to country in order to minimize the possibility of 
conflict between the treaty program and the desire of Congress 
to establish and control U.S. tax policy, particularly as it affects 
U.S. nationals and U.S. businesses anywhere in the world but 
also U.S. tax policy with reépect to inéome of foreign residents} 
and businesses that directly or indirectly arises out of the United 
States. There is a necessity that there be sdme agreement as to 
what the treaties should do, or there will be continuing conflict 
and more instances where Congi'ess determines that it is necessary 
to override existing tax treaties unilaterally in order to implement 
changes in U.S. tax poliéy which it decides.to adopt. 

Mutual Agreement ProcedUre-
_ 

I am going to speak about mutual agreement procedure and 
having heard .Mr. Rosenbloom yesterday, I imagine it has another 
name in this country. Perhaps .something like “the unilateral 
expression of views informally cleared with the other side” 
procedure. 

‘ A

' 

I come from a country where the competent authority, the 
Inland' Revenue, sometimes think they can write the tax laws. 
This camé to a head the other day in a cése in the House of 
Lords, the final court of appeal, in'a case called “Vestey”. I will 
not bore you with the details but what the tax authorities were ‘ 

claiming was they could decide not only Whom: to tax, but how 
much to tax‘ them‘, under a particular piece of anti-avoidance 
legislation. I will read you just' a short 'extract from one of the 
judges in the House of Lords, Lord Wilberforce, the senior judge, 
where' he said this: “A proposition that whether a subject is to 
be taxed of not or that if he is, the amount of his liability is to 
be decided even though within the limit by an administrativé 
body represents a radical departure from cons'titu tionalprinciple. 
It may be that the Revenue could persuade Parliament to enact 
such a provision in such terms that-the courts would have to give‘ 
effect to it. But, unless it has done so, the courts acting on con- 
stitutional principles not only should not but cannot validate it.” 
I would like to put that concept into a United States context and 
ask you to imagine that the U.S. Model Convention, instead of 
reading as it did, contained just one article which reads as follows: 
“The competent authorities may grant such relief from double‘ 
taxation as they shall think fit.” Now if the Senate — and-from 
my limited viewpoint from the other side of the Atlantic it 
seems to me that the Senate takes just a slight interest in what- 
goes into -tax tieaties — were to pass such a provision, then'I 
have no doubt that eve‘rything Mr. Rosenbloom. said yesterday 
would be true. And I think I would eVen carry Mr. Brockway 
with me. 
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But the question which faces us this morning is hot that at all. 
I want to pose the same questions in relation to the OECD 
Model, I suppose I should pose the questions in relation to the 
U.S. Model but my 'eXcuse for not'doing so is that I am less 
familiar with it and in any case, it has not been 'adopbed very 
widely so far. So, let me turn to the OECD Model and incidental- 
ly to the paper which you have with your bundlé of papers. 

Three. types of mutual agreement 
in the OECD Mpdel Convention 

Now, like Gaul, I shall ‘dvide‘the subject into three parts because 
in the OECD Model there are three types of mutual agreement. 

' For thbse of you who do not have the model near you, I will jsut 
remind you what they are. There is Article 25(1) Which talks 
about “‘transfer pricing”, particularly where the individual tax- 
payer can ask (he can only ask) his competent authority to take 
up his case with the other country with a view to the avoidance 
of taxation not in accordance with the convention.‘That is the 
first type of agreement. The second type of agreement is found 
in the first sentence of Article 25(3), which provides that “the 
competent authorities of the contracting states shall endeavor to 
resolve by mutual agreement any difficulties or doubts arising as 
to the interpretation 0r application of the convention”, to which 
I shall refer as the interpretive provision. And the third type goes 
on to say, “They [that is the competent authorities] may also 
consult together for the elimination of double taxation in cases 
1-. Editor's. noi’e. See also J.F. Avefy Jones et al.: “The legal nature of 
the mutual agreement procedure under the OECD Model Convention” in 
British Tax Review 1979 at 333 and 1980 at 13. 
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not provided for in _the conuerition.” A rather surprising pro- 
'vision, you may think. 
I do not claim that all types of mutual agreement neatly fall into

I 

one of those three categories. Obviously, there is an overlap. The 
specific case may be because there are doubts about interpreta- 
tion of the convention. But, let us just use that as a framework. 

A valid delegation? 

Let me start at the end With what I described as a surprising pro- 
viSion, that is, that the competent authorities can eliminate 
double taxation in cases not provided for by the convention. In 
the United States, although this provision is in the model, my un- 
derstanding is that it has only been used_ in treaties With Hungary 
and Poland. The provision is also not used in the United King- 
dom, although my tax authorities were rather surprised when I 
pointed out to them that they .had, in fact, used the provision 
once. Now we come to the point‘ of validity. Let us assume that 
the competent authority does just thatLAnd we turn up in court 
and we want to know what is the efféct of that agreement. To 
put it another way, is there a valid delegation by, as I understand 
it in the United Stateé, the President, with the advice and consent 

' 

of the Senate, to the’ competent authority to add to the treaty. 
Now that, I think, is a very interesting question, and the fact that 
the provision is formed in two treaties means that it is no longer 
academic. It does seem to me that when it did get into those two 
treaties a point of very fundamental constitutional law was in— 
volved. And therefor'e,‘ I looked, as I'understand you spend all 
your time looking, at the legislative hispory, to see what was said 
about these provisions: “The proposed treaty [this is the treaty 
with Hungary] contains various administrative provisions general- 
ly' along the lines of the provisions contained in other US. trea- 
ties”; and in rela'tion to the treaty with Poland: Thus, the pro- 
posed convention with Poland in general follows the approach of 
other US. incorhe tax treaties.” Well, I suppose these things out 
both ways. If one must read the legislative history to find out 
what the treaty means and the legislative history does not draw 
attention to what the treaty appears to say, it may be that the 
treaty does not mean what it_appears to say; 
There, I think, is our first and very substantial point. I can tell 
you very roughly what 'the view in other countries is about this 
provision. It is difficult because a lotof other countries do not in 
fact adopt it. But Switzerland and Sweden appear to give it some 
validity. I have not, to my knowledge, found another country, 
with the possible exception of ,the United States, which is pre- 
pared to say that such a provision .would in fact have legal validi- 
ty. The reason I have a question. maik about the United States is 
that if you read the legislative history, including the commentary 
to the OECD model, I think you will-probably come to the con- 
clusion that it was intended to be a delegation. Thus the answer 
is that it is probably legal but just wait until the Senate finds out 
about thisi- I do not know if Stanley Suh'ey is still here, butI 
gather he had a spot of bother trying to get a very much narrow- 
er provision through in the French treaty at an earlier time. 
Well, so much for the surprising provision which, as I say, is not 
used very much. Let us 100k next at the'more important one, the 
one about interpretation. “The competent authorities shall 
endeavor to resolve by r'nutual agreeinent any difficulties or' 
doubts arising as to the interpretation or application of the con- 
vention." And the question' here’is exactly the same. Is that a 
valid delegation by the President with the advice and consent of 
the Senate to the competent authority to agree? And I do 
emphasize agree. I do not think that a unilateral statement of 
opinion: ,can .possibly have any force. I am not an American 
lawyer but, I do think, even in this country it takes two to make 
an agreement. \ 
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Supposing we do have an agreement with the other competent 
authority as to the interpretatioxi of a convention, what is the 
agreement’s legal validity? Would you mind turning to page 348 
in the paper which you received and you will see at the top of the 
page four propositions: 2 - 

-(a) Whether there is any éonstitutional or other reason prevent- 
ing delegation of the power to make such an interpretivg agree- 
ment that is binding on the courts. And, as far as I know, the 
answer in this country is that there is‘no constitutional reason 
preventing it. 

.
. 

(b) If there is not, whetherit was the intention of the inter- 
pretive provision that an interpretive mutual agreement should be 
binding on ‘the courts. That, I feel, is a matter where‘ the Senate 
comes in. 
(c) If _so, whether Ithe, mutual agreement is a valid exercise of 
such a power, i.e. whether it. falls within the power granted by the 
interpretive provision, e.g. whether it is interpretive rather than 
legislative. That, of course, is in a treaty which does not contain 
what I described as the surprising provision. 
(d) If so, was the agreement intended by the competent authori- 
ties to exercise its powers under the interpretive provision. 
That is where the competent authority comes in but, I think, that 
it is the first time the competent authority comes in. I think the 
law is that they come_last, and what matters in the legal hierarchy 
is what the Senate thinks. Here again, some countries will accept 
that there is a valid delegation. This is a matter of internal law 
and I can quote Sweden and Switzerland again as countries where 
that is the case. I can equally quote, and you will see this at the 
bottom of the same page, Germany, Belgium, Canada, Japan and 
the Netherlands, where it is quite clearly not accgpted as a 
sufficient delegation and they make the comment that the posi- 
tion is quite different. Interpretation of a treaty is in the last 
resort the prerogative of the courts, which I also hope, is the 
position in this country. You will see we do not say in this article 
what the position in the United States is, and Icannot speak for 
Sidney Roberts, but presumably the reason we do not say that, 
and the same is true of the United Kingdom, is because the posi- 
tion has never been tested in the courts. This makes me think that 
-maybe some of Mr. Rosenbloom’s remarks were wider than is 
justified by the present state of judicial decisions. 

ls mutual agreement bidding 
on the courts? 

When I say: the courts may not give effect to the agreement as a 
legally binding agreement, I certainly. do not. go as far as saying 
that the court should take no notice Of the agreement. If I can 
again speak in American terminology, the agreement is something 
like what the courts would do to a revenue ruling. At least they 
will read it. They will give some weight to it. I do not know, or 
perhaps I should say I gather Sidney does not know, exactly what 
weight is given by the courts in this country to an interpretation 
agreement. 
You will see; on page 350, 3 the extract from the Vienna Conven- 
tion that was mentioned yesterday, “there shall be taken into 
account together with the confext, any subsequent agreement 
between the parties regarding the interpretation of the treaty”. 
Now that seems to me to fit this admirably. Here is a subsequent 
agreement, as to interpretation of the treaty, and what the 
codification of international law made by the Vienna Convention 
seems to bé saying, is that you should take it into account, 
which is very different from saying that it is legally binding. 

2. See article indicated in note 1, British Tax Review at 348. 
3. Id. at 350. ‘

~ 
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Does mutual agreement bind 

competent authority? 

So much for the courts. What about the competent authority? 
The OECD commentaries say that the mutual agreement in this 
context is binding on the competent authorities. I find it difficult 
to know exactly what this means. The way I would look at it is, 
supposing the competent authorities were arguing a case in the 
court. Could they go against such an agreement? Here again, I can 
quote two countries where they cannot. Obviously again; Sweden 
and Switzerland because it is binding on the courts anyway. We 
could include Germany, Belgium and the Netherlands as countries 
where the competent authorities could not argue to the‘contrary. 
As I understand it, in the United States and Canada there'is ab- 
solutely nothing to stop thelcompetent authority from arguing 
any proposition it likes in'the courts. Certainly in Canada it is 

done so and, in the United States, it has argued against a ruling of 
something like that. 
Just to summarize at this particular point, it seems to me that (I 
suppose I should not say What the position seems to me to be, 
but I should pose questions for you to answer) if the competent 
authority makes an agreement with the other competent autho‘ri- 
ty on the interpretation of a treaty; first, does the agreement bind 
the courts absolutely? And the andswer to that seems to me fairly 
clearly to be “no”, although it has never arisen. Second, are the 
competent authorjties even in the position to argue to the 
contrary in the courts? I would hazatd'a guess that they probably 
are. So I trust that that a'nalysis— and I think that is the correct 
analysis whether or not I have come to the correct conclusions — 
is the sort of analysis which one should put to Mr. Rosenbloom’s 
remarks yesterday in‘determining what‘ is the‘legal status, and 
what matters is the legal status, of an agreement made by the 
competent authorities. 

Relationship between mutual agreement 
and court decision 

Let me now look at the most familiar .type of mutual agreement, 
the one that, if I had asked anyone befdre I started what mutual 
agreement was all about, I am sure you would have all said: it is 
the familiar one about transfer pricing and all that. Just let me 
make a few, I am afraid they will be disconnected, comments on 
what I think the scope of this is. In asking a similar question, what 
is the relationship with the courts, the question is, I think, 
differently posed because one is not interested in what is the 
validity in the courts of an agreement made between the com- 
petent authorities relating to a single taxpayer dealing with a case 
of, say, transfer pricing. If the taxpayer does not like the agree- 
ment he can just not accept it. I think the question here is, can 
you make the agreement at all? Any taxpayer, of course, has a 
choice. He can either go to court Or he can go to the competent 
authority and, indeed, subject, of course, to time limits, he can 
do both in either order. Except, I understand, in Sweden where 
you have to make the choice at the very beginning. It is always 
worth bearing in mind if you are in this field that what matters 
is not your law, but the other person’s law. Supposing one tries 
the mutual agreement procedure first and it fails. They do t 
reach an agreement or the-agreement is not satisfactory to you, 
what can you do? You can go to court. And, as far as I know, 
with the exception of Sweden, certainly pfthe countries con- 
sidered in this article, there is nothing to stop you going to court 
as long as you have kept your time limits open and that’s a fairly 
straightforward matter. 

Now, what about 'the other way axourid? You go to court in 
either or maybe both countries and you do not like what the 
court decides. Can you now have a mutual agreement? Well, first 
of all, there is the time limit aspect. You have got to present the 
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case within three years from. the first notification of the action 
resulting in taxation not in accordance with the convention. I 

do not know hpw fast the courts are in your country but three 
years would not be an awful long time in my country. Assuming 
we are still within the time limits, can you override (and this is 
implicitly in favor of the taxpayer, of course) the court decision? 
As I understand it, you cannot in the Unitqd States unless the 
treaty says you can. If the treaty Overrides all procedural barriers 
then the treaty means what it says. If the treaty says you can 
merely override internal time limits then, as I understand it, the 
position is, and it is the same in France, that you are stuck. You 
cannot vary the mutual agreement because the court decision is 
final. In other countries that is not, in fact, the case. Canada, for 
example, has legislation which specifically states that the mutual 
agreement can override a court decision. This makes me think, 
because as you heard David Ward say yesterday they have taken 
our legal system, that probably in countries like. mine and 
Australia you are in the position that, there being no legislation 
to shy that you can override it, you cannot do so. But that is 
uncertain. It has never happened in my country. But certainly in 
other countries, and I can point to Sweden, Switzerland, Japan, 
Netherlands, Belgium and Germany, it would be all right to over- 
ride, it. I think all that points to a proposition I made a moment 
ago, that really what counts is not your law but the other 
person’s law, and if you start a mutual agreement procedure, or 
you start court proceedings, you have got to know where you 
stand in the other country. 

How does mutual agreement 
fit‘in the legal system? 

I do not want to take up any more time in introducing the topic 
but to come back to the main point which I would like to make: 
how does the mutual agreement procedure fit in with the internal 
legal system? In most cases, the answer seems to me that it just 
does not fit. You have this, proposition that maybe you cannot 
have a‘ mutual agreement after the court proceedings in some 
countries. It may be that if you do have a mutual agreement you 
are out of time for applying it, either in your own or in another 
country. That, ofpourse, is subject to the point in the OECD 
Model which now says that you can implement it notwithstand- 
ing timé limits.’(There is a rather fascinating point on this. You 
have a'stat'ement in the new U.S. f U.K. treaty which says that 
any mutual agreement made shall-be implemented and I gather 
there is a revenue ruling which says that means you override the 
time limits. But, the United Kingdom put in a reservation about 
overriding time limits so I think you may have pulled a “fast one” 
on us, as I do not think we realized what’ you said, or what you 
meant when you did say it.') And then, lastly, there is the point I 

started with. What is the legal effect of mutual agreements, either 
on the question of interpretation or on my surprising provision 
over rewriting the treaty? It seems to me very odd that that is a 
subject which, at this late stage in legal history, we could still be 
arguing about and I think it is certainly very unclear.‘ So if I can 
say rather what the law should be, rather than what I think the 
law is, I think there certainly should be provisions which bring 
the mutual agreement proceduré into Ithe internal legal system. I 

can quote you Japan as one exainple, which specifically extends 
time limits under their internal law when a mutual agreement has 
been made. 
May I end by hoping that I have asked some of the questions. I 

certainly do not claim to have answered them and I hope that this 
is a subject which we can consider in greater depth at the 
conference in Berlin. But, I do believe that this is the consti- 
tutional question of the 1980s. It is the question of what is the 
power of the competent authority? And what is the power of the 
Senate? 
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Source Rules in U.S.TfaxTreaties 

I should explain that my initial assignment in this part of the 
program was to comment on the very fine paper and outline 
prepared by Bob Patrick. But as we talked about the reflections 
that his paper inspired, it seemed it might be more useful to 
reverse the speaking order. Thus, my comments on Bob’s obser- 
vations-will come first and then his formal presentation will 
follow. I hope the reason for that change in order becomes clear. 
The purpose of my remarks is to raise some issues with respect 
to the treatment of source rules in U.S. tax treaties. I approach 
the matter by asking this question: “In what situations is it 
appropriate or necessary for the United States to consider modi- 
fying its statutory source rules by treaty?” (In my remarks, I 
assume that the present statutory source rules are acceptable;I 
am _not proposing to question the wisdom or desirability of those 
particular rules.) 
Bob Patrick’s discussion then will provide an analysis 6f the 
actual instances in which such source rule modifications have 
been agreed to by the United States or in which modifications 
would be made by the various model treaties. Moreover, I think 
as you consider Bob’s analysis, a further question will be raised: 
Whether we can discern from existing U.S. treaties principles 
which do in fact appear to guide the United States when it agrees 
to modify its source rules by treaty. 
It is important to keep in mind the elementary proposition that 
the U.S. statutory source rules are not self-operative taxing 
provisions themselves. Once an item of income or deduction is 

sourced, it remains for other provisions to provide the tax results 
that flow from that sourcing. 
In my remarks I will examine three categofies of operative tax 
rules to try to identify the situations where treaty modification 
of U.S. statutory source rules is appropriate for consideration. 

by Paul McDaniel * 

_an exemption country there is no double tax problem. There is 
a certain circular problem which arises if both countries are 
foreign tax credit countries, but it is not a problem of double 
taxation. 

B. As to deduction items: 
Case 5: The U.S. treats the deduction as US. source; Country A 
as A source. The U.S. foreign tax credit is increased and there is 
no problem of double taxation. 
Case 6: The U.S. treats the deduction as U.S. source; Country A 
as U.S. source. Again there is no problem of double taxation. 
Case 7: The U.S. treats the deduction as A source; Couhtry A as 
A source. The U.S. foreign tax credit,is reduced, but no double 
tax problem results because the Country A tax is also reduced. 
Case 8: The U.S. treat the deduction as A source; Country A 
treats the deduction as U.S. source. Here the U.S. foreign tax 
credit is reduced, but A’s tax is not. This is the appropriate case 
for the U.S. to consider treaty modification of its source. 
Thus, in Category One, out of eight possible combinations of 
source rules, only two give rise to potential double tax problems: 
When both countries source an income item as domestic; and 
when both consider source of deduction items as foreign (Cases 1 
and 8). In these situations, the U.S. may consider modifying its 
source rules by treaty. The question we can ask then, as we look 
to the discussion by Bob Patrick, is the extent to which the treaty 
source’rules that have been agréed to by the United States modify 
our statutory source rules to meefi one of those two situations. 

I. Category One: The issue is potential double taxation of 
U.S. persons doing business or investing in another country 
(hereafter referred to as “Country A”) because the source 
rules of the United States and Country A conflict, wifh the 
result that the foreign tax is not fully creditable for U.S. 
purposes. 

H. Category Two: The issue is the United States taxation » 

of foreign persons doing business or investing in the United 
States. Again one can look at the matter by examining the 
same eight cases as in Category I. 

There are various combinations of source rules which potentially 
produce conflict. ‘ 

A. As to items of gross income: 
Case 1: The United States sources the income in the United 
States; Country A sources the income in Country A. Double tax 
may result and in this situation the U.S. may consider modifica- 
tion of its source rules by treaty to prevent that result. 
Case 2: The U.S. sources the income in the United States; 
Country A also sources the income in the United States. There 
are no problems of double taxation here because of the agree- 
ment on the source rules. But, as I will discuss later, despite this 
agreement on source rules, it is possible for problems still to 
arise, as the 1978 French protocol reveals. 
Case 3: The United States sources the income in Country A; 
Country A sources the income in Country A. Here there is no 
problem because the US: foreign tax credit will operate to relieve 
double taxation. 
Case 4: The U.S. sources the income in Country A; Country A 
sources the income in the United States. As long as Country A is 
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A. As to items of gross income: 
Case 1: The U.S. sources the item in the United States; Country 
A sources it in A. Because of the possible double tax result, the 
U.S. could consider modifying its source rule. - 

Case 2: The U.S. sources the item in the U.S.; A sources it in the 
U.S. No double tax problems are created by the source rules. 
Case 3: The U.S. sources the item in A; Country A also sources 
it in A. Again there is no double tax problem, unless the U.S. 
treats the income item as effectively connected income under 
Section 864(c)(4). Although in the latter situation the U.S. gives 
a Section 906 foreign tax credit, the U.S. could deal with the 
issue by providing in the treaty that only U.S. source income 
attributable to a permanent establishment is subject to U.S. tax. 
This approach was adopted, for example,' in the U.S.—Swiss 
treaty. 
Case 4: The U.S. sources the item in A; Country A sources it in 
the U.S. There is no double tax problem; if the Section '864(c) 
rules come into play, the situation is like Case 2. 

B. As to deduction items: 
Case 5: The U.S. sources the item in the U.S.; Country A sources 
it in A. The U.S. tax is reduced so there is no problem of double 
taxation. 

* Professor of Law, Boston College Law School. 
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Case 6: The US.- sources the item in the U.S.; Country A sources 
it in the U.S. The U.S. tax is reduced and there is no problem of 
double taxation. 
Case 7: The U.S. sources the item in A; Country A sources it i_n 
A. Again no problem of double taxation arises from the source 
rules. If Section 864(c) applies, the situation is like Case 5. 
Case 8: The U.S. sdurces the item in A; Country A‘sou'rces it in“ 
the U.S. Here there is a double tax, and it is appropriate to 
consider'a change in the source rule by treaty. 
Thus, in Category Two, the same two combinations of s_ource 
rules present cases where the U.S. might modify its source rulés: 
Where both countries source an income item as domestic, and 
where both countries source a deduction item as foreign. (Ohe 
possible additional candidate is where Section 864(c)(4) treats 
an item of gross income as effectively connected with a U.S. trade 
or businesé.) 

III. Category Three: The; issue is the qualification of a 
individual or corporation for a U.S.—granted preferehce 
(ta_x expenditure). ' 

Examples include Section 913, which is based on foreign source 
earned income, and deferral, which operates only for foreign 
sourc'e incbme of foreign corporations. In these situations, the, 
source rules operate as eligibility standards to determine (in part) 
whether the taxpayer can qualify for the tax subsidy. As a treaty 
matter, modification of the U.S. source rules in these cases is a 
question of extending or cutting back the statutory tax prefer- 
ences. 

The 1978 French Protocol issde 

Ev_en though there was-no disagreement that dividend and interest; 
income of U.S. citiZens residing in France was U.S. source, double 
tax problems nonetheless arose. The problems were created be- 
cause of the interaction of residence and citizenship-based tax 
jurisdiction. The resolution, however, was effected by modifying 
the U.S. source rule to treat part of the U.S. source income as 
foreign source and then letting the foreign tax credit rules operate 
to relieve double tax. We canask the question whether modifica- 
tion of the U.S. source rules to resolve a non-source rule problem 
was an appropriate or desirable treaty technique.

' 

Income TaxTreaty Source Rules ~ A U.S. Perspective 
In discussing soin'ce rules today as a preliminary introduction to 
the September Paris Congress on this topic, for which I am 
serving as the General Reporter, I have been impressed with the 
schematic framework just presented by Paul McDaniel. At ,this 
point I feel véry much as if he is sitting back and being able to 
observe the forest, and I am still laboring out there amdng the 
trees. With national reports now having been received from some 
24 countries, outlining (in most cases, in some detail). their 
individual source rules, and élso trying to take into accountflthe 
consequences of source rules for treaty purposes, I am certainly 
in midstream in drawing conclusions and observations. There- 
fore, I thought the most useful thing for presentation today 
would be to concentrate upon one of my concerns in thé general 
report and briefly discuss the application of treaty source rules. 
This services as an introduction to the larger subject of the 
general need for source rule: and the actual role that they play. 
One of my principal objectivesfein preparing the directive for this 
topic for the‘ Paris Co_ngress is to proilide, through the 'individual 
country reports to be ’printed in Ithe Cahiers, some general 
reference material on individual country rules on what we would 
call “source of income”, or’determining the origin of income and 
expenses. This is a subject on which it. is difficult to find analyses 
or detailed descriptions of.individual country rules, as compared 
toother areas of comparative tax law. '

I 

Source: One of the bases for taxation and tool 
in relief for double taxation 

As a preliminary observation, after having been accustomed to 
embarrassment over the arbitrariness of certain U.S. source rules, 
such as our passage of title rule, which has certainly been 
'questioned on intellectual grounds for a good many years, I find 
upon reading some comparative rules from around the-world that 
I am a little less embarrassed by our own. Moreover, Iam not 
cértain at the moment as to how well anyone has been able to 
deal with some of these issues where it‘is necessary to determine 
source of income. I am also impressed that even among countries 
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with substantially common jurisprudence in internal law, there is 
a wide variation in the rules adopted for determining the origin of 
income. Moreover, there are a number of items of income for 

- which all countries have some uncertainty about what the proper ‘ 

source should be. I would cite such important areas as currency 
transactions or income‘or loss on the disposition of ce'rtain assets, 
while questions of sourée regarding insurance transactions are 
among other latecomers to the codification of source rules. . 

I do want to cpmment on how one perceives the role of source 
rules in the first place. My observations are tentative at this point, 
but I hope the Cahiers will provide a start toward future con- 
sideration in‘ IFA and elsewhere of the general principles of the 
subject. From the practical standpoint, I am inclined 'to regard 
the concept of source as being a‘tool that is used to achieve 
certain results. Most often the practical question is which country 
is. going to tax certain income. Source is what we consider one 
basis of taxation — sourcé or origin. The other basis, which is 
widely aCCepted internationally, is, of course, residence. The 
United States is almost alone in also using citizenship as a basis 
for taxation in the case of individuals. Therefore, in looking at 

. 

the concept of source of income and in determining whether we 
should change source rules, it is helpful to focus on the fact that 
generalfiy We are looking at which country is going to have a taxa- 
tion right. Or, more fundamentally, as I‘ think Paul McDaniel 
suggested, will there be any taxation at all. After that determina- 
‘ti'on is made, sourc‘e rules are u'sed again, and probably secondari- 
ly, as a tool in rélief of double taxation.

‘ 

These primary operative functions of source rujes are the practi- 
cal limitationson negotiators in tax treaties and are implicif‘ in 
the decisions of writers of tax legislation. However, it is certainly 
possible, and in U.S. practice it isva fact, that source rules can be 
written that are, at least in form, independent of any substantive 
rulés impdsing tax. The most challenging question is whether 
there is any objective criteria or set of principles for judging 
whether a particular source rule is desirable or, indeed, what the 

* 'Genera] Tax Counsel, Exxon Corporation. 
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source rule for a certain type of income should be. The national 
reports that were submitted generally do not‘offer reasons for the 
rules of national legislation. 
What is the answer to this fundame'ntal question? Why do we 
say income has one source rather than another? One must go 
to the League of Nations documents, and the Committee ‘of 

Experts of the League, to attempt to determiné the economic 
connection of income and to find theoretical discussion of this 
question. No very much theoretical work on this has been done 
since that time. Different countries have perceived of origin of 
income in a certain way, and perhapslrthe knowledge is lost in 
history, custom or practice of exactly what any legislature had 

- in mind when it; decided that the origin‘of particular incomé was 
Country A rather than Country B. : 

Significance of source rules 

Short of providing the rationale behind particular source rules, 
one effbrt I have been making is to identify the relative signifi-. 
cance of' source rules in national legislation. I believe that with 
the United States emphasis on these rules, we accord to the 
con-cept of source a substantial independent existence as a funda- 
mental feature of our taxation system. But it is very clear, as one 
reads the other national reports on source rules, that other coun- 
tries are to a great extent able to function with a tax system that 
rarely talks about source or origin of income. Nevertheless, 
eVery tax system, even when it does not employ the language of 
source, makes distinctions as to the economic origin of income. 
They need to know for various purposes the origin of income 
although they may think only in terms of items that are taxable 
or non-taxable income.

' 

Expense allocation rules 

For income tax purposes we are generally talkingabout net in- 
come. Regardless of the degree to which a country has developed 
source rules for income, no other country has sought to deal in 
detail with expense allocation in the degree that we have done in 
recent years. Again, at least in theory, other countries have exact- 
ly the same problems which the source and expense allocation 
rules attempt to solve, and that is true whether the foreign system 
is a territorial system (exempting foreign source income_of resi- 
dents) or a foreign tax credit system. A clear fact emerging from 
the reports, however, is that the expense allocation rules have 
been given much less attention and appeal: to have considerably 
less development in internal law of other countries than that 
which has occurred in the last decade in the United States. 
A Very important part of the subject which I will not be covering 
in the IFA report should be noted in passing. That omission is the 
issue of characterization of the nature of income and its impact 
on _source determinations. There are rather fascinating tax con- 
sequences that flow from. different legal characterizations of 
transactions that are quite similar in substance and might involve, 
for example, in one case, the sale of something identified as 
property, and, in, another case, the licensing of a prdcess to make 
that property, or, in a third case, a contract requiririg payment 
for the services to make that property. The consequences in inter- 
national tax rules change dramatically from these characteriza- 
tions, yet we qhite arbitrarily divide economic activities into 
categories and give them very different treatment as to whether 
they are producing foreign or don’iestic source income. 

Income tax treaties 
I would like to turn specifically to income tax treaties. Both the 
OECD Model income tax treaty and the US. Model treaty (large- 
ly based on the OECD) employ rules of soufce. The development 
of source rules in US. treaties is roughly divisible into pre-1968 
and post-1968 treaties. In pre~1968 treaties, the concept of' 
source as such was not given much attention. For example, there 
was some notion that income originated in Canada, or originated 
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in the United States, or should be apportioned, or perhaps 
originated spmewhere'else. But there is little development of this 
notion in the language of the treaties, and there was no separate 
article on source rules in these older treaties. Around 1968 (and 
in treaties as receht as the Korean treaty that finally went into 
force a year or so ago, but was based on the type of negotiating 

‘ 

form that was used in the early 1970s), there is a separate article 
containing a list of source rules. As one looks at that‘article, one 
can see ,both the issue of how much internal law on source the 
US. was able to urge upon foreign tax systems, and, assuming 
U.S. rules were adopted, how much could be inserted without 
a great deal of detailed explanation. one also senses the inevi- 
table incompleteness that arises in trying‘to incorporate the Inter- 
nal Revenue Code rulesvon Source. For example, these _treaties 
with separate source fules generally provide that income frdm the 
purchase and sale of tangible personal property should be treated 
as income from sources within the contracting state only if the 
propei‘ty is sold in that contracting state. But what about'treat- 
ment of income from the manufacture and sale Of property 
manufactured in one state. and sold in the other? The treaty 
appears silent on that. I think‘the U.S. began to perceive drafting 
problems’and questions abodt the effectiveness of trying to write 
all US. statutory source rules into treaties. ' 

,U.S. Model Treaty 
At the time the US. Treasury published a Model treaty in 1975, 
the Treasury made‘ an effort to adopt the OECD language in US. 
treaties. One judgment was that what would be regarded as source 
rules or their equivalent in the OECD Model Were not all that bad 
for tax treaty purposes; namely; assigning primary taxation in (fine 
country and providing double taxatio'n relief in {he other courii 
try. So the US. has made an increased effort to adopt thelrule‘s 
of the OECD Model. Yet, 'as I will mention in considering some of 
these specific treaty rules, there are fairly substantial questions as 
to how clearly they identify origin or source. 
'The current US. Model generally combines source rules in the 
operative articles themselves. For example, 'the interest article 
will contain a concept of origin of the income covered. The US. 
Model treaty also contains, in the tax credit aiticle, some special 
rules relating to source of income.

I 

The permanent establishment rlilé 

Looking at the structure of tax treaties, one observation is-that 
there is a very important functional rule in treaties that, where 
applicable, does supersede numerous detailed rules about the 
source of different items of income. In using the' permanent 
establishment cdncept, with income attributable to an establish- 
ment located in a country being made taxable in.that country, 
the treaty tells- you what you need to know. It permits you to 
have a general 'rule and treat as income ~attributable to a per- 
manent establishment the connected operating and investment 
income of the enterprise. The fixe_d base rule has a similar result 
in the caise of independent personal services. Here the_n is .a rule 
that operates’as a 'source rule in giving a situs to the income and 
operates functionally with the other provisidns of the treaty on 
relief from double taxation to identify which c6untry‘is going- 
to tax and which country is going to give double_tax relief‘f It 
important, particularly if one is used to lobking‘at tax rules from 
the United States’ perspective, to have in mind the fact that the 
OECD Model isli'nfluenced very strongly by a territorial concept 
so that if the situs country has the exclusive right to tax the; in- 
come of the permanent establishment, then under the internal 
law of a number of countries there is no problem in saying, “And 
we the place of incorporation and the company headquarters will 
not tax that income.” It makes resolution of double taxation 
easier for such countries than in the case of the.U.S. which says, 
“However, we are still going to tax United States companies just 
as if' the treaty and its permanent establishment rqle had not 
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come into effect. ” The U.S., therefore, must provide in the treaty 
that the fact that the income is attributable to the foreign per- 
manent establishment gives itva foreign source at the establish- 
ment for U.S. tax purposes. At that point the tax credit article 
can provide relief. 
However, while the basic rule of the treaties about “attributable 
incdme” servies a very useful functional approach, it is my im- 
pression there is littlevguidance as to when income is attributable 
to a permanent establishment or, in the case of individuals, to a 
fixed base. At least the United States and some other countries 
have attempted to articulate how you get income effectively 
connected to a permanent establishment, but there appears to be 
no generally accepted statement of the principles. The attribution 
rule, once there is a determination of attribution, is really a rule 
that, although income in question may arise (under technical 
source rules) either in the country where the permanent estab- 
lishment is located or elsewhere, it will be regarded as having its 
origin' at the permanent establishment or fixed base. The U.S. 
Treasury, when discussing this issue in its technical explanations 
of treaties, has said that insofar as a foreign company has a .per- 
manent establishment in the United States, the income that is 

attributable to that establishment is narrower than U.S. internal 
law which provides that all business income is attracted to the 
permanent establishment. In addition, according to the Treasury, 
the income actually attributable is not only that generated by the 
permanent establishment from the activity of the establishment 
from sources within the United States but it also includes those 
attributable items of foreign source income of a permanent estab- 
lishment that the U.S. taxes under the Code; that is, the foreign 
source income that is connected with certain designated business 
operations (see I.R.C. Section 864(c)) carried out in contact with 
the U.S. establishment even though technically, under U.S. law, 
the income is from foreign sources and, in generél, the U.S. 
does tax foreign source income of non-resident aliens and foreign 
corporations. This is an illustration of how useful the attributable, 
concept can be as an overriding or substitute source rule. 

Per-country foreign tax gredit limitation 

I would add as a footnoté that it is thy judgment thaf the United ' 

States never really has had a true per~country foreign tax credit 
limitation. I also have some doubts about whether other countries 
have a true per-country limitation where income flows through 
foreign affiliates or subsidiaries to the parent country and is 

commingled, along with foreign taxes, at some offshore holding 
company or operating company situs. Because of the fact of 
commingling of income and operations at subsidiary levels, it is 
very difficult to think of how one would have a per-country 
rule that would actually work as a practical matter if our full 
source rules were applied. The simplest illustration of the 
problem is to take U.S. source rules under a per-country limita- 
tion of the foreign tax credit and apply them to, say, a subsidiary 
in Canada of a U.S. corporation where the subsidiary is making 
sales both in and out of Canada. As a practical matter, to what 
extent would anyone in computing the foreign tax credit look at 
whether or not title was effectively passed outside of Canada in_ 
determining whether thé sales income of the Canadian company 
was Canadian source? It is not simple to impose our detailed 
source rules at either a foreign branch or subsidiary level, and 
tracing income at a sub-subsidiary level is extremely difficult. For 
that reason, if anyone wanted to try to write a true per—country 
rule, one ought to consider looking at the permanent establish- 
ment and attributable income concept not only for branches but 
perhaps for subsidiaries as well. This assumes, however, that there 
could be agreement on what is “attributable income”. ' 

The “other income" article 

A second overriding treaty rule that seems to solve some of the 
mechanical problems of source is the “other income” article. The 
significance of this article is often overlooked, but it can assume 
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great importance depending upon how narrowly or broadly 
defined are other operative articles, such as those covering 
interest and royalties. The usual OECD or U.S. model treaty 
provision says that income not specifically covered in another 
article is taxable only in the place of residence. Income that is 
subject to this “other income” article may include third country 
income or it may include income arising from the residence 
country itself. 

Individual items of income 

Turning to the individual items of income under treaties, as I 
previously noted the U.S. and OECD model treaties place source 
rules in most instances in the operative taxing rules for various 
items of income. The exact scope of these rules varies from item 
to item. 
The treatment of income from real property provides perhaps the 
greatest degree of uniformity in source rules that one finds in 
any of the national reports. There would be no conflict with the 

"basic rule of Article 6 of the model treaties that real property 
income has its origin at the situs of the property. In contrast, 
under national laws there would be a wide variation in the source 
of income on the sale of tangible personal property. The per- 
manent establishment attributable income rule helps to resolve 
such conflicts, provided that the double taxation article is co— 
ordinated with the taxation article. 
With activities such as shipping and air transport where you have. 
intei‘national traffic that is a treaty defined concept, you have an 
international effort to agree on a method of taxing truly peripa- 
tetic activities using a special set of rules which frequently modify 

' national legislation. 
There is a considerable degree of national uniformity in treating 
interest as arising in the state of residence of the person paying 
the interest, but it is by no means the uniform rule under national 
law even among OECD member countries. The residence rule is 

adopted in Article 11 of the OECD and U.S. models. 
Article 12 of the OECD and U.S. models, coveri'ng royalties, 
provides less assurance as to what exactly is covered. The OECD 
treaty refers to royalties “arising” in a state. But even in the U.S. 
model which tries to define where a royalty arises in terms of its 
use (based on the U.S. statutory rule), jt is still not clear how the 
rule is applied where use in more than one country is involved. 
Moreover, for drafting purposes, the scope of the source may be 
defined to affect the result depending upon whether there is going 
to be exemption from tax or a positive withholding tax in what 
will be designated the source country. 
Special mention should be made of how the treaties are used to 
define source of income in the area of services, especially with 
respect to independent services and services rendered by a com- 
pany furnishing services of employees to others. This is a useful 
illustration of how treaty source rules are being adapted to 
resolve current conflicts as to which jurisdiction may have the 
primary taxing right because of source and which country will 
give tax relief. There are a number of issues in connection with 
the source of income from services in the present agreements. 
These include whether services are covered under the independent 
setvices article or under the permanent establishment and busi- 
ness profits articles. The U.S. Treasury, in technical explanations 
of recent treaties, has attempted to set forth the U.S. position on 
this question. But the basic negotiating conflict that exists is 
between taxing income from services based on the place of 15er- 
formance of the services, the rule in a number of countries, versus 
treating the origin of service income as being the residence of the 
person paying for the services, or where the services are “util- 
ized”, regardless of where the services are physically performed. 
Of course, for a U.S. taxpayer, use of a rule other than the place 
of performance as the source rule for income from-services im- 
mediately raises a foreign tax credit limitation problem, since for 
foreign tax credit purposes there is no foreign source income 
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when services are performed in the United States. 
In this service area, we see increasing evidence of a shift in U.S. 
treaties toward a treaty change of source. While the U.S. Internal 
Revenue Code rule says the source is where the services are per- 
formed, an increasing number of treaty provisions provide that 
for purfioses of calculating the foreign tax credit, when a foreign 
country imposes tax on certain types of service income, regardless 
of where the services were performed, the U.S. will treat the 
income as from Sources in that country. There are provisions of 
a limited nature like that in the pending MorocCan treaty, where 
services rendered anywhere on behalf of the Moroccan govern- 
ment are treated as Moroccan source income. There are also 
provisions in the pending Philippine treaty suggesting some shift 
in the source of certain service income through rules permitting 
taxation of an enterprise on a net income basis where services 
are furnished for 183 days or more. In the pending Jamaican 
treaty, income from services rendered by a U.S. company to its 
affiliate in Jamaica and independent consulting services are 
Jamaican source once an initial threshhold of physical presence 
has been met. The issue in these latter treatiesis identifying the 
service income “attributable” to a permanent establishment. 

Relief from double taxation 

The operative provision of U.S. treaties to relieve taxpayers from 
double taxation is Article 23 of the U.S. model which provides a 
credit for covered foreign taxes. The U.S. model and recent 
treaties do provide some source rules in that article, including 
rules for interest, royalties and dividends to provide such income 
with the necessary foreign source content for purposes of the 
foreign tax credit limitation. In this regard, the U.S. model adopts 
the OECD approach where income attributable to the permanent 
establishment that is taxable in a foreign country is going to be 
treated as if it had its origin there for U.S. tax credit purposes. 
Thus, income that is taxéble in the_ other jurisdiction will be 

v treated as having a source in that country. 
There is then the question of the relationship of the U.S. model 
treaty’s credit article and its source rules to the U.S. Tax Code. 
Is there an independent treaty credit? Clearly there is. This is 

expressly provided in the U.S. model. I believe it is also implicit 
in the history of earlier US; tax treaties that, unless there is a 
statement to the contrary in connection with the treaty, the 
treaty structure is such that the U.S. assures a treaty foreign tax 
credit to U.S. citizens and residents for the foreign taxes that are 
the subject matter under the treaty. The saving clause, under 
which the U.S. can generally tax Americans just as if there were 
no convention, says by way of exception that U.S. citizens and 
residents shall be entitled to the foreign tax credit provided in 
the treaty. The formulation of the credit article in the U.S. model 
is that the credit is to be provided under the treaty for the ap- 
propriate amount of the foreign taxes covered in the treaty, sub- 
ject to the procedural requirements of the Code, e.g. gross-up for 
dividends. ‘ 

Protocol to the French Treaty 

In its Technical Explanation of. the Protocol to the French Treaty 
that was adopted in 1979, the Treasury stated its position that 
there is an independent treaty credit and also discussed the per- 
country limitation. The Treasury says that while the’ treaty 
provides a treaty credit for the covered French taxes paid in 
France on French income, that does not mean you can use the 
per-country calculation as long as U.S. statutory rules require use 
of an' overall limitation. v 

An aspect of the French protocol that deals with a serious source 
rule problem involves the U.S. citizen resident in a treaty country 
who receives income taxed in that country on a residence basis, 
and who is taxed in the United States on the basis of citizenship. 

Both countries would tax income from U.S. sources. Therunder- 
lying question is which country is going to_give double taxation 
relief with respect to such income. The mechanism of the 
protocol to the French Treaty produces a sharing of.tax revenue 
by the U.S. and France. In the case of services rendered in the 
United States by a U.S. citizen -residing in France, the protocol 
provides for an exemption on the French side. In the case of U.S. 
source dividend and interest income, the protocol establishes the 
U.S. right to impose tax at a rate up to the withholding tax rate 
imposed on U.S. source dividends and interest paid to a French 
resident who is not a U.S. citizen. France will credit the U.S. tax‘. 
In addition, the treaty further changes What would be the effect 
of U.S. statutory law to state that an additional amount will be 
treated as French source income. The French may tax that 
amount and the U.S.will give a foreign tax credit for that Frehch 
tax. A further residual right of taxation is reserved for the U.S. 
on a citizenship basis. 

Branch of U.S. company 

A somewhat similar problem arises in the case of a' foreign per- 
manent establishment of a U.S. company subject to tax abroad 
and subject to tax in the United States on its world-wide income. 
Resolution of double taxation requires the efforts of two coun- 
tries negotiating a treaty to reach some agreement on which 
country will give double taxation relief on U.S. source income as 
well as» for third country income. Here a variety of factors come 
into play, including (i) the effect of_ the non-discrimination 
'article ,in the treaty, (ii) whether the'permanent establishment is 

unilaterally given foreign tax credits in the foreign country on 
what that country considers foreign source income, and (iii) 
whether there should be either the granting of full tax relief 
including a credit for U.S. tax imposed on a nationality basis or 
a refusal to provide credit to a U.S. company forcing it to rely on 
the consequences of the overall limitation. I would raise the - 

question as to how a treaty resolution compares with the U.S. 
legislative rule in Internal Revenue Code Section 906 where the 
U.S. unilaterally provides a foreign tax credit to a foreign cor- 
poration’s permanent establishment in the United States with 
respect to the foreign source, as the U.S. defines it, effectively 
connected income of the permanent establishment taxed by the 
U.S. I am unaware of any other country that provides, by internal 
law, for such a tax credit. The question raised at the time Sec- 
tion 906'was adopted was, suppose there is a foreign branch in 
the United States of a foreign company that receives income sub- 
ject to foreign tax and to U.S. tax; is the branch entitled to a 
foreign tax credit if the basis for the foreign tax‘ is the branch’s 
home country’s taxation of world-wide income? The United 
States position was that (the U.S. should provide a credit for the 
foreign tax in that case On foreign source income, but not for the 
foreign tax on U.S. source income. The granting of credits for a 
permanent establishment is not an answer that is readily adopted 
by other countries, even in tax treaty negotiations. The problem 
of double taxation of pérmément establishments on third country 
income remains an unresolyed treaty question. 
Finally, with regard to the Internal Revenue Code Section 861 
type of allocation of expense rule, there is virtually no real 
coverage of the problems under the treaties except where the 
allocation matches a Section 482 intercompany pricing ,alloca- 
tion. The national reports indicate that there has not been much 
analysis of this problem in most countries, nor is there even 
general recognition of it as a problem or an issue. In our wisdbm, 
or zeal or misapprehension, the United‘States has gone quite a 
long way in identifying this allocation issue as one affecting inter- 
natiorial taxation, and ‘it may become an active area in future 
treaty considerations. But I think right now, when one.is only 
beginning to identify some of the problems about the source of 

- income, we are a long way from knowing what sort of treaty rules 
one might see develop regarding expenses. 
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TAXELDSSAY 
,x 

by HIW. T. PEPPER * 

THINLY-CAPITALISED COMPANIES 
(CORPORATIONS) - Under a corpora- 
tion tax regiine where classic corporate 
income and the dividends paid there- 
out are both taxed withodt imputa; 
tion relief (seeECONOMIC DOUBLE 

' TAXATION), it is more favourable for 
. 

a company to minimise its equity 
capital and rely heavily on borrowed 
money. Interest paid ori loans, deben- - 

tures, convertible"stock, etc. is nor- 
mally deductible in~ determining pro; ‘ 

fits whereas dividends on equity 
Shares 'are merely regarded (as thxable) 
disfiributions'of profits. ' ' 

In~double taxation treaties interest on 
‘borrowed ’mdney is often given favour- ' 

able tax treatment (exemption, or 
' abatement of the tax fate) where the 
intérest 'is payable to a non-resident. 
An enterprise, set 'up with foreign 
capital, may, thus, also have a tax 
“incentive” to finance its Qperations 
with lo’lans instead of equity capital. 
This form of A tax avoidance which 

'results in companies having an ab- 
"normally low proportibn of equity 

' 

', capital is usually cbunteréd by‘legis- 
lation which dee'ms a certain part of ' 

the loan inte¥est to be diVidendS'or 
distribution; ofprofit. " ‘ 

THIRD-TIER FOREIGNA TAX CREDIT 

’, is regarded as having paid the pro- U 

— A U.S.A. taxpayer who owns 10 
percent or more of a foreign corpdra- 
tion (regarded as a “first tier” foreign 
corporatipn) is‘ éntitled to relief'for 
tax paid 'abroad by that corporation 
(regarded‘as, or “deemed”, paid by 

'the taxpayer) in computing his tax 'on 
income from that 

I 

corporation. If 
the ‘foreign corporation in turn owns 
10 percent or :more ‘ of another 
(“second-tier”) corporation the former 

portionate part ‘of the lattér corpora- 
tion’s" foreign tax. Finally, if thé‘

' 

.second-tier corp‘oration' owns. 10 per- ' 

"cent or more of another (“third-tier”) 
corporation- the second-tier corpora-r 
tion receives relief for its deemed- 
paid share of the third-tier corpora; 
tion’s foreign tax, which thus passes 
at third-hand .tovthe original taxpayer. 
There: is no relief for fourth-tier or 
'more ‘remote subsidiaries tax paid 
overseas. . 
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THRESHOLD, TAX — See TAX THRES- 
HOLD.' - 

TILLAEGSSKAT — (Denmark) Additional 
tax, Surtax. ‘ 

.

. 

TIMBER‘ PROFITS TAX —— A t'ax, ad- 
ditional to ordinary income» tax, 
imposed on the profits of timber- 
felling or logging 'concerns in Malay- 
sia. The tax is intended to fall more 
heavily on the profits from the richer 
sténds of timber, as .a_ form of RE- SOURCE RENT TAX (q.v.). 

TIME APFORTIONMENT ‘ 

RELIEF —_ 
Under the UK. capital gains tax 
rules (which commenced 6 April 
1965), a gain which consists of the 
excess 6f disposal proceeds .of an 
asset aéquired before 6 April 1965 
bver its original cost may’be appor— 
tioned so that only the proportion 
on a time basis which‘ accrued be- 
tvileen 6‘ April 1965 and ‘the date of 
disposal is charged with tax. 

'TIME LAG ‘— see DECAL'AGE D’UN 
MOIS. 

TIME'LIMITS — Apart from the routine 
administrative time limits imposed on 
taxpayers for-filing "returns, making 
payments, etc.’ (which limits may 
usually be extended for adequate 
reasons), there are also legal limits 
for making assessments and claiming 
refunds. See STATUTE OF LIMITA- 

_ 

TIONS. 

TIN PROFITS TAX — A tax, additional 
to income tax, imposed on theprofits 
of tin—mining Concerns in Malaysia,

' 

which falls more heavily on those 
,mining the richer deposits and may 
have no impact at all on those working 
marginal depdsits. The tax is in the’ 
nature of a RESOURCE RENT TAX 
(q.v.). 

TITHE .REDEMPTION ANNUITIES — 
Annual payments under the British 
Tithe Acts bf 1936 and 1951.’The 
payments, which were a charge on 
certain lands, replaced TITHES (q.v.) 
and 5/6 of the payments aré deduc- 
tible, for income tax purposes. The 

TOLDAFGIFT — 

TOP-SLICING RELIEF —' The 

a'nnuities 
October 1977. 

were extinguished on 1 

TITHES — In Britain and many other 
countries, tithes were a charge (theo- 
retically of pne tenth) upon the 
produce of certain land for the bene- 
fit of the church. In 1936 tithes were 
converted in Britain to fixed annual 
payments known ' as TITHE RE- 
DEMPTION ANNUITIES. 

(Denmark) Customs 
duty. 

TOLL GATE CHARGE .— In the U.S.A., 
certain company liquidations, reorga- 
nisations, and incorporations involving 
foreign affiliates require an advgnce. 
ruling ftom the U.S. Treasury to en- 
sure qualification for non-taxable or 
téx deferred status. In some circum- 
stances thevapplicant may be required 

_ 

to pay, as a condition of obtaining 
the ruling, what ,is known as a “toll 
gate charge”, which is a kind of tax 
on the property of shares being trans- 
ferred. 

.

' 

TOLLS —' See ROAD TAX, ROAD TOLL. 
term 

applied to relief granted under a 
graduated direct.tax regime to avoid 
ekéessive tax' being charged where, ‘ 

‘ because of “bunching”, an unusually 
large amount of income or gains would 
fall into a single tax year.-The relief 
given is usually in the form of allowing 
a notional spread of the lump sum 
involved over a period of years, Relief 
in Britain ‘is granted in respect'of such 
items as GOLDEN HANDSHAKES 
(q.v.) where the compensation for lbss 
of employment is otherwise taxable 
when payable, certain gains from in- 
surance policies, and in respect of 
premiums on leas'es‘ - 

-TOTALISATOR TAX — A totalisator is 

an apparatus through which bets may 
' be made atxa race course. The odds are 
not predetermined but are calculated 
by‘ the totalisator for' .the winning 
horses on the basis of the total amounts 
actually staked on all the horses in a 
particular race. Where such betting is 

taxed it is a- simple matter for the ap- 
paratus to calculate its own tax bill 

and take it into account in reckoning 
the net winnings, and the tax collec- 
tion process is a very simple one. 

TOURIST TAX -— Taxation on tourists is 

generally restricted to a service charge 
or airport tax levied when the tourist 
leaves the country by air, but indirect 

* With the assistance of the staff of the Interna- 
tional Bureau of Fiscal Documentation. 
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taxation in the form of a room tax or 
a hotel and restaurant tax may be 
applied to the' grade of hotels and 
restaurants commonly used by tourists 
so that the tax falls mainly on that 
class of taxpayers. (See also HOTEL ' 

TAX, ROOM TAX, TRANSIT TRAV- 
ELLERS TAX, AIRPORT TAX, SE- 
CURITY TAX.) 

TRADE ASSOCIATIONS — It is fairly 
usual to treat trade associations as' 
'mutual organisations which are hot 
taxable on any surplus transactions 
with members (see MUTUALITY 
PRINCIPLE), provided the association 
has duly 'registered under any statu- 
tory requirement govérning the ad- 
ministration of such orgahisations. 
Where such an association makes a 
_spe‘cial levy on 'members for some 
capital project, or for some joint 
contribution for a purpose which 
would not carry a right to tax de- ' 

ductibility, arrangements may some- 
times be made for the association to 
account for tax on such contributions 
as an élternative to disallowances 
being made ‘in computing the' profits 
of all the individual contractors. 

TRADE UNIONS — It is usual to make 
special income tax arrangements re- 
garding trade unions which have 
been 'duly registered under trade 
union legislation. Generally speaking, 
income tax will not' be chargéd on 
the surplus of receipts from members 
over outgoings (see MUTUALITY 
PRINCIPLE) and tax exemption is 

sometimes given in respect of the 
investment. income of the union, 
particularly where its constitution 
embodies activities similar to those 
of a friendly society. 

TRADER, SMALL, RELIEF FOR —V 
See SMALL TRADERS. 

TRAINING LEVY — A trainirig levy may 
be imposed by a government where 
the government itself is largely re- 
sponsible for training workers for 
certain types of industrial, mining, 
or agricultural tasks for which there 
is a demand for skilled workers. A 
refinement is to allow rebates from 
the levy to employers who train 
their own workers to an acceptable 
level of skill. 

TRANCHE SYSTEM — The rhethod of 
levying tax at graduated rates whereby 
the_ tax rate increases on successive 
tranches, or slabs, of income or 
capital. The system is commonly 
used in graduated personal income 
taxes, death duties, and gift taxes. 

r,, 
TRANSACTION TAXES — Taxés levied 

on commercial transactions, usually 
at a low rate percent on a multi- 

- stage' basis. An example was the 0.6 
percent tax levied on transaction in 
Belgium before the switch to V.A.T. 
Such taxes are really CASCADE 
TAXES (q.v.). 

TRANSFER PRICING -— A method where-,. 
by an international trader may adjust 
prices for his goods, manufactured in 
one country and sold in others, so 
that an undue proportion of total 
profits is allocated to the country 
‘with the lowest taxes. See also ARM’4 S 
LENGTH PRICE. 

TRANSFER TAXES — There are'various 
examples of transfer taxes in operation — see CAPITAL TRANSFER TAX, 
CONVEYANCE TAX, STAMP DUTY — that in Italy is levied at 10 percent 
on the value of thevland when land and 
buildings are transferred. The tax is 
also payable .on the value of the‘ 
‘buildings concerned where these are 
not subject to V.A.T. (See also CAPI- 
TAL TRANSFER TAX, GIFT TAX, 
STAMP DUTIES, TRANSMISSION 
TAX.) 

I

' 

TRANSIT TRAVELLERS TAX -— A tax, 
which has occasionally beeh charged 
on tourists who visit a country only 
briefly, e.g., those making a call of a 
.day, or part of a day as passengers in 
a cruise liner, usually as a contribution 
towards the cost of providing facilities 
for such~tourists. In some instances the 
“tax” takes the form of a .landing 
charge. In general such levies are not 
usually recommended -by those ad- 
vising on tourism, on the grounds that 
tourists tend to resent even a small tax 
which has to be paid in order that they 
may visit a country. Where, however, a 
global charge is payable by the visiting 
cruise ship, instead of by individual 
passengers, the levy, which is justi- 
fiable, is usually collected smoothly, 
on the UNMERKLICHKEIT (q.v.) 
principle. (See also AIRPORT TAX, 
SECURITY TAX.) ' 

TRANSITION ADJUSTMENTS % It is 

usual to make special arrangements on 
the introduction of a new tax in 
respect of existing taxes. For example, 
with the introduction of unified per- 
sonal tax in Britain in' 1973/1974, 
taxpayers were allowed extra tiine in 
which to pay the sUrtax due from 
them in respect of 1972/1973 incomes 
which would normally have been 
payable dining 1973/1974; When 
V.A.T. is substituted for another form 
of sales tax, it is usual to make transi- 
tional arrangements to allow relief 
against V.A.T. for sales tax embodied 
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in stocks of 'commodities which are in 
hand at the commencement of V.A.T. 

TRANSPORTATION TAXES '— Taxes 
levied on vehicles. using public high- 
ways, ships, boats and barges using 

_canals, rivers and waterways main- 
tained by the government, and 'upon 
aircraft using airports. Examples in-' 

clude the historical LOCOMOTION 
TAXES (q.v.) in Britain, the federal 
excise tax on transport in the U.S.A., 
'and the inclusion of charges for the 
carriage of passengers and freight'in 
certain V.A.T. ‘systems. (See also 
ROAD TAX, ROAD TOLL, VEHICLE 
TAX.) 

TRANSMISSION TAXES — Taxes' (1) ori’ 
the transmission of assets by gift or by 
death (see GIFT DUTIES and DEATH 
DUTIES), and (2)-6r_1'the transport of 
oil, etc. by pipeline. 

TRAVEL TAX — Travel is 5-subject for. 
' 

_ 
taxation in several countries“: Japan 
has a 10 percent levy on the higher 
classes of passenger travel, the U.S.A. 
has a 19 :percent Federal excise on 
inter-State' travél, And Israel taxes its 
residents on the cost 'of foreign travel. 
The teljm “travel tax” has also béen 
given to the 2 percent levy introduced 
in 1974 on air package holidays to 
build up a fund (known as the Air 
'Travel 'Reserxie Fund) to compensate 
holiday-makers who Suffered, loss 
through fhe financial failure of their 
travel agents. Several such failures. 
had o'ccurredin 1974 after. the sharp. 
'increase in. world oil prices added 
materially t_o ‘the 'cost of ‘(pye-paid) 
air transport. Once sufficient funds 
had been collected, the levy was 

'susp‘ended' and the need for it has 
since been reduéed by a system of 
bonding‘ operated by the Association 
of British Travel Agents in éonjunction 
with the Civil Aviation Authority. 

TREATY, DOUBLE TAXATION '4 See" 
DOUBLE TAXATION. ‘ 

TREE AND. FRUIT CONCEPT — Seé 
FRUIT AND TREE. ‘ 

TRIPLE ASSESSMENT — :A tax levied in 
1798 in Britain by Pitt consiéting of a 
levy of 3 times the previous year’s tax 
with a ceiling of 10 percent on income 
and charged upon (3) those who kept 
carriage or saddle~ horses and '(b) 
those who paid inhabited house duty, 
or window tax. The law' was an im- 
mediate ‘ precursor of income tax'. 

(See also EXTERNAL INDICIA OF 
WEALTH) - 

'
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TRUST — A trust has been defined as the 
relationship between ‘persons and 
property under .which property is 

vested in persons known as trustees, 
who control the. property for the 
benefit of persbns known as bene- 
ficiaries. A trust méy be set up by a' 
living person, known as a settlor, 
or under a‘ Will after his death, by the 
written instructibns of a testator. For 
tax purposes, where the income of a 
'trust is fully distributed to the bene- 
ficiaries most countries’ tax codes 
“look -through” the trust and tax 
the 'beneficiaries directly on their 
shares of the income. Where trust 
income is accumulated the tax treat- 
ment varies according to the nature of 
the trust proVisions ‘and the tax law. — Accumulation and Maintenance 
Trust: A trust, the income of which is 
accumulated for the benefit of a bene- 
ficiary, usually a child, and usually for 
a period of up to'21 or 25 years. A 
normal provision is'that money may 
be disbursed before attainment of the 
specified age, but only for mainte- 
nance of the child. Such disbursements 
Will form income of ’the beneficiary 
while the remaining trust income will 
usually be taxed at a flat rate (in the 
US. currently at 48 percent). — Discretionary Trust: A trust in 
which the trustees have'absolute dis- 
>cretion as to whom among usually a 
large number of potential beneficiaries. 
should actually benefit. Where such a 
trust ‘is used for tax avoidance, the 
trustees, though not bound to do so, 
'usually heed the suggestionspf the 
settlor as to whb should in practice 

. 
benefit. Anti-avoidance' legislation has 

’ for the most part destroyed the value 
of 'such trusts for‘ tax’ avoidance, e.g., 

' 

yin the UK. — Sprinkler (Sprinkling) Trust: The 
term used in the U.S.A. for DISCRE- 
TIONARY TRUSTS (q.v.), presum- 
ably because the trustees have power 
to ‘fsprinkle” the benefits upon which 
beneficiaries they think fit.‘ ‘ 

- Charitable Trust: A trust set up 
for 'purposes- beneficial to the public, 
e.g., for the relief of poverty, the ad‘- 
vancement of education and religion, 
and other. objects beneficial to the 
community. Donations to a charity 
may be exempt from gift or caipital . 

transfer taxes, capital gains tax. 
(See. also CHARITY, DONATIONS, 
EXEMPTION, INVESTMENT TRUST, 
REGULATED INVESTMENT COR- 
PORATION, .UNIT TRUST.) 

TRUSTEE PRINCIPLE — The principle 
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that taxpayers who deduct or with- 
hold income taxes from other tax- 
payers, or who are-registered for the 
payment of sales taxes and include 
a sales tax element in the price charged 

- to'their customers, are all collecting 
tax on behalf of the tax department 
to whom they are responsible, much 

TURNOVER TAXATION 

as a trustee is responsible to the 
beneficiaries of a trust, for remitting 
and accounting for the tax thus col- 
lected. 

—- The word 
“turnover” 'nowadays usually is syno- 
nymous with “sales” or “recipts”, 
but “turnover tax” is also a 'term 
sometimes given to the cascade taxa- 
tion which applies to all stages of 
manufacture and distribution: (The 
turnover tax in Eire, however, was 
a single stage retail sales tax upon the 
sales or turnover of retailers (since 
replaced by V.A.T.). The word “turn- 
over” has another connotation in that 
it sometimes means the number of 
times a trader “turns over” his capital 
or trading stock during the year, but 
this is now an old fashipned use of 
the word, 

TURNPIKE — See ROAD TOLL.

U 
UDBYTTESKAT - (Denmark) Dividend 

tax. 

UMSATZSTEUER — (German Federal Re- 

UN 

public) The value added tax. 

A TANTUM — The term used in Italy 
for FORFAITAIRE (q.v.) treatment 
of certain commodities in the context 
of CASCADE sales téxation,'which 
preceded the present V.A.T. (IVA). 

UNDEPRECIATED CAPITAL COST — A 
term used in the Canadian tax code 
and defined as the original cost to the 
taxpayer of a depreciable asset less the 
depreciation allowances of previous 
.years, plus subsequent additions to the 
asset and less subsequent disposals. To 
the uninitiated the term seems some- ' 

thing of a misnomer since in thé calcula- 
tion the original cost is depreciated! 
Where the sale or salvage proceeds of 
the asset exceed the undepreciated 
capital cost the excess is recaptured 
(see also BALANCING CHARGES). A 
capital gains tax charge would only 
arise_ if sale proceeds exceed the 
original cost. 

UNDERLYING TAX — Tax which is 

charged upon corporate income out of 
which dividends are paid, but which 
does not appear as a direct deduction 
or withholding from the dividend 
itself. 

UNDISTRIBUTED PROFITS TAX —— A 
tax on corporate profits which have 
not been distributed to the share- 
holders. There are various systems of 
taxing corporate profits and distribu- 
tions out of these profits; for example,‘ 
in Britain attempts Were made at one 
stage through .the imposition_ of a 
discriminatory profits' tax to dis- 
courage distributions as an anti- 
inflationary measure —- distributions 
were at one time subjected to a 27.5 
percent ‘rate while undistributed 
profits were only charged at 2.5 'per- 

cent. On the other hand, the corporate 
tax system of the Federal Republic of 
Germany involves the-taxing'of un- 
djstributed profits at a much higher 
rafie than distributed corporate profits. 
Both in Britain and in Germany divi- 
dends are also taxed in the hands of 

-’ 

the recipients. The German system of 
‘taxing profits is designedto encourage 
corporate distributions and thus a 

3 healthy capital market, since there is a 
fiscal “penalty” on the retention of 
profits. In principle, it is considered 
that a company which pursues a full 
distribution policy and the obtaining 
of fresh finance by rights issues and 
thus submits its operations to scrutiny 
by investors should be more efficient 
than a company which merély ploughs 
back retained profits without sub- 
mitting itself to periodical‘ stock 
’market tests. 
Where a company had retained profits 
over the entire period of its operations 
and is then Wound up, tax avoidance 
could take place through the distribu- 
tion to shareholders of accumulated 
profits in “capital” form. Accordingly, 
most countries in their tax law provide 
for the additional taxation of accu- 
mulated undistributed profits distrib- 
uted to shareholders on company 
-1iquidations. In the case of CLOSE 
COMPANIES (q.v.) there is usually 
also an annua[ requirement of 
minimum .distributions to share- 
holders, failing which _thev tax law may 
deem such distributions to have been 
made and charge tax accordingly. 

[to be continued] 
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PRENTICE~HALL,INC. 
Englewood Cliffs, 
NewJersey 07632 
USA 

The most strikingly different new tax guide ever published for taxpayers 
with income from foreign sources. 

U.S. TAXATION OF INTERNATIONAL OPERATIONS 
atinuously Supplemented ........ Always Up - to - Date 

This outstanding new Service is created specifically to help save Irione‘y for: 

U.S. INDIVIDUALS U.S. CORPORATIONS 
with investments and/or earned income with income from foreign sources 
from a foreign source - 

FOREIGN CORPORATIONS 
V 

NONRESIDENT ALIENS 
with income earned or taxable _in the receiving income from,or.taxable in the 
U.S. U.S. 

If you fit any of these Categories e or if you counsel, advise,‘or in any way service. 
any of these categories — U.S. TAXATION OF INTERNATIONAL OPERATIONS 
will be an invaluable new tool for you. 

- It will deliver management benefits — operations benefits — tax benefits. ' 

In clear, direct language, backed up by practical, tested practices of acknowledged 
experts in international business operations, the new work spells out how ,the tax- 
payer can best take full advantage of every popular, every sophisticated, and every 
.,little-known tax-saving device. 

Authoritative, specific guidance from one source devoted exclusively to this kind of 
vital help has been non-existent — until now. 

. 

Address your request to Dept. S-RR-103.’ With the first 1972 publication of the. innovative U.S. TAXATION OF INTER- 
PrentiCe-Hall Inc-, Englewood Cliffs, NATIONAL OPERATIONS this important need is now fulfilled; And bi-weekly NJ. 07632 and SPeCifY U-S- TAXATION \ 

“Report Bulletins” will keep the guide as new and up to the minute as the ‘déy you OF INTERNATIONAL OPERATIONS, receive it. - - 

1-year introductory charter subscription. 

Annual payment is not due until 20 days > 

Personal response to this new publication has been even more enthusiastic than 9q 
after receipt of the new,ready-for. most optimistic projections. Subscriptions are now being accepted by mail for 
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Paris Congress 1980
‘ 

Results of the discussions 
At the end of the Paris Congreés of IFA a resolution was 
adopted on Subject I and with respect to Subject II only 
a summing up was issued. ' 

SUBJECT I: 
Dialogue between the Tax Administration and the 
Taxpayer up to the. Filing of the Tax Return 

Resolution (translation*) 
Relations between the tax authorities and taxpayers 
have undergone a considerable change during the last de- 
cades in 'almo'ét every. I.F.A. member country.'This is 

due to the growing number of taxpayers, the increased 
complexity of tax legislation and the increase in the tax 
burden. In addition to formal, legal relations, a dialogue 
of a rather less formal nature has been developed; start- 
ing well before the filing of the tax return. 
Congress is of the opinion that such a dialogue may be 
of great interest, in that it allows the taxpayers, 'on the 
one hand, to obtain more knowledge of his rights and 
obligations in fiscal matters, and, on the other hand, the 
tax authorities can reach a better understanding of real 
situations and conditions. In the opinion of Congress, a , 

satisfactory dialogue between the tax authorities and 
the taxpayer, prior to preparing and filing the return, is 
in many cases, ,an_ essential‘cqndition for creating a fa- 
vourable tax climate and a cost-effective method of tax 
collection; ‘ 

In order to ensure the satisfactory organisation of the
I 

dialogue, ‘measures should bé taken to inform and pro_— 
tect the taxpayer, and ways found of preventing prac- 
tical and legal errors, as well as tax fraud. These mea- 
sures would concern the tax authorities, the taxpayers, 
the taxpayers’ representatives and the legislators. 
Congress makes the following recommendations: 
1. Within the framework of the dialogue the tax_ad- 

ministration should provide the taxpayer with full 
and clear information as to his rights and obliga- 
tions. Information of genéral interest, especially ad- 
ministrative directives, should-be readilyaccessible 
to all concerned. As far as possible, directives should 
be elabOrated through cooperation between the tax 
authorities and qualified representatives 'of taxpay: 
ers. Points of law included in any published direc-- 
tives should be respected by the tax authorities and 
never withdrawn with retroactive effect. 

568 

2. Congress considers that a procedure for obtaining an 
advance ruling is an important element in a satisfac- 
tory dialogue. The subject was discussed in the Con- 
gress in London of 1965, and copy of the Resolu- 
tion is attached hereto. 

3 It is a condition of establishing a satisfactory fiscal 
climate that the taxpayer'has an essentially positive 
attitude towards the collection of tax and compli- 
ance with the procedures. It is therefore important 
that schools and universities provide a general under- 
standing of the aims of public finance and the role 
of taxes. Conversely, officials of the Tax Admin- 
istration should be trained in the dialogue with tax- 
payers. . V 

4. Within the framework of the dialogue between the 
authorities and the taxpayer, tax advisers play an 
important intermediaryrole. Because of the impor- 
tant position of the advisers, rules or practices 
should be elaborated in order to guarantee technical 
competence as well as correct professional stan— 
dards. 

5. Finally, the legislator has a great responsibility for 
the satisfactory working of the dialogue between the 

, authorities and the taxpayer. This dialogue is made 
particularly difficult by the existence of regulations 
which are complex and frequently modified. The 
simplification of the regulations would create the 
essential basis for a more successful dialogue be- 
tween the authorities and the taxpayer. 

,APPE‘INDIX 
The 19th Congress in Lc'mdon — 1965 
Resolution Subject II (original version) 

Advance Rulings by Zhe, Tax Authorities at the Request ofa 
Taxpayer 
The Congress points out that the complexity of fiscal legislation 
is constantly increasing in all countries and for this reason'it has 
become increasingly difficult for the taXpayers to obtain reliable 
information cdnceming the application of tax laws, which is pre- 
requisite for all financial planning. This situation, combined with‘ 
high tax rates, constitutes a Serious problem of legal security. 
Therefore it is important‘that‘ taxpayers be provided with an op- 
portunity to obtain an authoritative opinion on the meaning of 
the law before taking measures, the fiscal consequences of which 
are uncertain. 

, 
The Congressrfinds that the State, which must demand farreach- 
ing cooperation from taxpayers, should ensure that the positioh 
of taxpayers is facilitated in this respect. This would at the same 
time establish a better relationship between the fiscal authorities 
and the taxpayers. '

- 

The Congress, noting with satisfaction that taxpayers have in 
some countries been accorded by legislative means an opportuni-V 
ty to request advance rulings and that the fiscal authorities in 

* The original version is in German. 
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allocating expenses to domestic and foreign taxable 
income in order to determine net income liable to 
tax or subject to double tax relief. This also may 
lead to problems of double taxation. 

many countries answer the inquiries of taxpayers without a statu- 
tory to do so, has decided to make the following recommenda- 
tions to improve the position of taxpayers: ' 

1. Taxpayers should be Offered an opportunity to obtain within 
a reasonable time advance rulings concerning the tax conse- 
quences of planned bona-fide transactions, at least if they are 4. It is now accepted that for. the continued develop- 
of material significance to the taxpayer or of general legal im'- _ ment of world trade and investment, .every effort 
portance. must be made to adapt domestic (unilateral) tax 2. The opportunity to obtain advance rulings should not be 
limited to special problems not to certain taxes, but in prin- 
ciple it should be possible to issue advance rulings concerning 
all taxes. 4 

3. The fiscal authorities should adhere to the position taken in 5. an advance ruling upon which a taxpayer has relied in good 
faith. Any subsequent change iri the law should be applied as 
far as possible without retrospective effect. 

4.» It is desirable that there should be a right to appeal against 
advance rulings in those countries where this is administra- 
tively and legally practicable. ' 

‘ '
‘ 

5. It is desirable that a method of publication of advance rulings 
should be devised, to ensure the‘uniform application of the

6 law. '

. 

laws so that rules as to the source of cross-border inv- 
come and the allocation of' expenses are harmo- 
nized. v 

‘ 

'

. 

The Congress has discussed a number of different 
approaches to determining income as domestic or 
foreign and the lack‘of harmony in domestic tax 
laws is particularly evident in this respect as to busi- 
ness income, income associated with transfers of 
technology and income from the rendering ‘of set- 
v1ces. 
The_ practical solution to taxation conflicts arising 
from unharmonized domestic laws is seen in the 
conclusion and revision of an increasing number of 
bilateral double tax conventions, having regard to 
the, efforts .of international bodies in establishing ac- 
ceptable convention guidelines. These conventions

V 

should achieve a compromise between contracting 
States in their differing approaches to recognizing 
income as domestic or foreign. 
The problem of expense allocation to cross-border 
income can also be resolved through bilateral double 
tax conventions. Such conventions may use alterna- 
tive means of recognizing expense allocation either 
by permitting the deduction of reasonablytattributL‘ 
able expenses or by limiting the rate at which taxes 
may be levied. 
States should cooperate so that the same expenses 
be considered applicable to a given item of income- 
by both the country of source and that of residence, 
domicile or citizenship of the taxpayer.

_ 

SUBJECT ll: 
Rules for determining income and expenses as 
domestic or foreign ' 

A summing up of the Congress discussion 
(original version) 
1. Most countries have established in their domestic 

tax laws rules.to determine, in respect of different 
categories of income, the rights of the State of source 
and those of the State of residence, domicile, or ci- 
tizenship.

‘ 

2. However, the rules determining income as domestic 
or foreign often reveal wide 'disparities between 
countries in their definition and operation. In the 
absence of any generally accepted principles, such 
disparities may lead to problems of double taxation. . 

3. Moreover, there is no generally' recognized basis for 

MARCH 1981 
Management Centre Europe: Managing and 
Developing Foreign Subsidiaries (including: 
Tax in international operations), Brussels 
(Belgium), March 4-6 (English). 

FOR FURTHER 
INFORMATION 
PLEASE WRITE TO: Conference Diary 
European Study Conferences Limited, 
Kirby House, 31 Street East, Up- 

The Economist: Joint ventures in China 
(including: Some practical tax case studies), 
London: January 29; Ziirich (Switzerland): 
February 2 (English). 

European Study Conferences: Direct in- 
vestment in oil and gas and related tax 
planning, London, January 27 (English). 

FEBRUARY 1981 
Management Centre Europe: International 
Tax Management (including: Inter-compa- 
ny pricing: licensing, service fees) (Semi- 
nar),v Brussels (Belgium), February 12-13 
(English). 

Practical Conferences: Tax aVoidance and 
evasion, London, February 4 (English). 

APRIL 1981 
Management Centre Europe: Fourth MCE. 
Intemational Tax Conference. Chairman: 
Prof. J. van Hoom Jr., Co-Chairman: A.G. 
Davies C.B.E. Main subjects: Transfer 
pricing: Govemment and business views on 
tax avoidance; Taxation of international 
leasing; small meeting groups directed by 
members of the faculty, Munich (German 
Federal. Republic), April 8-10 (English). 

SEPTEMBER 1981 
35th Annual Congress of I.F.A.: 1. Mutual 
agreement procedure and practice; 11. Uni- 
lateral measures to prevent double taxa- 
tion, Berlin (German Federal Republic), 
September 21-25 (English, French, Ger- 
man, Spanish). 
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pingham, Rutland, Leics. LE15 9PY. 

International Fiscal Association (I.F.A.): 
General Secretariat, Woudenstein, Bur- 
gemeester Oudlaan 50, RC. Box 1738, 
3000 DR Rotterdam (the'Netherlands). 

Management Centre Europe: Avenue des 
Arts 4, B-1040 Brussels (Belgium). 

Practical Conferences Administration 
Offices: 270 Cartechatch Lane, ’Enfield 
Middlesex EN1 4BG (United Kingdom). 

The Economist (Conference Unit): Mrs. 
Marion Bieber, 25 St. James Street, 
London SW1 1HG (United Kingdom). 
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